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chex.ps/ds/73 CONFIDENTIAL

FROM: D I SPARKES
DATE: 2 February 1989

cc PS/Chief Secretary
PS/Financial Secretary
PS/Paymaster General
PS/Economic Secretary
Mrs Chaplin
Mr Call

MR TYRIE

FLEXI-OWNERSHIP, THE RIGHT-TO-BUY, AND THE ELECTION

The Chancellor was grateful for your minute of 30 January
discussing the arguments against flexi-ownership and in favour of
an RTB booster. As you know, the Chancellor wholeheartedly agrees
that the time is not yet right to launch the flexi-ownership
initiative. He agrees that a substantial increase in flat sales
in inner London would reap political advantages, but he is less
sure that an RTB booster should be launched for the time being.
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PERSONAL AND CONFIDENTIAL

MALCOLM BUCKLER
1 February 1989

MR TYRIE cc PS/Chancellor

P PS/Chief Secretary
ﬂu\w\j' PS/Financial Secretary

PS/Economic Secretary
; Mrs Chaplin
Mr Call

FLEXI-OWNERSHIP, THE RIGHT-TO-BUY, AND THE ELECTION

The Paymaster General has seen your minute of 30 January. He has
commented with respect to your views on flat sales in Inner London,
that (gs an Inner London MP) he sees a mild time bomb associated
with such sales in terms of long-term repair and maintenance costs

in blocks which remain primarily in the public sector.

MALCOLM BUCKLER
Private Secretary
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FROM: RUTH KOSMIN

DATE: 2 FEBRUARY 1989

CHANCELLOR ce Sir P Middleton
Sir T Burns
- Mr Scholar
V}J/ Mr Odling-Smee
v Mr Hibberd
\ Mr O'Donnell

Mr Grice

HOUSE PRICES: RICS SURVEY

Further to my minute of 24th January 1989 regarding the monthly
questionnaire of the housing market undertaken by the Royal
Institution of Chartered Surveyors and your request for some
follow-up information, I can now confirm that the last occasion on
which 18% of respondents reported lower prices over the previous

three months was in January 1982.

2. The figures below show the average percentage of agents
reporting in each of the categories used by the Survey for January
1982:-

January 1982

Agents comparison with house prices over previous three months

Percentage of Nee 1955
respondents = N
Very much higher (approx 8% or more) /0 2)
Much higher (approx 5%) e | )0.2 9 7%
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2e I attach a chart which covers the period 1981 and 1982, from

which the January 1982 figures can be seen in context.

M\(psw}\

RUTH KOSMIN
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FROM: D I SPARKES
DATE: 7 February 1989

MS RUTH KOSMIN cc Sir P Middleton
Sir T Burns
Mr Scholar
* Mr Odling-Smee
v uu”; Mr Hibberd
: Mr O'Donnell
Mr Grice

HOUSE PRICES: RICS SURVEY

The Chancellor has seen and was grateful for your minute of
2 February confirming that the last occasion on which 18 per cent
of respondents to the RICS survey reported 1lower prices was in
January 1982.

a1 .

DUNCAN SPARKES
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T S O'BRIEN

16 FEBRUARY 1989

Sir Peter Middleton

‘Sir Terence Burns

Scholar
Mr Monck
Evans
Mr Sedgwick

V
\& U A}NJ Vyr - Mr Gieve
*\ Q Mr Hibberd
QN' Y
RPI AND HOUSING COSTS: BACKGROUND TO THE 1975 RPIAC REPORT

You asked for some background on what lay behind the decision in
the RPIAC's 1975 report to switch from "equivalent rent" to mortgage
interest payments as the measure of owner-occupiers housing costs.

2 As you have pointed out, the RPIAC in its 1986 report said that
by 1974 the equivalent rent concept was becoming unworkable because of
the diminishing importance of the rented sector. Such
reasoning is expanded upon in the original 1975 report when the change
and captures the flavour of much of the discussion at

privately

was proposed,

the time. The RPIAC reported that:
"there has been considerable criticism of this method
[equivalent rents] in recent years".

This criticism included a memorandum from the Trades Union Congress

which was instrumental in the reconvening of the Committee itself.
Many of the "independent" members of the Committee
and indeed one member (Professor

develop the

also voiced such

of the prevailing method,
role in

criticism
attempting to

interest payments.
Employment in

Ilersic) played a significant
alternative methodology using mortgage
methodology was accepted by the Secretary of State for

February 1975.

The new

3 The argument was that in the circumstances of the housing market
then prevailing, the recorded rent measure was a very poor indicator
of the "equivalent rent" for owner-occupiers. This was partly because
the rateable values of houses were out of line with
partly because the and public

thought to have become thoroughly divergent; and partly because in any

actual wvalues;

private sector rented markets were
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case the rental market in general had become thoroughly distorted
through regulation and administrative price setting. The public
sector rent index had a disproportionate effect on the RPI as a whole.

4. On top of this, it was felt that the public were very conscious
of the rising price of houses and of mortgage interest rates, and yet
neither of these two factors was reflected directly in the retail
prices index. The desideratum of maintaining public confidence in the
RPI was one held quite strongly, and this must have influenced the
move towards the mortgage interest approach.

B Around the time of the RPIAC's first meeting, Stage Three of the
Conservative Government's pay policy was coming into operation. The
recorded RPI was relevant to this policy, with a threshold agreement
of up to 40 pence for every one per cent rise over seven per cent in
the October 1973 Retail Price Index. Although at the time there may
have been some uncertainty as to whether the threshold would be
triggered, in the event it was, with the RPI increase being well above
7 per cent. But the results of the deliberations of the RPIAC could
not have been expected to come through in such a short time as
materially to influence Stage Three.

6. You ought to be aware, however, that in the TUC's original
submission to the RPIAC, there was a proposal, alongside that on
owner-occupier housing costs, to remove rent rebates from the RPT.
This was another move which could have been expected to increase the
RPI. The RPIAC felt that the case for such a change was weak, and so
this part of the TUC's submission received short change.

1% The movement for the inclusion of mortgage interest payments in
the RPI did relieve some of the importance attached to the LA rent
indicator. The pressure to artificially control such rents, which was
important as the memoirs of some Labour Ministers testify, was thus

reduced.

\
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FROM: T S O'BRIEN

(L ., DATE: 17 FEBRUARY 1989
o | DoL o :
CHANCELLOR ? i Sir P Middleton
b Sir T Burns
v ; Mr Scholar
vurl oeen Mr 0Odling-Smee

Mr Sedgwick
Mr Grice

Mr Hibberd

Mr Ritchie

HOUSE PRICES AND THE JANUARY

House price data feeds into the RPI through three direct channels.
The first and most important is in the mortgage interest payments index,
where house prices drive the calculation of 'debt outstanding' to which
the prevailing basic mortgage rate is applied. The second is in a proxy
for dwelling insurance premiums. The third is in a proxy for estate
agents' fees, which is subsumed under the ‘'household fees' category.

25 The house price data used is a mix-adjusted index supplied by the
Department of the Environment, based on a 5 per cent sample of building
society mortgages (covering all societies). But because this quarterly
data is supplied with a lag of about one quarter, the Department of
Employment must derive monthly house price figures by interpolating
forecasts of the current and preceding quarter as supplied by the DoE.

s The DoE forecasts and data produced in the second half of last
year, together with the derived D Emp estimates as used in the RPI, are
shown in the attached tables. Table Al shows the house price data
supplied in each of the 1last six months, for 1988Q2 to 1989Ql. The
quarter-on-quarter increase implied by the successive estimates is shown
in Table A2. This table clearly shows the scale of the revisions.

4. In October, the DoE actually revised down their forecast of house
price inflation. They left it unchanged in November, but in December
discovered that the increase from Q2 to Q3 was 13.1 per cent, rather
than 3.6 per cent. At the same time they revised down the increase they
thought would occur between Q3 and Q4, from 2.4 per cent to only 0.2 per
cent. This month, they have suggested the increase 1is 6.6 per cent.
They have marginally raised upwards the increase expected to 1989Q1.

5. Table Bl shows the derived house price series actually used in the
RPI (but not normally published) and the month-on-month percentage
change 1is in Table B2. I'm afraid that Table B2 shows a quite
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‘unbelievable picture, but this is on the basis of unrevised figures. In
fact changes to the house price series to both present and past figures
are incorporated in the calculation of the outstanding debt on
mortgages. This seems to be the appropriate procedure, but it enhances
the 'step-change' problem we met with this month.

6. As I said in my note to you on the January RPI (16 February), the
latest house price revision caused around a 0.25 point increase in the
RPI which we were not expecting. Of this, approximately 0.15 points
came through in mortgage interest payments. But getting on for another
0.1 point came from the combination of a large increase in the dwelling
insurance premium index and estate agents' fees within household

services.

7. Of course predicting house prices is a difficult exercise, and
particularly so in the housing market of last year. Part of the problem
lies in the timeliness of the DoE's data, which is quarterly for this
index and appears with a lag of 2-3 months. I believe that other
Divisions are liaising with the DoE in this area, and will be pressing
them to consider producing a monthly mix-adjusted house price index on a

more timely basis.

8. Part of the problem also lies in the DoE forecasting approach,
since it appears on the face of it that through the second half of last
year they did not use all available information. In particular the
Halifax Building Society produce a mix-adjusted house price index on a
monthly basis with a short publication lag. This 1is conceptually
similar to the DoE index, and appears to move closely in line with it.
If the DoE had used the Halifax index as the basis of their projections
over the past few months, then the errors and subsequent corrections
would almost certainly have been smaller. The Dept of Employment inform
me that the DoE are trying to improve their forecasting approach.

’/B@ég;k\

T S O'BRIEN



HOUSE PRICE DATA & THE RPI

Dept. of Environment

A1 | mix-adjusted House Price House Price Series % Increase on Previous Quarter
Date Supplied (for RPI Index in previous month) Date of Estimate
88 89 88 89
Sept Oct Nov Dec Jan Feb Sept Oct Nov Dec Jan Feb
Period
1988 Q2 53,300F 53,300 53,300 53,300 53,300 53,300
Q3 45 3.6 3.6 13.1 13.1 13.1
Q3 55,700 55,200 55,200 60,300F 60,300 60,300
Q4 3.2 2.4 24 0.2 02 6.6
Q4 57,500 56,500 56,500 60,400 60,400 64,300E
1989 Q1 61,000 61,000 65500 | 89 17 1.7 1.9
Dept. of Employment
B1 | House Price Series Price Series - as used in RPI
& Date Tisad . % Change on Previous Month
. Sept Oct Nov Dec Jan Feb - P e
For RPI in
1988 Aug | 55,700 Oct 0.78
Sept 55,63
ep 3 Nov 7.73
Oct 56,067
Nov 60,400 Dec 0.33
D 60,600
- 89 Jan 7.43
1989 Jan 65,100
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FROM: A C S ALLAN
DATE: 13 February 1989

MR O'BRIAN /// cc Sir P Middleton
Sir T Burns
Mr Scholar
Mr Sedgwick
Mr Hibberd

JANUARY RPI

The Chancellor was grateful for your minute of 9 February. He
would be grateful for more information about the "significant
revisions" by the Department of the Environment to their forecast

of house prices.
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<l Sir bh i
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Mr Scholar

Mr H P Evans

Mr Sedgwick

Mr Gieve 7
Mr Hibberd

RPI AND HOUSING COSTS: BACKGROUND TO THE 1975 RPIAC REPORT

The Chancellor was grateful for your minute of 16 February. He
thought it was interesting that MIPs were, in effect, included in
order to reduce recorded inflation, by reducing the weight of
rents (and thus the importance of rent increases).
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HOUSE PRICES AND THE JANUARY RPI
The Chancellor was grateful for your minute of 17 February. He

feels he should write to Mr Ridley to press DOE to improve their

methods, and would be grateful for a draft.

(S”’?

AC S ALLAN



shortages will fuel inflat

GOVERNMENT concern : over
yesterday’s vote for industrial ac-
tion by Jaguar workers is dwarfed
by fears of a much more damag-
ing long-term wage inflation.

So far the Cabinet’s plea to em-
ployers to moderate pay offers
has been interpreted as a reaction
to the present attempts by more
than two million workers in the
motor manufacturing and engi-
neering industries to win rises

sible, exceed price increases.
In fact, Government advisers
are becoming incréasingly con-

term difficulty into a major eco-
nomic problem. :
Government worries centre on
the fashionable topics of the mo-
ment in ministers’ speeches, that
of demography and skill short-
ages. Norman Fowler, Secretary
“of State for Employment, is con-
- stantly.exhorting employers to in-
crease child care provision for
working mothers to ease labour
shortages and to take a more seri-
ous attitude to training.

k)
k2

which keep pace with, and if pos-

cerned about an insidious and po- . |
tentially ‘more influential factor’
which could turn an acute short-

- Tuesday, February 21,1989 ... mei . .o o

THE INDEPENDENT l

@ linisters fear labour and

By Barrie Clement
Labour Editor

A vital sub-text of that exhorta-
tion — but something Mr Fowler
dare not say for fear it may be-
come a self-fulfilling prophesy —
is if they do not do either they will
have to pay big increases to retain
and recruit workers. For “demog-
raphy” and “the need for train-
ing” read inflation. S

- The shortage of school-leavers
is having its effect. The stores

+school-leavers by awarding- rises
‘of up to-22 per cent to younger
employees.” The Government’s
.ideology may make the problem
mare diffienlt to cope with,
“Three years :ago, - Kenneth
Clarke, then Minister of State at
thé Department of Employment,
gave the Government's seal of ap-
proval to decentralised wage bar-
. gaining. The idea was to erode the
power of trade unions to keep
wages down and to allow employ-
ers a flexible response to local la-
* bour markets. The potential prob-

grbuP Tesco recently had to make
up for a growing shortage of-

=
-.A-;.'f:i TR e

i

lem of this philosophy is that the
“70s disease” of leap-frogging in
national agreements may be re-
placed by a similar but far less
controllable competition at local
and regional level with unforesee-
able results.

Some employers believe nat-
jonal pay bargaining has an im-
portant function in gaining union
help in policing agreements. The
argument goes that union leaders
loathe having their nationally-ne-
gotiated pay deals undermined by’

workers in'the same industry se- |

curing bigger rises. .
pay “spine” similar to that agreed
between the ‘:Government and
civil service unions contains in-
herent problems.;Whitehall man-
_agement might firid that the no-
%, tional upper limit of about 18 per
".cent becomes the rule not the ex-
ception because of difficulties in
recruiting clerical workers. )
If the Government decides to’
become more . “hands-on”, - it
could still affect the provision of
training and child care, but there
is little it can do about the short-
age of young people.

F

Even a nanonally-‘;h“egotiat'e‘d‘

e S

-\
_Eﬁa‘ﬂg_ Telegraph
Surveyors say
{ house prices

re-awaken'cg

'By Ian Cowie
City Staff

Chartered Surveyors.

.Mr Peter Miller, the institu-
glon's spokesman, said: ‘‘There
is clear evidence that the mar-
ket is re-awakening. Activity in
recent times has defied many of
the pundits and the residential
property market is poised to
move _fprward with renewed
vigour.

during the quarter ending last
month. Four per cent of agents

eight per cent—twice as many
as reported this rise last
quarter.

But more than half those sui-
veyed reported
unchanged over the last three
months.

The institution claims the

encourage first-time home-

stamp duty.

Mr Miller said: “‘Eves are on
the Chancellor to provide extra
confidence, particularly tor
those entering the market ™

B TP

RENEWED optimism and
reports of rising house prices
mark the latest property sur-
vey by the Royal Institution of -

More than 170 estate agents |
reported on house price changes

registered price increases of |

prices |

Budget should be used to !

buyers by increasing mortgage
tax relief and cutting the cost of |
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HOUSE PRICES: RICS SURVEY 7\{{
<

I attach a chart which includes the latest results from the
monthly questionnaire of the housing market undertaken by the
Raoyal Institution of Chartered Surveyors.

- B The results for the 3 months to January 1989 show virtually
no change from the figures for the quarter ending December 1988.
A total of 177 agents contributed to the latest survey, and the
breakdown below shows the percentage of agents reporting in each
of the categories:-

2
: P very much higher (approx 8% or more) 4.0
ii. much higher (approx 5%) 8.0
iii. slightly higher (approx 2%) 1550
iv. the same 55«2
V. lower 17.9

Redky Wosaii,
RUTH KOSMIN
FIM2
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FROM: A A DIGHT
DATE: 22 February 1989

Pl

DR R KOSMIN

HOUSE PRICES: RICS SURVEY

The Chancellor has seen and was grateful for your minute of

DIGHT

21 February.
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SUPPLY OF DEVELOPMENT LAND

The Secretary of State for the Environment wrote to you on
27 January following your conversation with him on 18 January.

pr 2 Mr Ridley's letter explains his policy towards the supply of
land for housing and for getting developers to pay for
infrastructure costs associated with new development. He enclosed
a copy of his Department's latest report on the provision of
housing 1land. The main points in his letter, which is generally

helpful, are as follows:-

(i) There is no physical shortage of land for housing
in the South East, but there is strong local opposition
to new development. Mr Ridley has done all he can to
put across the message that more housing is needed to
meet the needs of local people who for various reasons
are forming more households.

(ii) The South East has maintained its share of rising
national housing output. However he admits the supply
of sites has still fallen short of demand.



CONFIDENTIAL

(iii) He has persuaded SERPLAN, the voluntary
association of South Eastern county planning bodies, to
raise the overall total new provision for 1991-2001 from
460,000 to 560-580,000, and has approved a distribution
of this between the counties.

(iv) The proposed reforms of the planning system,
introducing regional guidance and abolishing structure
plans in favour of statements of county planning
policies and single-tier district development plans
would strengthen the ability of the planning process to
deliver the desired results.

(v) The report he attached showed that too many
counties outside SERPLAN were pitching Ilonger term
provision too low, but since the cut-off date for the
information on which the report was based, SERPLAN had
corrected this so far as the South East was concerned.

(vi) He has encouraged "new villages", several schemes
for which are in the pipeline, and is preparing a
consultation paper on Section 52 agreements which
capture part of planning gain for the community. He
will show you that document when it is ready.

(vii) He is giving further thought to the question of
surplus publicly-owned land and what more can be done to
ensure its release for development. He will write again
about this.

3. Mr Ridley's letter shows this exchange has been worthwhile in
getting DOE to defend their policies for planning, for the
provision of development land and for encouraging local
authorities to get developers to provide infrastructure and other
environmental or community benefits in their projects, where this
tips the balance between allowing a project to proceed or not. In
your reply you can welcome most of what he has to say.

2
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4. So far as surplus land 1is concerned, we understand from
Mr Ridley's officials that he is planning to issue a voluntary
code of practice for all public bodies (Departments, NDPBs, local
authorities and nationalised industries) covering publication of
details of their holdings of surplus land and buildings.
Separately, his officials have been looking into the possibility
of making it easier for 1local authorities to lease vacant
Government-owned houses and flats for the homeless. We are not
yet completely convinced that his proposals are on the right
lines. For example, the carrot he is offering 1local authorities
to join in the code of practice is to cease keeping up-to-date the
register of surplus property DOE currently maintain. Mr Ridley's
power to direct disposal in response to a request by a would-be
buyer is valid only for registered property. He may argue that
this adversarial approach makes authorities reluctant to register
their surplus land - it is relatively easy for them to avoid doing
so by keeping it in sub-optimal use. The Audit Commission's
report of last year on local authority property management would
give him some support. For the moment it is sufficient to note
that he is planning to write to you again about this.

5 I attach a draft letter.

S

S N WOOD
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DRAFT LETTER FROM THE CHANCELLOR TO:
The Rt Hon Nicholas Ridley AMICE, MP 1
Secretary of State for the Environment \

2 Marsham Street
LONDON SW1P 3EB

SUPPLY OF DEVELOPMENT LAND

Thank you for your letter of 27 January, following up our

discussion on 18 January which I found helpful.

I agree with you that there should be no shortage of land for
development in the South East, and that it is the function of
the planning system to translate this into reality, in order
to meet the unsatisfied need for new housing there (and
indeed in gsgg;eniiééowth areas). So far as London and the
South East are concerned, I welcome the steps you have taken
to persuade SERPLAN to raise their sights. It will be
important to ensure that their new higher objective for
housing provision is matched by the plans of the county and
district authorities, and I note good progress has been made
with the counties at least. I have no doubt you will keep

this under close review.

I read with interest the report on the provision of housing

land throughout England Wthh you enclosed with your letter.

;HmybdthrEE”yearg"whTchmtenésntg—eenftrm~yeurﬂvré§§that there

has been a shortfall of supply compared with demand. I was

p |
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surprised to see that less than half of English counties have
current joint land availability studies. This appears to
indicate a failure of liaison between those counties and the
housebuilding industry. I was pleased to see from your
letter that, where the report showed for certain South
Eastern counties a shortfall of available 1land to meet
expected demand over the next five vyears, this is being
rectified in the distribution of SERPLAN's increased
provision among the counties. Yet there are indications that
the county plans are not always delivered at district level,
at least in the sense that the distribution of available land
between districts does not match customer preferences. I
hope that your proposed reforms of the planning system will,

when implemented, help redress the balance.

I was pleased to see that we are at one over the use of
Section 52 agreements for planning gain. This seems to me a
promising way to win over local opinion to development
proposals, perhaps by encouraging environmental improvements
paid for by the developer. I agree too that "new wvillages",
where the developer funds infrastructure and community
services, are a valuable concept, and welcome your

encouragement of them.

Lastly, I note that you plan to write to me about means of
ensuring the release of surplus publicly-owned 1land for
development. So far as Government Departments are concerned,
you will have seen the Prime Minister's response of
10 February to John Major's minute of 6 February, endorsing

2
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the need to keep up the pressure for disposals. We—-should
welcome any help you can offer on this, and on ways of
speeding up the disposal of 1local authority and other
publicl -owyed surplus land, particularly in inner city

areas, q;;{ook forward to receiving your thoughts on this.
i

NIGEL LAWSON
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FROM: J HIBBERD

. DATE: 27 FEBRUARY 1989

Sir Peter Middleton
Sir Terence Burns
Mr Scholar

Mr Odling-Smee

Mr Peretz

Mr Sedgwick

Mr Grice

Mr Ritchie

Mr O'Brien

CHANCELLOR OF THE EXCHEQUER ece

DEPARTMENT OF EMPLOYMENT'S PRICE ESTIMATES AND THE RPI

You asked (Alex Allan's minute to Tom O'Brien of 20 February, copy
attached) for a draft letter for you to send to Mr Ridley pressing him
to ensure his Department improved their method of estimating house
prices. This was in the context of the unexpected increase in RPI
inflation in January (and last November) due to Department of

Environment revisions to house prices.

2% Treasury officials have recently written to Department of
Environment officials on house price data. This was not specifically
in an RPI context; it was seeking a more timely indicator of mix-
adjusted house prices for general monitoring purposes. (At the moment
we use a similar series produced by the Halifax Building Society which
is useful, but limited by being Halifax specific.) But - ‘the RPI
implications were addressed.

£ Since the Treasury is not directly responsible for the RPI, it
may, therefore, be advisable to write to Mr Ridley stressing our own
monitoring requirements. We could then point to the additional and

considerable advantage of improving DoE's input to the RPI.

4. A draft is attached along these lines.

J S HIBBERD
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DRAFT LETTER:

FROM: CHANCELLOR OF THE EXCHEQUER

TO MR RIDLEY, SECRETARY OF STATE FOR THE ENVIRONMENT

HOUSE PRICE ESTIMATES

The Treasury regularly monitors a number of
indicators for more timely indications of recent
developments in domestic demand than allowed by official
statistics, which are usually available only with a
considerable lag. One of the more important indicators is
Lhe monthly mix-adjusted house price series which is
produced by the Halifax Building Society. This 1is wuseful,
but limited by being restricted to one building society. We
would find it a great help if the much more comprehensive
mix-adjusted house price series produced by your Department

on a quarterly basis was itself available monthly.

My officials have recently written to yours
requesting such a series (copy attached). ‘I would be
grateful if you could ensure that this is given some
priority. Among other things it would also improve your
Department's input into the RPI. At present the RPI wuses
the quarterly DoE mix-adjusted house price series. The
Department of Employment then interpolate between quarterly
figures to get monthly figures. But genuine monthly data

would be preferable.

Furthermore, the quarterly series supplied by the DoE

to the DE for RPI calculation is available only two months
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after the end of the quarter. In between times the DoE has
to provide their best forecast of house prices for the RPI.
On two recent occasions, November of last year and January
of this year, revisions to these forecasts in the light of
subsequent actual data gave an unexpected and sharp increase
to the RPI. I would welcome any steps your officials can
take to improve the basis of their forecasts. The provision
of a much more timely monthly series would be a significant

input to this.

I am copying this to Norman Fowler.
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Telex 8413704 Telephone Direct Line 01-270
Switchboard 01-270 3000

Mr S Nandy Your reference

Department of the Environment

Housing Data and Statistics Division Our reference

2 Marsham Street

LONDON - P

SW1P 3EB 21 February 1989

Dear Mr Nandy
HOUSE PRICE INDICES

We spoke on the telephone last week about the quarterly house price
index, which is published in Housing and Construction Statistics. I
have since spoken to séme of my colleagues here, and can confirm
that the Treasury view is that publication of a similar mix-adjusted
house price index on a monthly basis would be highly desirable.

The present quarterly index is not actually available until a couple
of months after the end of the quarter. Until this time, all we
have in the way of official statistics on house prices are monthly
figures for crude, unadjusted average house prices from the BS4
returns. When there are significant shifts in the mix of houses
traded, 1looking at unadjusted average have prices can give a very
misleading indication of what is happening to house price inflation.
The last two quarters of 1988 have provided a good example of this.

For an up-to-date indicator of house price inflation, we in the
Treasury are at present reliant on the Halifax Building Society,
whose monthly house price index is both mix-adjusted and timely.
But it is based on returns from the business done by one particular
building society - albeit the largest - and it is a somewhat
unsatisfactory situation to be entirely reliant on this one source,
particularly if the government is already collecting the data to
produce its own equivalent indicator.

The ideal solution would be for you to produce a monthly mix-
adjusted house,price index (or indices) from the BS4 returns. This
information is reasonably comprehensive in coverage and has the
added advantage of covering both prices at approval stage and prices
of completion stage. You explained to me, however, that this would
not be possible, because the limited range of information collected
on the BS4 returns would not provide sufficient data for a
satisfactory mix adjustment procedure. But, as I understand i, At



‘ would be possible to produce a monthly mix-adjusted index from the 5
per cent sample survey, which is the data source for the present
quarterly index. Although the results from this survey are at
present only compiled and published quarterly, the survey results
arrive continuously over the course of the quarter, and the analysis
could quite easily be done on a monthly basis as well.

A monthly mix-adjusted house price index compiled from the 5 per
cent sample survey returns would be a very useful addition to the
available range of housing market indicators. You said that you did
not see any major statistical problems in producing such an index,
and I hope that you will be able to go ahead and produce it. The
Treasury would welcome such a move.

My own interest in this is in monitoring current developments in the
housing and mortgage markets. But there is also some concern among
those in the Treasury responsible for monitoring - and forecasting
general inflation about the problems which the absence of an
official monthly mix-adjusted house price index has been causing in
compilation of the RPI. As I understand it, you supply quarterly
house price data to DE which is used in their calculation of the
RPI. This data is based on the quarterly mix-adjusted house price
index, but because this is only available around two months after
the end of the quarter, the figures actually used in the RPI each
month are typically based on forecasts. I Dbelieve that these
forecasts have been quite seriously wrong on a couple of occasions
in the last few months, and that this has led to some understatement
in the published monthly RPI, followed by a step jump in the
following month when the previous understatement is corrected.

I would guess that the errors in the forecasts came about though
your not realising at first the extent of the divergence between
mix-adjusted house price inflation and the rate of change in
unadjusted average house prices which opened up in the second half
of 1988. In these circumstances, the availability of a monthly mix-
adjusted index compiled from the 5 per cent sample survey might have
proved valuable in spotting this divergence earlier and adjusting
your forecasts accordingly. It may also be worth in this context
looking at the Halifax Building Society's latest house price index
numbers, which are available very promptly, and which would have
indicated a rather higher (mix-adjusted) house price inflation rate
over the second half of 1988 than did the BS4-based figures for
unadjusted average house prices

Yours sincerely

Y

: ALLEN TCHIE
FIM2 Division
cc Sir T Burns
Scholar
Odling-Smee
Peretz
Sedgwick
Grice
Hibberd
ss O'Mara

SRR

I
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Thank you for your letter of 21st Februeary.

As I explained to you on the telephone, the need for a monthly
mix-adjusted house price index has been apparent to us for some time.
Recently, we have been having some discussions with the Department of
Employment on the need for such an index. Early in March we shall be
convening a meeting to discuss proposals on what can be done towards
the production of a monthly indicator for the movement in house
>< prices. The métter of ;hort term projection of this indicator will

also be raised. Please let me know if you would like to join this

discussion group.

I look forward to hearing from you.

Y i 1 MW y
ours sincere Yy |
SOy e e
Shekhar Nandy Lb | N o e
HDS2 u}(e/feﬂ'w <va lpr ool lrv

DOE

27th February 1989 cday wveloded

d‘””‘“’/@

JW Mol
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SIR T BURNS ; Chancellor —
. ? Sir P :.iddleton

| /5 (rnaefpt : Mr Scholar

e ’ Mr Odling-Smee
Mr Peretz
Mr Hibberd
Mr O'Donnell
Mr Grice

R.I.C.S MONTHLY SURVEY OF THE HOUSING MARKET - SOME FURTHER WORK

Considerable interest has been shown over the last few months in
the monthly survey of the housing market produced by the Royal
Institution of Chartered Surveyors. My minute of 1 December 1988
to the Chancellor explains the background to the survey, and the
form of results that emanate from the work. It has to be
emphasised that the survey produces mainly anecdotal evidence, and
the questionnaire results are not statistically rigorous. They are
based on the very variable monthly response rates from the 430
potential respondenté in England and Wales. Interviewees are
asked to consider the movement of house prices in their area over
the previous 3 months, but no corrections are made for the number
or types of properties sold, for turnover, or for the regional
response rates.

2. The survey results have the benefit, nevertheless, of being
very timely since they are available within a couple of weeks or
so of the end of the three month period to which the data refers.
In addition, the results of m y own work described below indicate
that notwithstanding the lack of sophistication in the
questionnaire methods and results, we can generate an index based
on the RICS questionnaire which looks reasonably similar to the
house price indices from the Halifax Building Society or the
Department of the Environment. This encouraging result means that
we can use the RICS survey with more confidence than we had
thought earlier.



3 It is worthwhile outlining the computations involved in
generating the RICS house price index from the questionnaire
results. The survey asks agents whether over the previous 3 months
house prices in their area have:-

(1) risen by approx. 8% or more
(ii) risen by approx. 5%

(1di) risen by approx. 2%

(iv) stayed the same

(v) fallen

We then get percentages of respondents for each of the categories
(1) to (v) totalling 100 per cent. The index is then based on
weighting these responses. Alternative weights were considered
and analysed, but the chosen weights are as follows:-

£

8 (i) ++ BU(Ldy % 2 Eiii) =2V (v)

where (i), (ii), (iii) and (v) are the percentages of respondents
in each category above. Since these proportions relate to changes
over the previous 3 months, to approximate one month changes the
weighted sum above is divided by 300.

4. The RICS survey was first carried out in December 1978, so
November 1978 is taken as the starting point of 100. For each
month henceforth the figures from that month based on the
calculations above are cumulated to provide an index. Thus,
November 1978 = 100 and January 1989 = 164.23, the latest

available figure. All the data is shown in Table 1 at the end of
this note.

B It should be noted that in creating this index the scale is
not quite right for comparison with other house price indices.
However, all the figures are considered in twelve month percentage
changes, and it is the movements that matter, not the scale.



Thus, the 3 charts below use two separate scales, but the relative
movements of the RICS index with the alternative house price
indices can be easily seen.

6. The following charts comnare the annual percentage changes of
the newly computed RICS index with:-

Chart A - the Halifax mix-adjusted house price index over
the period January 1984 to January 1989.

Chart B - the DoE all house price series, not mix-adjusted,
at mortgage approval stage from January 1980 to
January 1989.
Chart C - the DoE all house price series, not mix-adjusted,
at mortgage completion stage, from January 1980 to
January 1989.
7 It 1is clear from the charts that the computed index and the

other house price series move together fairly well. The RICS index
seems to lack consistency, being behind the DoE unadjusted series
but ahead of the Halifax series. There is obviously good reason
to update regularly and to keep tracking the series.

Eocth K osmiins

RUTH KOSMIN
FIM2



CHART A
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CHART B

RICS INDEX

(12 MONTH PERCENTAGE CHANGES)
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RICS SERIES
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CHART C
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(12 MONTH PERCENTAGE CHANGES)
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(November 1978 = 100)



DATE
(3 months ending)
1978 Nov
Dec
1979 Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
1980 Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
1981 Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
1982 Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
1983 Jan
Feb

GENERATION OF R.I.C.S INDEX

WEIGHTED RESPONSES
TO RICS SURVEY (a)

281.
294.
361.
.49
442.
475.
.48
358.
266.
.87

434

448

227

1955
.90
aley/
.05
i
.40
3.79
.40
.74
.76
.20
.45
.87
.25
.29
.68
A
a8
A9
.09
.47
283
.86
.14
.66
.00
.20
.22
17
.27
.46
.26
+ 21
.82
.18
=59
1
.82
.62
1135
150

98
90
92

41
98

83
90

1.9

04
34

(a)/300

0z
0.
L
13
bl
a b
1.
1.
0.
0.
(9 )05
0.
0.
0.
0.
0.
0.
0.
.05
.00
.01
-0.
-0.
-0.
=0.
.05
.14
225
.28
.20
-13
209
.06
-0.
-0.

-0

94
98
21
45
47
59
49
20
89
76
65
23
08
13
23
22
23
03

03
08
03
01

05
21

.24
AP
.07
0.
0.
0.
0.
o J%
0.
0.
0.
0.
0.
0.
0.
0.

04
I
21
23
18
15
18
18
19
22
21
38
50

INDEX

100
100
101

109

114

114.
.48
.62
114.
114.
114.
114.
.28
.06

114
114

114
114

3135
114.
114.
114.
114.
.81
114.
115,
115.
115,
11:5%
1155
116.
1365

114

.00
.94
292
103.
104.
106.
107.
.13
110.
o B by
11,
322,
112
112.
13
I3
113.
113
313,
132
A3
1133
il
113,
313
LR
1132
B35
.01

13
58
05
64

33
22
98
63
86
94
05
28
51
72
75
70
70
71
68
60
57
56
61

29

71
77
72
52

99
03
18
39
62

96
14
32
50
72
93
31
81

12 MTH %

CHANGE

OF INDEX

BoR R
oK N

NNl—'b—-‘OOOOOOOOOOOOOOOOOOOOOOOOOHNNQM\IOD\D

.86
.89
~92
.85
.54
23
.68
<9
.06
.24
+52
.87
.63
55
.50
.42
.44
350
.64
.81
.88
«93
<92
.80
.62
.44
<33
.24
515
109
=12
.16
<22
32
D2
.86
.26
.64
.04
.44



DATE

(3 months ending)

1984

1985

1986

1987

Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct

WEIGHTED RESPONSES
TO RICS SURVEY (a)

186.
208.
182.
133.
59
89.
70.
593
31
74.
3300
186.
223,
225.
189.
163 .
121.
112.
90.

57.

77
110.
139,
169.
186.
166.
120.

91.

95.
109.

797

952
146.
161
201.
268.
2913
267.
219.
184.
144.

108.
109.
141.
181.
275
306.
93
302.
296.
.27
301.
247.

286

286

19
48
76
19
85
157
90
85
50
50
30
33
47
85
85
91
26
28
30

28
99
04
13
41
86
63
25
82
74
51

80
67
77
76
97
61
01
13
89
34
57

03
21
93
03
06
88

87
68

70
07

(a) /300

0.62
0.69
0.61
0.44
0.20
0.30
0.24
0.20
0.11
0.25
0.46
0.62
0.74
0,75
0.63
01255
0.40
0.37
0.30
0.25
0529
0.26
0.37
0.46
0.56
0.62
0.56
0.40
031
032
037
0.32
0.27
0.32
0.49
0.54
0.67
0.90
0.84
0.89
0.73
0.61
0.48
0.42
0.36
0.36
0.47
0.60
0.92
1.02
0.96
1.01
0.99
0.:95
1401:
0.82

INDEX

1 1)7:3
118,
118.
1192

119

125

126
126

129

130
131
131

137

43
13
74
18

.38
119/,
119
120.
120.
120.
120'
121,
122.
123.
123
124.
124.
.01
1257
125,
125.
126.
- 37
.84
127%
128.
128.
128.
129.
.60
1297
130.
130.
.87
.36
.90
1322
1.33%
134.
135,
1357
136.
137
137.
281
138.
138
139:
140.
141.
142.
143.
144.
145.
146.
146.

68
91
11
22
47
93
55
30
05
68
23
63

31
b5
75
01

40
02
58
98
29

97
29
56

58
47
31
20
93
55
03
45

17
65
25
17
9
15
15
14
10
10
93

12 MTH % CHANGE
OF INDEX

2.85
3.26
3.569
3.81
3.85
3.94
3.99
399
3.89
3.92
3.97
4.06
4.14
4.17
4.17
4.24
4.40
4.45
4.50
4.53
4.60
4.60
4.50
4.35
4.17
4.04
3:96
3.82
3013
3.68
3.72
377
3.83
3.86
3:95
4.00
4.06
4.26
4.46
4.82
5.14
5.36
5.43
5.49
5556
5.58
5.54
5557
5.72
578
583
5.88
6.04
6.26
6.62
6.90



DATE

(3 months ending)

1988

1909

Nov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
Jan

WEIGHTED RESPONSES
TO RICS SURVEY (a)

248.
215.
=37
392.
473.
518.
617.
621.
587.
456.
321
199..

96.
.24
657

314

59

45
79

64
74
a3
94
21
94
32
70
84
38

88

(a)/300

0.83
L 72
1.05
1231
1558
.73
2.06
2.07
1.96
1..52
1.07
0.67
0:32
0.20
022

INDEX

147.
148.
149.
150.
152
154.
.20
158.
160.
161.
162.
163.
163.
.01
23

156

164
164

76
47
52
83
41
14

27
23
75
82
49
81

12 MTH %

CHANGE

OF INDEX

"o 0" < 00 e -1 - - E S [ & B )

22
.46
.85
.32
.74
A7
.89
10.
13,
11.
i s U
i 1 [
107~
10.
.83

56
16
48
44
27
87
16
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28 February 1989

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
2 Marsham Street

LONDON

SW1P 3EB

SUPPLY OF DEVELOPMENT LAND

Thank.- you for “your - letter of 27 January, following up our
discussion on 18 January which I found helpful.

I agree with you that there should be no shortage of land for
development in the South East, and that it is the function of the
planning system to translate this into reality, in order to meet
the unsatisfied need for new housing there (and indeed in
neighbouring growth areas). So far as London and the South East
are concerned, I welcome the steps you have taken to persuade
SERPLAN to raise their sights. It will be important to ensure
that their new higher objective for housing provision 1is matched
by the plans of the county and district authorities, and I note
good progress has been made with the counties at least. I have no
doubt you will keep this under close review.

I read with interest the report on the provision of housing land
throughout England which you enclosed with your letter. You are
clearly right that there has been a shortfall of supply compared
with demand. I was surprised to see that 1less than half of
English counties have current joint land availability studies.
This appears to indicate a failure of 1liaison between those
counties and the housebuilding industry. I was pleased to see
from your letter that, where the report showed for certain South
Eastern counties a shortfall of available land to meet expected
demand over the next five years, this is being rectified in the
distribution of SERPLAN's increased provision among the counties.



CONFIDENTIAL

Yet there are indications that the county plans are not always
delivered at district 1level, at 1least 1in the sense that the
distribution of available land between districts does not match
customer preferences. I hope that your proposed reforms of the
planning system will, when implemented, help redress the balance.

I was pleased to see that we are at one over the use of Section 52
agreements for planning gain. This seems to me a promising way to
win over 1local opinion to development proposals, perhaps by
encouraging environmental improvements paid for by the developer.
I agree too that "new villages", where the developer funds
infrastructure and community services, are a valuable concept, and
welcome your encouragement of them.

Lastly, I note that you plan to write to me about means of
ensuring the release of surplus publicly-owned land for
development. So far as Government Departments are concerned, you
will have seen the Prime Minister's response of 10 February to
John Major's minute of 6 February, endorsing the need to keep up
the pressure for disposals. I would welcome any help you can
offer on this, and on ways of speeding up the disposal of 1local
authority and other publicly-owned surplus land, particularly in
inner city areas, and look forward to receiving your thoughts on

NeZ-

NIGEL LAWSON
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SIR T BURNS cc Sir P Middleton
Mr Scholar
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Mr Peretz
Hibberd
O'Donnell
Grice

Mr
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Mr
Mrs Kosmin

R.I.C.S. MONTHLY SURVEY OF THE HOUSING MARKET - SOME FURTHER WORK

The Chancellor has seen Mrs Kosmin's minute to you of 28 February
reporting on her work on generating an index based or the R.I.C.S.
questionnaire. He thinks this looks very promising, and would be

grateful if he could see this new index on a regular basis.
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Rt Hon Nicholas Ridley MP
Secretary of State for the
Environment
Department of the Environment .
2 Marsham Street 1
LONDON
SW1P 3EB

B Wik

HOUSE PRICE ESTIMATES

—

We had a word this morning about DoE estimates and forecasts of
house prices.

As I explained, some of our recent problems over unexpected
increases in the RPI have stemmed from revisions to the house
price data supplied by DoE to the Department of Enployment. At
present, the Department of Employment uses what is termed the
"quarterly DoE mix-adjusted house price series" in calculating
three components of the RPI: mortgage interest paqgyments; house
insurance; and estate agents' fees. The Department of Employment
interpolate between the quarterly figures to get monthly figures.
The quarterly series is available only two months after the end of
the quarter. 1In between times the DoE has to provide their best
forecast of house prices for the RPI. On two recent occasions, in
November last year and January this year, revisicns to these
forecasts in the light of subsequent actual data produced an un-
expected and sharp increase in the RPI.

It would be a great help if your Department could prcduce a more
timely monthly series of house prices which Department of Employ-
ment could use in constructing the RPI, and which would help your
officials improve their forecasts. I understand that our officials
are in touch on this, and I would be grateful if you could ensure
this work is given a high priority.

I am copying this letter to Norman Fowler.

2 A y

NIGEL LAWSON
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RIGHT TO BUY: MAXIMUM DISCOUNT

You will be aware that there is a limit, currently £35,000, to the
cash value of the discount enjoyed by a tenant exercising the right
to buy. I am writing to seek your agreement to increasing it to
£50,000.

The purpose of the limit is to keep the cash value of discounts
within reasonable bounds, and to ensure that tenants of valuable
houses do not receive discount out of all proportion to that on a
cheaper property. The limit was set at £25,000 in 1980, and
increased to £35,000 in January 1987. For the last year I have been
under strong pressure from MPs representing constituencies in London
and the south east, led by John Wheeler, for a further increase to
keep pace with house prices. The limit can be increased by negative
order.

I think it is right to be cautious about increasing a limit of this
kind, which is an important safeguard. That is why I have not come
to you earlier. I am now persuaded, however, that there is a good
case for an increase on grounds of equity. The complaint repeatedly
made is that tenants in places like central London are effectively
losing their right to buy, because prices have run so far ahead of
discount. The cases we see are typically tenants on maximum discount
in houses and flats worth £60,000 - £80,000, by no means unusual
prices these days: it is not a question of tenants complaining
because they cannot get full discount on a luxury house.

There is no very scientific way of determining what a revised limit
should be. If we uprated the original £25,000 by the index of UK
house prices the new limit would be £51,000 - £56,000. Uprating the
original £25,000 in line with London house prices would give a
figure of £63,000. I think £50,000 would be about right.
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Increasing discount would incur a deadweight cost, because some
tenants who would have bought at the present discounts would pay
less. An analysis which has been agreed between our officials shows,
however, that capital receipts would be unaffected if there were
some 400 to 500 extra sales each year. There is no way of knowing
how many extra sales would in fact take place, so a conventional
appraisal of the effects on Government expenditure would be a
hypothetical exercise. It is clear, however, that the chances of
losing receipts are slight, given that there are thought to be
between 80,000 and 100,000 tenants in London whose homes would go
down in price by about £5,000 if the limit were raised to £50,000.
It is difficult to believe that the 400~500 extra sales needed to
avoid a loss in capital receipts cannot be achieved.

Given its special interest for tenants in London, I should like to
be able to announce this increase as part of the concerted campaign
on the anniversary of Action for Cities on 9 March. This move will
be specially helpful to London council tenants and fits particularly
well with our other urban policy objectives. I am sorry to ask you
for an urgent response, but the figures at least are agreed between
officials. 1t would be very helpful to have a response by Tuesday
evening.

Copies of this go to the Prime Minister, Malcolm Rifkind,
Peter Walker, Tony Newton and Sir Robin Butler.

Vi sincerehy
Dolooved~ Lambo

NICHOLAS RIDLEY

GKF%DWT\LLC( kotﬁ ¥L\£, EiQCJkaUJTS C%—ghth,\\
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Mr Ridley's letter of 3 March seeks your agreement to increasing

the 1limit on the cash value of the percentage RTB discount to

which a tenant is entitled in virtue of the length of his tenure
from £35,000 to £50,000. Mr Ridley would like to announce this on
9 March on the anniversary of the launch of Action for Cities.

Recommendation

2, I recommend that you agree to Mr Ridley's request. The
increase in house prices in the South East over the past two years
means that the 1limit bites disproportionately in the area.
Although it 1is difficult to predict the effect of an increase on
RTB sales, it seems likely that increased volume will offset the
effect on total receipts of an increased maximum discount.

Background

3¢ The cash maximum discount was originally set at £25,000 in
1980, and increased to £35,000 in January 1987. DOE have let us
have the following tabulation illustrating the effect of
increasing the maximum discounts in line with rises in particular
indicators since 1980 and 1987:-



Inflation Measure Maximum Discount Rate

August 1980 January 1987

£25,000 £35,000
(1) GDP deflator £37,600 £38,400
(ii) UK house prices £55,700 £51,000
(iii) London house prices £63,100 £47,400
(iv) Pre-discount price of
council house sales £46,400 £42,800
4. The table shows that Mr Ridley's proposal amounts to a

substantial real increase in the value of the maximum discount.
The increase he proposes 1is also ahead of the rise in the
pre-discount price of council house sales, although this indicator
might itself be depressed by the effect of the maximum fixed in
cash terms. The increase he proposes is however well below the
increase in house prices more generally.

Dia There are arguments against the proposed increase:-

(1) it wastes a card that might still be useful to
play in the debate over Mr Walker's flexi-ownership
proposals. It might also appear as a regional
concession in favour of the south-east, lending weight
to the arguments from Wales and Scotland for an
experiment with flexi-ownership;

(ii) there would be a deadweight cost as tenants who
would have bought anyway can do so more cheaply; and

(iii) to the extent more tenants buy as a result of the
concessions, receipts would be increased, but the
reduction of the social-rented housing stock eventually
available for relets would increase pressure for
spending on replacement housing.



b However, these arguments are not necessarily decisive. As to
the first, the maximum discount is mainly relevant to the South
East: in other parts of the country, values are not high enough
for it to bite. Mr Walker and Mr Rifkind may well take it as a
signal to press for acceptance of their regional experiments. If
so, you could argue that the RTB scheme is still going well in
Wales and is beginning to pick up in Scotland. The time is
probably not yet ripe for a full-blown RTB booster package, but if
it were it would contain more than a change to the maximum
discount: you have other cards to play.

s As to the second, DOE have admitted to us that they cannot
confidently predict the extent of the deadweight cost, but have
produced statistics to suggest that it would be 1likely to be
outweighed by additional sales. Deadweight might be incurred in
20% of flat sales and 5% of house sales, where discount
percentages are lower. This would give around 2,000 cases, with
average deadweight of perhaps £5,000, giving a total of around
£10 million. Increasing the discount will reduce the price to
tenants of more expensive houses and flats: between 400 and 500
more sales, from a "market" (mainly of flats) in the tens of
thousands of cases where the increase in the discount would reduce
prices by £5,000 or more, would be needed to offset this. This
seems quite likely to happen as a result of the effective price
reduction.

8. The strength of the third argument depends on the number of
extra sales generated, and is therefore in inverse proportion to
that of the second. However, DOE believe that a high proportion
of tenants will not wish to exercise RTB anyway, owing to age, low
income or dislike of the flat or house they happen to have.
Moreover, the demand for social rented housing 1is not generally
accepted as a reason for fine-tuning the RTB scheme regionally,
which is what the maximum discount currently does.

9. For these reasons, therefore, we do not think the possible
counter-arguments to the increase Mr Ridley proposes outweigh his
case for the change. There is of course one further possible
disadvantage, namely possible resentment from those who have



. ' completed purchases at the maximum discount who might have
benefited by waiting a 1little longer. However, those who have
bought more than 12 months ago will have . benefited from
substantial capital appreciation, which should mollify them.

Conclusion

10. Mr Ridley's request is awkwardly timed. It would have been
much to be preferred if he had waited until the flexi-ownership
discussions were over. As it is, to announce a more than 40 per
cent increase in the limit at this stage after 1little more than
two years is likely to complicate these discussions. However, on
the substance, given the pattern of property values in the south,
he has a good case. Circumstances notwithstanding, therefore, I
recommend you agree to his proposal. ‘I attach a draft letter to
Mr Ridley. ‘7The 1limit can be increased by order, subject to
negative resolution procedure. A

5N

S N WOOD
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DRAFT LETTER FROM CHIEF SECRETARY TO:

Rt Hon Nicholas Ridley AMICE MP

RIGHT TO BUY: MAXTIMUM DISCOUNT

Thank you for your letter of 1 March.

I agree with you that the maximum cash amount for the RTB discount
is an important safeguard, but like you I appreciate the force of
the case for a substantial increase in recognition of the sharp
rise in house prices, particularly in the south. I should be
content with the maximum limit of £50,000 you propose, and for you

to announce on 9 March your intention to make the necessary order.

Copies of this letter go to the Prime Minister, Malcolm Rifkind,

Peter Walker, Tony Newton and Sir Robin Butler.

JOHN MAJOR
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RIGHT TO BUY: MAXTMUM DISCOUNT

Thank you for sending me a copy of your letter of 3 March to
John Major. Your proposal to lift the maximum discount to
£50,000 seems very desirable in view of the movement which has
taken place in house prices, and it would fit well with our
announcement of 9 March if this could be arranged.

Copies of this go to the Prime Minister, John Major,
Malcolm Rifkind, Peter Walker and Sir Robin Butler.

L

TONY NEWTON

PETABW

-
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SUPPLY OF HOUSING LAND <—
Thank you for letter of 28 February.

I shall of course be keeping the housing land supply position under
close review. But I believe we should have much better means of
ensuring adequate land supply if we were to go ahead quickly with
reform of the planning system. To do this we need a Bill in the
1989,/90 Session.

The proposals which I published in January would help in two main
ways. First, they would reinforce the policy guidance that I am able
to give at the regional level, on the lines we have already
developed in the South East and in London and the metropolitan
areas. This enables me to specify quantified targets for housing
provision which must then be translated into planned provision at
the county and district levels.

Secondly, the requirement which would be placed on all districts to
prepare a development plan for the whole of their area will be
simpler and speedier than the present cumbersome two-tier system,
and it will be much easier for authorities to keep their plans

up -to-date.

The new district plans will also, I believe, help to reconcile local
communities to the need for new development. One of the themes I
have stressed recently is that while the plans must make adequate
and realistic provision for new development, local people will have
a more effective say in how and where that provision can best be
made. Once the plan has been formally adopted, it will carry
considerable weight in individual planning decisions. By providing
greater certainty about where new development will and will not be
permitted, the new system should help to reduce the hostility which
is often generated at present.
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So it is extremely important, in my view, that we legislate for this
as soon as possible. I hope you will be able to support me in
Cabinet tomorrow when I shall argue strongly for the inclusion of a
Plading Bill in next Session’s programme. That Bill would also give
us the opportunity to revise the use of Section 52 agreements and to
make provision for unilateral undertakings by developers, which
could encourage them to contribute to costs of infrastructure and
other servicese~— od whio~ Yo Suppnt

On the question of surplus land and housing held by Government
departments, you will now have seen my letter of 28 February which
crossed with yours.

S

NICHOLAS RIDLEY
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DOE HOUSE PRICE DATA AND THE RPI

Mr Ritchie and I attended a meeting yesterday afternoon on this
topic with DOE and Department of Employment representatives. The
attached letter from Mr Allnutt (DOE) to Ms Craker (DEmp) results.

o The DOE's material circulated in advance of the meeting was
inadequate. But at the meeting Allnutt produced the attached
proposal verbally, and had some background figuring. It is still
most unsatisfactory that we are being asked to agree to a proposal
put in such a spartan fashion, and without a proper numerical
example.

3. Having said this, it does appear that the suggestion is quite
a sensible one, and probably the best that can be done at the
moment . The DOE will be producing, for internal Whitehall
consumption at this stage, a monthly mix-adjusted house price
index. This will appear with a lag of one month. Although later
than private sector data such as the Halifax, the production is
dependent on receipt of data from a variety of building societies
and this accounts for most of the delay. In addition to: this
internal series, the DoE will use the Halifax series to project
their number forward the one period rcquired for Lhe RPI.

4. There will still be revisions to data, but given the present
data constraints these 1look unavoidable. It would have been
useful to view back-calculations suggesting the potential scale of
these revisions. But the expectation 1is they will be fairly
small, and thus have relatively little impact on the RPI.



typ3.ul/35/3/eal/jh.32.16.3

5. My other reservation, pointed out in the proposed draft reply
attached, 1is that these new estimates may show a different
seasonal pattern over the coming months than present in the
implied data used last year. Although it is unlikely that this
would have a discernible impact on the RPI inflation rate, it is
again something which should ideally be assessed in advance of the

change.

6 I would welcome any comments, in the course of tomorrow, on

our response.

K o

T S O'BRIEN
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HOUSE PRICES FOR THE RETAIL PRICES INDEX

£

At our meeting on Wednesday afternoon I agreed to write :
recording some of our conclusions. :

We agreed that the recent revision to the methodology for,é
producing house price indicators for the RPI was a significant—'“
improvement. ; .

I outlined a possible further revision. This would Fe
involve DOE providing ED with house price figures for 1ndiv1§ua1 ¢
months. These would be benchmarked on the quarterly mix :
adjusted index. The latest value of that index would be =
inflated to month n-1 (where n is the RPI reference month) using“
a monthly version of our mix adjusted index, and then to month n
using the Halifax mix adjusted index. These monthly figures
would be subject to revision: ~

(a) when the mix adjusted index figure for month n became
available, and

(b) when the next quarter's mix adjusted index became
available.

If a significant proportion of a month's BSM data were to
be supplied late by building societies we might also need to
revise the house price figure for that month to reflect a
revision of the monthly index to take account of the late data.

We would still forward our economists' assessment of
likely future house price changes to you though these would no
longer play a part in calculating the house price figures for use
in the RPI.

The Halifax index would have to be used to estimate the
change in prices in the last month because there is no prospect
of building societies providing the BSM data in time for us to
produce a monthly mix adjusted index to the RPI schedule. However



“ we could look at the possibility of speeding up the production of

monthly mix adjusted indices as that might increase their
usefulness for other purposes.

It was, I think, generally agreed that this additional
revision would represent a further improvement. You wished to
give this some further thought before confirming that you want us
to proceed. I1f you confirm by close of play on 17 March, we
would aim to use the new methodology to provide the figure for
the March RPI and at the same time provide a 12 month time series
of estimates produced on this basis. You confirmed that you
would not want us to seasonally adjust the estimates.

It was also generally agreed that the monthly mix adjusted
index could be of more general use and that, while it should not
be published before we have more experience of its characteris-
tics, it would be made available as appropriate in Whitehall.

Copies of this letter go to those present at the meeting.

Horvrn

SM»LMMMNL\

Pr D E ALLNUTT



DRAFT LETTER:

Mr D Allnutt

Room N2/11

Department of the Environment
2 Marsham Street

LONDON SW1P 3EB

Ref: DEF/V/3

Dear Mr Allnutt
HOUSE PRICES FOR THE RETAIL PRICES INDEX
Thank you for the copy of your letter of the 16 March

to Alex Craker.

We welcome the efforts of yourself and Mr Nandy to
improve the methodology for producing house price indicators
for the RPI. As I indicated at the meeting, it would have
been useful to have had a paper setting out your latest
proposal, and attached figuring you have done. This would

provide a firmer base for assessing your suggestion.

Notwithstanding this, it seems on the face of it that
your proposal should produce an improvement in the
situation. We are also interested in the production of a
monthly mix-adjusted for purposes not related to the RPI,

and the more timely this can be produced the better.



One reservation I mentioned at the meeting is that
the seasonal pattern of the new series may be significantly
different from that used in last year's RPI calculations.
Whilst it is true that the new figures should give the best
view of what is actually happening now, they may give an
unusual picture of the change on a year earlier, in RPI
terms. However, I am sure the DE will bear this in mind,
along with all the other factors, when taking their
decision.

Yours sincerely

T S O'BRIEN
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EQwifeyou-wiltl~be-—~aware~—-that- some of our

recent problems over unexpected increases in the RPI
have stemmed from revisions to the house price data sup-
plied by DoE to the Department of Erployment. At
present, the Department of Employment uses what is
termed the "quarterly DoE mix-adjusted house price
series" in calculating three components of the RPI:

mortgage interest paqgyments; house insurance; and estate

. agents' fees. The Department of Employment interpolate
| between the quarterly figures to get mornthly figures.

. The quarterly series is available only two months after

the end of the quarter. 1In between times the DoE has to
provide their best forecast of house prices for the RPI.
On two recent occasions, in November last year and
January this year, revisions to these forecasts in the
light of subsequent actual data produced an unexpected

and sharp increase in the RPI.
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2. It would be a great help if your Depertment could
produce a more timely monthly series of house prices
which Department of Employment could use ir constructing
the RPI, and which would help your officials improve
their forecasts. I understand that our officials are in
touch on this, and I would be grateful if you could

ensure this work is given a high priority.

B I am copying this letter to Norman Fcwler.

NIGEL LAWSON
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Your letter of 7 March referred to revisions to house price
estimates which have led to unexpected increases in the RPI.

As I expect you know, my officials are considering with their
colleagues in the Treasury and the Department of Employment some
possible further improvements in methodology to reduce the risks of
such problems in future. This is certainly an area of work to which
I attach high priority, and I have asked my officials to report to
me as soon as possible on the outcome of these discussions. I will
of course write further at that stage.

A copy of this letter goes to Norman Fowler.

Vi e

NICHOLAS RIDLEY
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J DATE: 21 March 1989
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FEERES

HOUSE PRICES: RICS SURVEY

I attach a chart which includes the latest results from the
monthly Royal Institution of Chartered Surveyors housing market
survey for England and Wales for the three months ending February
1989

2. The results for the quarter ending in February show a
consistent picture with the figures from the threc previous survey
results. The latest figures are based on a total of 164

contributing agents, and the following breakdown shows the
percentage of agents reporting in each of the categories:-

%
i. very much higher (approx 8% or more) Bl Y o
ii. much higher (approx 5%) 10.4 J
iii. slightly higher (approx 2%) 18.1 o
iv. the same 51.:1 G
V. lower 16.9
3 I also attach copies of the general comments which

accompanied the latest survey. The references to East Anglia are
based on the rotating survey of the regions, one of which is set
out in the main survey each month. You should be aware, however,
that only 5 estate agents contributed in the East Anglian region
which was surveyed this month, and the average number of
properties sold per agent in the region in the last three months
was only 20. The sample is thus not large.



4, Mr Allan's minute to Sir T Burns, dated 2 March 1989,
indicated that you would like to see my computed index, based on
the RICS questionnaire, on a regular basis. I therefore attach
the wupdated versions of Charts A, B and C which were appended to
my minute of 28 February 1989 to Sir T Burns. Chart A compares
the computed RICS index with the Halifax index, in terms of
12 month percentage changes. Similarly, Charts B and C compare
the new index with both the approvals and the completions index
from the Department of the Environment.

Glhuﬁ\ \<j3%nAJ}\

RUTH KOSMIN
FIM2
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The Royal Institution
of Chartered Surveyors

12 Great George Street
Parliament Square
London SW1P 3AD
Telephone: 01-222 7000
Telex: 915443 RICS G
Facsimile: 01-22 294 30

PR55/88-89
Reference
16 March 1989
; Date
For further information please contact Zena Howard Embargo 00: 34058

21 March 1989

"DULL BUDGET WILL FAIL TO BRIGHTEN HOUSING MARKET"
RICS HOUSING MARKET SURVEY FOR ENGLAND AND WALES FOR

THE QUARTER ENDING FEBRUARY 1989

"The Chancellor has failed to take the opportunity of the
budget to revive the property market", says The Royal
Institution of Chartered Surveyors in its survey for the

quarter ending in February.

First time buyers in particular were hoping for some
reprieve in this year's budget - raising the ceiling or
abolishing stamp duty was a possibility, but the Chancellor
obviously wants to hold back an already sluggish market over

much of the South of England.

The North however, continues to buck national trends.
Demand for all types of property remains high and prices
continue upwards; high mortgage rates have had little

effect.

Of the 164 agents who contributed, only four per cent report
increases of eight per cent, while 10 per cent report
increases of five per cent. 17 per cent report a decrease

in prices.

conty s -



A special survey of East Anglia shows a startling change in
the property scene; once a boom area, activity has slowed
remarkably since the removal of dual mortgage interest
relief in 1988. There is a dearth of first time buyers with

consequent breaking of chains in the lower price ranges.

Peter Miller, RICS Housing Market Spokesman comments: "The
budget failed to take the opportuni%y to help the
residential property market and first time buyers will be
especially disappoihted. A rise in the threshold at which
stamp duty becomes payable would have helped new buyers and

eased the market, particularly in the South of England."
Mr Miller concluded: "Mortgage interest rates are likely to

remain at their present levels for the foreseeable future.

Many families will need to budget tightly as a result."

ENDS
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)
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Mr Peretz

Mr Peretz

Mr Hibberd

Mr O'Donnell

Mr Grice

HOUSE PRICES: RICS SURVEY

The Chancellor has seen and was grateful for your minute of
21 March attaching the latest results from the monthly Royal
Institution of Chartered Surveyors housing market survey.
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Mr Pickford

RPI AND OWNER OCCUPIER HOUSING COSTS

The Chancellor would be grateful if you could produce, if it is
possible, an index for the UK for the RPI excluding mortgage
interest payments but including rough estimates of imputed rents,
based on something like the US or German methodology. It would be
helpful to know what the current twelve month rate q§: inflation
would on this basis, and as much of a backg§e£=3 as is
practicable. He would like this information if possible before he
goes to the TCSC on Monday 10 April.

2% On a related point, Department of Employment seem to vary
between referring to the index ‘"excluding mortgage interest
payments" and "excluding owner occupied housing costs". What
exactly is the basis for the figures we use? Even if they exclude

insurance costs, surely they do include rates?

A C S ALLAN
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From the Private Secretary 5 April 1989

Do forer,

The Prime Minister held a meeting on Tuesday 4 April to
discuss your Secretary of State's minutes of 17 March and
3 April, and the Secretary of State for Wales' minute of
15 March. Those present were your Secretary of State, the
Secretaries of States for Wales and Scotland, the Chief
Secretary, Treasury, the Ministers of State for Housing and
for Social Security, Professor Brian Griffiths (Policy Unit)
and Richard Wilson, Anthony Langdon and Andrew Wells (Cabinet
Office).

/zjﬁ [ A\
- ITAYVER I

COUNCIL HOUSE RENTS

I should be grateful if you and copy recipients would
ensurc that this record of the discussion is seen only by
those with a clear need to know.

Your Secretary of State said that his two minutes
reflected the outcome of the further work commissioned at the
Prime Minister's meeting on 22 February. They discussed two
separate schemes for setting guideline rent increases within
the new financial regime for council housing which was due to
come into effect on 1 April 1990. His minute of 3 April
discussed a possible system based partially on the fair rents
which applied to many existing lettings in the private rented
sector. In his view, such a system had a number of serious
shortcomings: the Government had abolished fair rents for new
lettings in the private rented sector; fair rents were based
on a definition which explicitly excluded the effects of
scarcity, and therefore ignored a major factor in true market
values; and reliable data on fair rents were not available
below the regional level. For these reasons he could not
recommend this option to colleagues.

His preferred option was set out in his minute of
17 March. It had three main features. First, a national
average rent guideline increase would be determined in the
Public Expenditure Survey (PES) each year. Second, each
authority's average Right To Buy (RTB) sale price would be
used to distribute the resulting total rent bill between
authorities. Finally, damping factors would be used to
restrict the resulting changes in rents within a band: the
illustrative figures attached to his minute assumed that no
authority would be allowed a real reduction in rents, or be

CONFIDENTIAL
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required to make a real increase greater than 16 per cent.
This system would link rents to the market in housing, as
reflected in RTB prices. It would also bear less hard on
districts where higher rents were already being charged and
require those authorities with unreasonably low rents to make
real increases. He sought colleagues' agreement to adopt this
basis for setting guideline rent increases under the new
financial regime and to announce this during the Commons
Committee Stage on the Housing and Local Government Bill.

In discussion the following points were made:

a. The system proposed by the Secretary of State for the
Environment would involve major intervention by the
Government in the setting of council rents. There was a
case for a much less interventionist approach, which also
recognised that council tenants had done far less well
financially than owner occupiers in the post-war period.
Such an approach might require most authorities to
increase rents only in line with inflation. Those
authorities which had subsidised council housing from
rates in the past might be expected to make real
increases to remove this element of subsidy.

b. However, such an approach would continue the existing
link between rents and the historic costs of providing
council housing. There were strong arguments against
that. Rents would remain unreasonably low in many areas,
creating undue demand fcr council housing, particularly
in areas of housing stress. Tenants would have little or
no incentive to move into owner occupation, and there
would be pressure for new building in the council sector,
contrary to Government policy. It would also make the
task of bringing inflation down more difficult.

G In contrast, the Secretary of State for the Environment's
proposals had substantial advantages. They would link
rents to the market demand for housing, particularly in
the stress areas such as London. At the same time they
would require those authorities which had kept their
rents unreasonably low to make progressive real increases
until a more equitable pattern of rents was established.
The Government would retain the flexibility to decide how
far and how fast rents should move in the annual PES
round .

d. Real rent increases might however bring more tenants
within the scope of housing benefit. Within the new
financial regime for council housing the overall effect
on Exchequer spending would still be favourable, because
the additional revenues generated would be set off
against Government subsidies towards housing benefit
costs. There could nevertheless be an unwelcome increase
in the housing benefit caseload. This was a consequence
of the Government's general policy of favouring subsidies
to people over subsidies to bricks and mortar. But there
might be a case for arrangements to ensure that all the

CONFIDENTIAL



CONFIDENTIAL

3

Ministers with an interest were involved in the annual
discussions of the rent guidelines.

The Prime Minister, summing up the discussion, said that
the meeting accepted that a system of rent guidelines based on
fair rents would have a number of drawbacks and should not be
pursued. Ministers had considered an alternative system which
would require most authorities to increase rents only in line
with inflation, with larger increases for the minority of
authorities which had subsidised council housing from the
rates in the past. But this approach would maintain the
existing link between rents and the historic costs of
providing housing, with the serious disadvantages set out in
the discussion. The proposals put forward by the Secretary of
State for the Environment on 17 March, based on RTB sale
prices, avoided these disadvantages. They would also link
rents to the market demand for housing, and require the
highest increases from those authorities which had kept their
rents at unreasonably low levels in the past. At the same
time, the Government would retain the flexibility to take
decisions annually in the PES round. Ministers therefore
approved the proposals put forward by the Secmtary of State
for the Environment, which were the best of the options which
the group had considered, and agreed that he should announce
them during the Commons Committee Stage on the Housing and
Local Government Bill. It was particularly important that the
presentation was right: the Secretary of State would need to
give thought to this.

I am copying this letter to the Private Secretaries to
the other Ministers present at the meeting, to the Private
Secretary to the Secretary of State for Social Security, to
the others who attended, and to Trevor Woolley (Cabinet
Office).

Ygis,

.

PAUL GRAY

Roger Bright, Esqg.,
Department of the Environment

CONFIDENTIAL
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RPI AND OWNER OCCUPIER HOUSING COSTS

You asked (minute of 22 March attached) for a measure of retail
price inflation excluding mortgage interest payments but including an
alternative measure such as an imputed rent for owner-occupation.

25 I have just returned from leave and have had 1little time to
conduct an extensive analysis of different options over a long period of
the past. But table A attached shows, for the last two years, twelve-
month inflation rates with three different measures of owner-occupier
housing costs. The all items RPI and RPI excluding MIPs inflation rates
are shown for reference. The three options are;

(A) using the present RPI rent index as a proxy for imputed
rent;

(B) using house prices as the appropriate indicator;

(C) using a fixed real interest rate applied to outstanding

mortgage debt.

In each case I have made the simplifying assumption that the price index
enters the RPI with the same weight as the present MIPs index. The
calculations can only be approximate estimates, but should give a

flavour of the various options available.

3 Option A proxies owner-occupier rents with the current rent
index component of the RPI. The latter is dominated by Local Authority
rents, but contains some private sector element. Such an approach has
been ruled out in the past because of:

(a) the significant qualitative differences between the stock
of owner-occupied housing and housing in the rented
sector;

UNCLASSIFIED
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(b) the highly regulated nature of rents in the area measured.
This methodology is nevertheless close to that adopted in the United
States (where housing costs have a 42 per cent weight in the CPI,
compared to about 17% per cent in the RPI). But the housing market in
the US is significantly different from the UK with, for example, around

35 per cent of housing units being renter occupied.

4, Option B simply uses interpolated house price data (DoE's
quarterly mix-adjusted house price index as the base) for a price index.
This would be appropriate if one were following the acquisitions
approach which views the purchase of a house along the same lines as the
purchase of anything else. Something similar is used in the Australian
CPI. The approach is widely regarded as unsatisfactory, not least
because it ignores the investment aspect of housing, and is unlikely to
track actual current expenditure on housing by owner-occupiers at all

well.

' Option C is a specific version of the so-called "current
expenditure approach", attempting to capture real mortgage payments (and
so exclude the saving which can be associated with house purchase). It

is simplified because it assumes an arbitrary fixed real intcrest rate,
and applies this to an index of outstanding mortgage debt. This
approach has been criticised on the grounds of the fixed interest rate
assumption being unreasonable, and that it may bear little relationship
to the public perception of movements in housing costs. It is possible
to use a variable real interest rate, but this introduces two additional
difficulties. First there is the choice of what indicator to wuse to
deflate the nominal interest rate. Second the possibility of negative
real interest rates, common through most of the 1970§,is problematical.
Although this is not a problem in itself it could conceputally give rise
to a negative weight for the price indicator, which would run counter to
RPI methodology.

B You can see that the results of the three approaches fall within
the lower bound of the RPI excluding MIPs and the upper bound of the
all-items RPI. Using a rent indicator, Option A, produces a result

over the last two years little different from the RPI excluding MIPs,
with a rate of 5.7 per cent in February of this year. This results from
a combination of the relatively low weight attached to the component,
and the fact that rent inflation is not seriously out of line with the
RPI as a whole.

UNCLASSIFIED
2
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; Using house prices, Option B, gives an inflation rate close to 7
der cent in January and February, about % per cent lower than the all-
items inflation rate. Over the last two years this measure has usually
been higher (sometimes significantly so) than the all-items figure.
This obviously reflects the very high house price inflation, which
touched 30 per cent or so through 1988. And Option C suggests a
February figure of around 6% per cent, between the two other options but
well below the present all-items rate.

8. These basic approaches were presented by the Treasury in a
working paper to the RPIAC in 1986. The Committee felt that no singlc
approach was clearly the best, and chose to maintain the MIPs system
which was first introduced in 1975. 1In addition to the figures I have
calculated I include two charts prepared at the time of the 1986
exercise with a longer time series for alternative measures.

9 In a period of widely varying nominal interest rate the present
system gives the most variable inflation rates of any of the options
considered. Over the last two years, for example, the variation in the
all-items inflation rate has been three times as great as the series
excluding MIPs. And the variation in the alternative series computed
here for the last two years is also less than with the all-items rate.
Although it depends on the particular sub-periods selected, it is
probably the case that the alternative measures generally would tend to
be less, or at least no more variable than the present measure.

10. The question of how these options would affect the level of the
inflation rate also needs to be borne in mind, however. Option B

implies the highest inflation rate because of the boom in house prices
over this period; the differential is particularly marked in 1988.
Option A (based on rents) implies the lowest level of inflation. It is
difficult to make systematic comparisons with the present MIPs based
method because of what has been happening to interest rates. It implies
the lowest inflation rate in early 1988 when interest rates were
falling, but the highest level in early 1989 after the interest rate
increases in the second half of last year.

UNCLASSIFIED
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di. It might bear repeating that these calculations are rather rough

nd ready. If you wanted to make reference to such findings in the
context of the TCSC hearings it might be best to wuse the qualitative
rather than precise quantitative results. For example whilst we could
have some confidence in asserting that the currently measured inflation
rate is higher than it would be if another reasonable measure of owner-
occupiers costs were used, one would be far less certain of putting a
margin of 1 per cent on the difference.

j & 45 On the related point you raise, about terminology, the basis of
our figures on the RPI excluding mortgage interest payments is exactly
that - excluding mortgage interest payments. The figures thus include
all other housing costs, taking in insurance costs and domestic rates
amongst other items. The phrase "excluding owner occupied housing
costs" has been used interchangeably. It is loose, but is wuseful in
general discussion of the measurement problem (1986 RPIAC documentation,
for example) and in international comparisons (where again the wider
terminology is required). I will ask the DE to use the phrase
"excluding mortgage interest payments" wherever possible should you so

wish.

T Bz

T S O'BRIEN

UNCLASSIFIED
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TABLE A Inflation Rates with alternative measures of owner-occupier housing costs

RPI including alternative measures
of owner-occupier housing costs

® ©

RPI excluding Rent House Fixed rate on RPI including
MIPs Prices outstanding debt MIPs
1987 Jan 3.6 3.8 4.2 4.1 3.9
Feb 3.7 3.8 42 4.2 3.9
Mar 3.8 3.9 4.4 43 4.0
Apr 3.6 3.8 4.2 4.1 4.2
May 3.8 3.9 4.4 4.3 4.1
Jun 3.5 3.9 4.1 4.0 4.2
Jul 3.7 3.8 4.3 4.1 4.4
Aug 37 3.8 4.3 4.1 4.4
Sept 3.5 3.6 4.1 4.0 4.2
Oct 3.9 4.0 4.5 4.4 4.5
Nov 4.0 4.1 4.7 4.5 4.2
Dec 4.0 4.0 4.7 4.4 3.7
1988 Jan 3.9 3.8 4.5 4.2 3.3
Feb 3.6 3.7 4.4 4.2 33
Mar 3.8 3.9 4.6 4.3 3.5
Apr 4.2 43 5.0 4.8 3.9
May 4.4 4.5 5.3 49 42
Jun 4.7 4.8 5:7 53 4.6
Jul 5.0 5: 6.2 5.5 4.8
Aug 5.0 5.1 6.4 5.6 57
Sept 5.2 513 6.6 5.8 5.9
Oct Gl 5.2 6.6 5.7 6.4
Nov 5.1 5.2 6.6 5.7 6.4
Dec St 52 6.5 5.8 6.8
1989 Jan 55 5.6 6.9 63 7.5
Feb 5.7 5.7 6.9 6.4 7.8
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In my letter of 17 March I said I would write further about the
revisions to the house price estimates used in calculating the
RPI, after the discussions which had been arranged between
officials in our Departments and the Department of Employment.

As the RPI is designed to reflect changes in the price of a
fixed basket of goods, the relevant measure of house prices is my
Department’s "mix adjusted index". This monitors changes in a
standard collection of dwellings and is published quarterly. 1It
is based on a 5 per cent sample of new mortgages provided by
building societies.

The Department of Employment has in the past derived a monthly
house price figure from projections, which my Department has
produced, of the values of this index for the current and coming
quarters. These projections assumed that the mix adjusted index
would tend to move broadly in line with the simple average house
prices reported monthly by major building societies. Any such
projections can sometimes be shown to have been inaccurate when
more information becomes available. This happened in the latter
part of last year, when there was a fall in the proportion of
sales which were in higher priced regions or involved higher
priced dwelling types. As a result the average price of the
dwellings which were being sold increased much more slowly than
the underlying price of a constant mix of dwellings. This in
turn gave rise to the revisions which contributed to the
unexpected increase in the RPI.

When this problem was recognised my Department improved the
method by taking account of a monthly mix adjusted index of house
prices produced by the Halifax Building Society. This produced
an appreciable improvement in the quality of the projections.

My officials also considered whether further improvements might
be possible and discussed their ideas with officials from the
Treasury and Department of Employment at the meeting in the
middle of last month. As a result my Department is now using the
data we receive from building societies to make estimates for



CONFIDENTIAL

individual months. However, at the time an estimate is required
for use in the RPI we do not have all the data from building
societies for that month. For this reason the Halifax Building
Society’s index is used to extrapolate from the latest available
monthly estimate based on the information societies provide to
the Department.

No method can ensure that estimates produced on the basis of
incomplete date, as is made necessary by the RPI timetable, will
not require subsequent revision. However we can confidently
expect that the improvements described above should avoid
revisions of a scale which will have an appreciable effect on the
RPI.

I am copying this letter to Norman Fowler.

VYN

NICHOLAS RIDLEY v/1544~u1x,—1,
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DEPARTMENT OF ENVIRONMENT HOUSE PRICE DATA AND THE RPI

You wrote to Nicholas Ridley on 2 March (copy attached)
expressing concern over the Department of Environment's house price
index and its implications for the RPI. Treasury officials had also
taken this up with DoE and Department of Employment statisticians.

25 Nicholas Ridley's 1letter of 13 April (copy also attached)
summarises the outcome of the various official discussions. It dlsa
fair and reasonable account and we believe his officials have done about
as much as we could reasonably expect at this stage, although we will
keep the situation under review. The new DoE house price series should
prove a marked improvement on the old series for RPI purposes. We hope
this will avoid the unanticipated and occasionally large increases in
the RPI that resulted from previous inadequacies in the DoE's house

price index.

3. You may wish to write briefly to Mr Ridley along the attached

G s

J S HIBBERD

lines.
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TO : NICHOLAS RIDLEY, MP

DEPARTMENT OF ENVIRONMENT HOUSE PRICE DATA
Thank you for your letter of 13 April. I am grateful

for your efforts and your Department's progress in improving
Swi&

house price estimates used in the RPI. I am{genvéacedyit will

prove to have been very worthwhile.

2 I am copying this letter to Norman Fowler.

caey st A S CcuVvEe
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4 April 1989

Rt Hon Nicholas Ridley MP
Secretary of State for the
Environment

cc Sir Peter Middleton
Sir Terence Burns

holar
Department of the Environment gi ggling_Smee
2 Marsham Street Mr Peretz
LONDON Mr Grice
SW1P 3EB kg Mr Hibberd
awW Mr Ritchie
1 Mr O'Brien

& Vo

DEPARTMENT OF ENVIRONMENT HOUSE PRICE DATA

Thank you for your letter of 13 April. I am grateful for your
efforts and your Department's progress in improving house price
estimates used in the RPI. I am sure it will provide to have been
very worthwhile. ‘

I am copying this letter to Norman Fowler.

i

NIGEL LAWSON
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MR McINTYRE
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Chancellor

Sir Peter Middleton
Mr Anson

Mr H Phillips

Miss Peirson

Mr Gieve

Mr Potter

Mr=Call

HOUSING BENEFIT

The Chief Secretary said that in advance of next week's
Opposition Supply Day on Housing Benefit thé Prime Minister
had asked for some information on the scale and source of
losses and possible ways of alleviating those losses. You
provided a table (copy attached) which DHSS had prepared

in the Autumn.

2 In discussion it was pointed out that people on income
support could only be losers because of the 20 per cent minimum
rétes contribution. At above income support levels people
would be affected by the increase in the tapers and also

by the capital rule.

3 After some discussion three ©possible options were
identified as conceivable mechanisms for offering further

help:

(a) raising the floor for the taper to a level above
income support. This had severe defects since
it would destroy the whole symmetry of the income
related benefits which was a major feature of
the new Social Security system. This option was

discarded.
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(b) reduce the taper

(c) provide some sort of cash protection or cap losses.
This 1issue was however inextricably 1linked with
the capital rule and could prove extremely

complicated.

4 It was pointed out that the Government had decided to
reduce the taper from the introduction of the Community Charge
in 1989-90 in Scotland and 1990-91 in England and Wales. In
logic there was a case for rcddcing the rates taper to the

same level in the years before Community Charge introduction.

5 The Chief Secretary asked you to discuss with DHSS
officials the presentation of the facts and figures on HB
losers. He asked you to investigate further the two options

identified above.

6 The Chief Secretary and I both subsequently spoke to
Paul "Gray -at: -No.1l0. Mr Gray has asked DHSS to prepare a
factual paper for the Prime Minister's Box tomorrow night.
You will obviously want to be closely involved. This issue
will be raised at Chequers on Sunday and the Chief Secretary
would therefore be grateful if you could provide him with

a brief on the options for his Friday Box.

k.
JIEE—ROTTER

Private Secretary




’I.J?. 5A: PEOPLE

NOT ON INCOME SUPPORT: CHANGES IN ['I§9‘OSABLE INCOME AFTER MEETING HOUSING COSTS: BY CL‘T GROUP

Cash position at point of change

TOTAL

INCIEASED CHANGE DECREASED

NO

TOTAL

PENSIONERS AGE 80+
PENSIONERS AGE 60-79
SICK OR DISABLED
LONE PARENTS

COUPLES WITH CHILDREN
- IN FULL-TIHE WORK

- OTHERS

OTHERS

- IN FULL-TIHE WORK

- OTHERS

50

50

70

170

50

19

10

20

590

10

20

10

10

130

- 100

290

20

220

10

20

10

500

10

90

70

10

. 110

100

10

10

150

20

10

INCREASES
£3:470.82:0
50 60
160 410
20 30
10 10
20 40
¥ ¥
4 B
¥ ¥
250 560

(Thousands)
DECREASES
£2-3 " £3-4 ° £4-5
10 ¥ ¥
70 30
¥ ¥ ¥
10 20 20
10 L 10
¥ ¥ ¥
20 10 ¥
3 10 ¥
130 70 50
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Mr Clark in the Secretary of State for Social Services’

Private Office rang me yesterday evening to put down a marker
about the decision made on Tuesday on the rent taper. He
pointed out that there had been no discussion of public
expenditure consequences and he was ringing to say that the
Secretary of State took the view that he could not be expected

to meet this from his programme.

2 I said that we regarded the matter of finding this
expenditure as unresolved at present. It would be a matter

we would wish to pursue with DHSS in the Survey.

3 Could you please let me know immediately if you dissent
from this 1line - which was clearly off my own bat - I can
therefore be ovemuled quite easily. Mr Moore 1is reluctant

to put any of this in writing.

ik,
|
JILL RUTTER

Private Secretary
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HOUSING BENEFIT LOSSES : CAUSES AND EFFECTS

As requested, I attach a paper setting out the main factors
contributing to housing benefit losses and roughly quantifying their
significance. The paper also looks briefly at the some of the cases
which have figured in the press. A copy of the paper also goes to

Jill Rutter.
Lo A

Vol Clte.

ROD CLARK
Private Secretary

Enc
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P.SING BENEFIT LOSSES : CAUSES AND EFFECTS

. 1 Annex A attached summarises the housing benefit losses and the
main changes in the structure of the scheme which creates such
losses.
s Essential points are:

- the significant HB losses for income support recipients
result from the requirement to pay 20 per cent of rates
(for some the average compensation in the income support
rates will not fully compensate for the actual change) ;
otherwise income support recipients' continue to be
eligible for 100 per cent of rent with larger deductions
for some than hitherto for example in relation to
non-dependants in the same household. The most serious
concern is therefore essentially with those above income
support levels-c 3m.

- some HB losses are offset by gains in family credit. For
example there are 330,000 couples with children in full
.time work who are HB losers but only 140,000 once benefit
changes are taken into account.

- the largest reduction in HB expenditure, the commitment
to pay at least 20 per cent of rates, saves £380 million
but this is largely offset by £280 million additional
income support expenditure to compensate for the average

. 20 per cent commitment

- the capital rule saves about £80 million with about
1/3 million households losing entitlement with average
losses of £5 per week

- the other largest single savings measure is the rent
taper, the increase from 60 per cent (the original
technical annex assumption and itself higher than the
previous taper) to 65 per cent saved £46 million. The
entire effect of this savings measure fell on the 2m
people getting HB help with rent who are not receiving
income support.

}; - other important structural losers are single householders
(Qkk’ under 25 and lone parents
J

- claimants who previously benefited from generous local
discretionary schemes may account for some of the very
high losses. No account can be taken of local schemes in
the attached tables of gainers and losers based on a
national model.

3. Annex B summarises the cases which have made the 'headlines’'.
It shows that:

. - they are by no means confined to HB losers

~ some arise from aspects of the scheme Ministers would
wish to preserve and defend such as the capital rule.
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‘ ANNEX A

MAJOR INFLUENCES ON HOUSING BENEFIT GAINERS AND LOSERS

LOSERS

Attached is the structural HB gainer/loser table. Of the losers,
some 1lm will have lost all entitlement. The main causes are:

1L Capital Rule

£6,000 capital cut-off affects 2m households. Of these some gain
(those with less than £3,000 capital). 330,000 people lose all
entitlement to HB (all Pensioners).

A £10,000 capital cut-off would bring 150,000 back on again and they
would gain, or average, 40p per week.

2 Steeper Rent Taper

The 65 per cent taper affects all cases receiving help with rent not
on income” support (2.2m). 60,000 lost all entitlement when compared
with the White Paper assumption of 60 per cent. All cases above IS
levels lost some benefit as a result. Moving back to a 60 per cent
taper would mean 120,000 fewer losers (10 000 fewer losing £5 + per
week), 150,000 more gainers (20 000 gaining £5 + per week) -
average gain 30p per week.

9% Requirement to pay 20 per cent rates

Meant definite HB losses for all income support cases receiving help
with rates (3.5m). But these are compensated in IS. Also means
some losses for those above IS levels (although many of these will
be paying some rates already).

4, Family Credit

New more generous Family Credit floated about 200,000 off
Housing Benefit. This is reflected in the all income-related
benefit gainer/loser tables (also attached) which need to be
referred to for the full pattern.

5 Change in the Treatment of Lone Parents

Lone parents are substantial losers from the HB reforms. Whereas
they were treated as couples in the o0ld HB scheme they are now
treated as single people (although there is a more generous lone
parent premium). 680,000 losers. 20,000 no change. No gainers.
Some of the losses will be offset by an increased entitlement to
Family Credit (60,000 of the losers are in full time work so can
benefit from this).



6. Young People

Most 18-25 year olds [about 80,000], especially students, lose from
the HB reforms, because the applicable amount is set at the lowest
level for this group and they were treated relatively generously
under the old scheme. Students likely to be the largest group of
losers in this age group.

7. Other changes

There are a number of other minor changes which affect entitlement
(in most cases resulting in losses). These include:

(a) removal of scope for local discretionary schemes (except
for war pensioners). This can have a dramatic effect in
some cases and may account for some of the large losses

(b) non—aependent deduction changes

(c) .changes to the treatment of amenity and service charges

(d) introduction of a hospital downrating provision

(e) abolition of special enhancements for needs allowances
for the handicapped.

8. Abolition of Housing Benefit Supplement (HBS)

Housing Benefit Supplement was a considerable and much criticised
complication to the o0ld benefit system. Because of the non
alignment of the HB and supplementary benefit means tests it was
possible for someone with income above the supplementary benefit
threshold to have net income below that level after housing costs
and housing benefit were taken into account. HBS provided extra
help to make up that amount. Under the new aligned schemes it is
impossible to be worse off in that way and HBS is no longer
necessary. But no transitional protection was provided for HBS. As
a result for people whose supplementary benefit assessment (upon
which the HBS entitlement was based) was much in excess of the
relevant income support assessment (which is the starting point for
the new HB rent and rates calculation) the loss of HBS help could
exacerbate any losses arising from the HB changes alone. Some cases
however will find that they now get more in HB than they used to
get, even after allowing for HBS. This will vary on a case by case
basis and the calculation is so complex that there is no
identifiable pattern.
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STRUCTURAL CHANGE IN HOUSING BENEFIT ALL CASES (thousands)

Pozs Mer Reenzet OFFeTT VG Leredsss v Grien RewessTs

CLIENT GAINS TOTAL NO TOTAL LOSSES

GROUP £5+ 4-5 34 2-3 1-2 £ GAINER CHANGE LOSERS £ 1-2 2-3 3-4 4-5 £5+
PENSIONERS ® 2 10 400830 30 110 120 490 170 230 60 10 » 20
80+

PENSIONERS 20 20 20 50 170 200 480 660 2410 630 1090 320 130 50 190
60-79

SICK OR DISABLED 10 20 20 10 10 10 80 30 130 40 60 20 » s 10
LONE PARENTS }

- FULL TIME WORK " . * * o % S " 60 E 10 10 " 10 30
- NOT FIw L s » s x » Tt 10 610 70 420 90 10 10 20
- TOTAL ® 2 - L % o L 10 680 70 430 100 10 20 50
COUPLES WITH CHILDREN

- FULL TIME WORK L " = * . 10 10 o 330 20 60 60 30 40 120
NOT FTW » L) » _ & ® 10 20 740 80 510 140 10 o i

- TOTAL 10 N » S » 10 30 30 1070 110 560 190 40 40 120
OTHERS

- FULL TIME WORK % o " = L ~ 10 10 140 20 40 20 20 % 30
NOT FTW » L - % " . 10 90 780 180 370 110 20 10 80
TOTAL 50 40 60 110 220 240 T20 960 5690 1220 2780 820 250 130 500




ALL INCOME-RELATED BENEFITS: CHANGES IN D1SPOSABLE INCOME AFTER MEETING HOUSING COSTS: BY FAMILY STATUS

Effect of structural reform (Thousands)
INCREASES DECREASES

FAHILY TOTAL NO  TOTAL
STATUS §5¢ £4-S B34 82-30 £1-2 0 (&l INCREASED CHANGE DECREASED (I1arEl=2 28253 . §3-4354=0 {5}
PENSIONERS
- SINGLES 70 30 60 . 1500 #3507 200 860 870 1240 250 380 200 190 50 180
- COUPLES 20 10 20 30 110 60 260 310 550 210 200 140 100 S0 140
NON PENSICHERS WITH CHILDREN
- LONE PAR:NTS 260 20 20 20 B0 20 420 90 330 30 90 110 20 30 60
- COUPLES 200 30 170 60 200 70 730 60 240 50 50 40 20 10 60
NON PENSIOHERS WITHOUT CHILDREN
- SINGLE AGE 25t 90 200 20 30 30 40 410 130 540 90 230 50 40 20 110
- SINGLE AGE (25 10 L N 10 420 450, 210 170 ' 20 10 10 ¢ 120
- COUPLES 10 $ 10 1 4 10 40 20 280 40 40 100 30 20 50
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ANNEX B

PRESS STORIES ABOUT THE EFFECTS OF THE REFORMS

1 Some stories have highlighted cases where the reduction in
benefit is in fact nothing to do with the reforms, or where a
mistake has been made

for example the two cases in today's Guardian,

Mrs Turnbull of Lancashire and Ms Richards of

Blaenau Ffestiniog. Mrs Turnbull's Supplementary Benefit
was withdrawn in March because of the capital value of
property but it should have been withdrawn 17 months
earlier. Ms Richards' benefit was also withdrawn because
of the capital value of property, but incorrectly, and it
has now been reinstated. Mrs Hughes of Telford had her
HB miscalculated by the Local Authority.

2 Other losses which have attracted attention have resulted from
specific aspects of the new schemes rather than structural changes
(and nothing to do with Housing Benefit)

for example, Mrs Godden of Bristol who lost over
£40 a week because of the new definition of full-time
work.

<5 The introduction of a capital cut-off for HB has inevitably
generated stories of losers - a letter in one newspaper reported an
anonymous 84 year old with £7,000 capital who now received no help
with his £50 rent and had a weekly income of only £41.

4, Housing Benefit Supplement - which was removed without
transitional protection - has also produced stories:

for example, the Guardian found Miss Williams of
Manchester who lost £5.10 a week and Mrs Thomas of
Tufnell Park who appears to have lost £13.
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Don’t they

want

to save!

widowed
mother, aged 94,
who still keeps
house for hersel

“at Hastings,
struggled all her life to
bring up & tunili on
the income O a
chauffeur-gardener.
Unknown to my {ather she
once pawned her wedding
ring to make ends meet.

G they invested
savings for old . Now

»eneiit mean that those
investments ..put her
parrowly over the £6000
capital income Lmit. As &
result, her previously

* yebated rates of £268 a year
- are being increased to

£651.

Surely the Government
should bave second
thoughts about penalising
thrift in this
way?—Patricia Kin
(Mrs), Monkleigh
Morden, Surrey.

@ IN reply to your corre-
spondent Mr Rimington, no

owagegammnudmd
cold if he loses his housing

benefit because be has
£10,000 invested. The

should be quite
enough to :élor increased
fuel bills.—G.W. Headon,
Birch Way, W

Hard times on

the horizon

ON 14 April my old age pen-
sion will be increased from
£39.50 to £41.15 when my sup-

: nlcmenury pension of £5.40

reduced by 35 pence.

Mrs Thatcher has said she

us

(]
wants everyone to stand on
Itbeu’ own feet but I suspect
\hnmnyo(us.notomyold
' age pensioners, will be on our
| knees because of these
* changes.—Henry Raymer, Av-
dley Road, Hendon.

14 APR 1968
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DYING WOMAN PAYS
PRICE OF TORY CUTS,
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From Poge 1

skire, told them: “You
seuld be able to live

8y ROGER TODD

ugbes, 57, arry,
bey Are &mong the Ars 56, are frantic about how

teo make their disability
* benefits meet the hage
increase.

But lecal DHESS eoffl-
¢lals at Telford, Shrep-

‘Tmtomez

r;ouhr_llbly emn your

¢ Mr and Mrs Hughes

Rt nmde‘auss ofﬂc':t
: areund country for
infermatien.
R T A At London’'s biggest
s - DHSS effice AtAn:“ny.
FRANTIC: Doreen

claimants

the words of

whe said:
“I'm at my wits’ end
te know how we're sup-
posed to survive.”

His wife Doreen, who
Bas had three heart valve

rations, has been told
is a terminal case.

As both are registered’
disabled, they draw
£132.10 a week in allow-
ances. Their eutgoings
amount to £125.46.

But now they are faced
with finding almost £25
more for their rent.

- @ Ruined — Poge 9.

Man
echoe

DESPAIR, desperation and destitu-
tion began yesterday for millions of
decent men ond women — and their

To make it worse, many didn‘t know the
full extent of what was happening. Or
why. Or who was responsible.

They said so in _colls to the Daily
Mirror. In anquished visits to over-
burdened DHHS offices. In inquiries to

odvice bureaux, charities and MPs.

Not since the means tests of the 1830s,
which forced unemployed families to sell
all but a few sticks of furniture before
they could get any benefit, has a British
Government taken away so much from
those who have 80 little.

Not since then has there been so much

"MIRROR COMMENT -

Soaking the poor

4

eonfusion, heartbreak and real fear. Not
without cause. The reduced social secu-
rity benefits lock up the ~<hronically
sick and disabled tighter and deeper in a
prison of poverty.

. Survive

AND deserted wives and abandoned
single parents. AND who have
spent a lifetime s2 for their old age
and a proper

AND the unemployed. AND those
trying to survive on subsistence woges.

Those in need aren't to be helped — or
heard. They are to be swept under the
Persian carpet at No 10.

What will the Tories do next? Open
privatised soup kitchens?
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 LEXPRES'S

“ories ready for
showdown over
enefit shake-up

uwmmmum&m

S e S b s S %

MPs are preparing for a
bitter showdown today in &
surprise debate over the
new social security laws.

‘- Labour are hell-bent on &
battle with the Government
and yesterday won the rare
prize of an emergency debate
on the subject.

Tory MPs are furious with
Speaker Bernard Weatherill for

~ granting the debate.

But Government

determined to come out fi ting and

turn the debate to their vantage.
They believe they can win the
argument and convince people the
changes will be an improvement by
eting benefits on those who
really need them.
Preliminary skirmishes took place
4n the House of Commons rdsy

yeste !
when Labour's social services

mk:smm Robin Cook demanded &
-hour set piece debate.
Labour MPs stood backing Mr
Cook, shouting across the dissident
Tories on the Government benches
to join them.

Minutes earlier there were furious
scenes which dominated the first

Prime Minister’s question time since _

the Easter recess.

Mrs Thatcher regeated! defended
the changes, often having &: shout to
make herself heard above the
uproar.

She spelled out how the Govern-

ment wanted to target the most help
to the most needy. those sick,
disabled, and low income familes
with children.

Pive times as many people would
be gainers as losers, she told MPs.

Labour leader Neil Kinnock rose
four times to challenge the Prime
Minister. He urged Mrs Thatcher to
allow more people to receive housing
benefit by raising the cut-off level for
savings from £6,000 to £10,000.

Mrs Thatcher retorted that more
would be sfent'ou‘iu geal tergnos and
more people using
benefit under the chan‘ge;s than in
1979 when the Tories took office.

Lectures

She told Mr Kinnock: “Inflation
under the Labour government
robbed people of their savings so we
will take no lectures from you.”

She said that if Labour had ever
been in the position to nd £46
billion on social security— e cost of
this yﬂ.r's ‘bill—they would have
Deen “ghouting it from the rooftops.”

He repeatedly
how she would advise the woman to
economise.

But Mrs Thatcher told him to refer
individusl cases to Social Services
Becretary John Moore.
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PENSIONES Pressure  must oe muuOns Of WOTK-  josers I the Dew SOCIal
roups claim that {ing mer, and women who security psyments, why
‘smillion elderly people would love to have £6.000 must fi always be pen-

with savings of at least inthe bank, but are never gjoners, the poor and

£6,000 _-J: m.%t have % likely to so —oanv-_uwpﬂow. sick?
y at least 20 per cent are paying the bi or wife and 1. old
1T rates le “!. better off than .Oo.:ﬂ_o:n;. vno.ca .-ﬂnnan
Well, why shouldn't mselves feceived 8 pension in-
they? Supplementary P. 4. Oborme, Rainham igvease of £320. bul we
benefit was supposed to IF as Mrs Thatcher says, have to pay @ rent and
help the poor. There there will be one million .gates increase of £6.11 for
. - - «. "®ur council house, giving



Slgnals the end of the Welfare State ,:; and the

inning ot nare for millions of people ;-
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CASE No.2.]

STATUS: Single porent, doughter aged 10. Pensioners

NAMES:
STATUS:

SUE is going 10 be at least £16 0 week worse BIL ond Murisl will hove to sell thelr
car. They con’t etierd to run it

off. She is.a -time office worker for the
NHS, taking £58 a week.
Umim.&n,mhsh&vl,la\dm,
holbeaimitbd'oﬂl.%owedhm
will receive just £13.81 0 week. has to

arongement
which wipes out speciol ollowonces and gives
cloimants time 10 odjust to the new roles.

= TOMORROW: Ruiried - the family thave £504 1

J
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HOUSING BENEFIT

I saw DHSS officials this afternoon to find out more about the
proposals Mr Moore 1is 1likely to put to the PM's meeting at
Chequers on Sunday. A draft paper will go to Mr Moore tonight,
and he will discuss it with his officials tomorrow (Saturday)
before sending it to the PM. The proposals are therefore subject

to any changes Mr Moore may want to make.

2. The proposals, with costings and the impact on the number of
losers, are listed at Annex A. I should stress that the costings
for some of the proposals are very rough, and Mr Moore's paper
should contain better estimates. The Opposition motion for
Wednesday's debate is at Annex B.

3. The proposals, as they stand, are:

*& i, A cut in the rent taper from 65% to 60%.

ii. A cut in the rates itaper from 20% to 15%.

iii. An increase in the capital limit from £6,000 to £8,000.

iv. Special help for single parents, by increasing their

N\
\d\‘ applicable amounts for HB purposes.
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v. Discretion for local authorities to provide transitional

help for big losers (perhaps over £5).

Subject to getting the local authorities' cooperation, all these

measures would take effect in June/July.

4. Clearly, a political judgment will have to be made about the
scale of the measures needed to defuse opposition to the reforms.
And DHSS have emphasised to me that their Ministers will not want
to be forced to make a further round of concessions in a few weeks

_time because the first round is judged inadequate. However, taken

’ together, their list of proposals looks excessive.

L 58 The total bill would be very roughly £200 million in 1988-89
and 1989-90. This might fall to perhaps £100 million in 1990-91,
if the transitional payments could be substantially reduced, and
allowing for the fact that we have already decided to cut the
rebate taper for the Community charge from 20 per cent to 15 per
cent. Once the new planning total is established, all of the
central government subsidy towards this expenditure will score as

public expenditure.

6. All this is on top of the £46 million we have already lost as
a result of the decision not to raise the rents taper next year
from 65 per cent to 70 per cent (this saving was already in the

DHSS baseline)

i I have made it clear to DHSS officials that we are quite
unconvinced of the need for additional expenditure of this order.
In particular, I passed on your strong doubts about further action
on the rents taper. And I also questioned whether special help
for single parents was really justified (though at a cost of £3 to
£15 million, this is not a major element in the total bill).

8. If the key objective 1is to look after the big losers, the
most effective combination is probably the discretionary scheme to
give transitional help, plus an increase in the capital limit.
These together might cost around £100 million; this would decline
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earnings, death, etc) took them off benefit and reduced the

transitional payments.

Transitional Help
9. DHSS are clear that it would be impossible to draw up regula-

tions entitling people to transitional protection for HB in the
same way as for Income Support and Family Credit. They therefore
propose';qﬁgivq_Local‘Authoritiesgdiscretion (within guidelinés)

“to spend up to a specified ceiling on dealing with claimants who

L

can demonstrate they have suffered large 1losses 1in entitlement,

cent of the benefit payments made under this special scheme,
instead of the usual 97 per cent;‘DHSS say this would be essential
to get the Authorities' cooperation in speedy implementation. The
cash ceiling for each Authority would be fixed as a percentage of

its overall HB allocation for the current year.

10. The scheme would deal only with people who have retained an
entitlement to HB under the reforms. Those who have lost it as a

result of the capital rule would not be covered.

11. One of the advantages of giving local authorities discretion
would be flexibility. 1In particular, they would be able to deal
with cases who have lost large amounts due to the abolition of
local schemes. LAs were spending nearly £50 million on these.
The resultant losers are not included in the wupdated Technical

Annex analysis of gainers and losers.

Capital Limit
12. Raising the capital 1limit to £8,000 would cost roughly £35
million in a full year. It would not go as far as the £10,000

suggested by the Opposition motion and by some Conservative back-
benchers. It would restore benefit entitlement to about 100,000
of the 150,000 or so who are thought to have lost it as a result
of the £6,000 limit.

13. Raising the limit to £8,000 would, however, still leave us
with around 50,000 heavy losers (ie over £5) who have larger



\' amounts of capital and are thus disentitled. Raising the limit to

£10,000 would take care of many of these, but the cost would rise
to £70 million.

Raising the Tapers
14. Neither of these are cost-effective in terms of eliminating

large 1losers. A 5 per cent cut in the rents taper would reduce
the losers of over £5 by only 10,000, and a cut in the rates taper

by a similar number.

15. DHSS told us they thought that Local Authorities would be
much readier to agree to the discretionary scheme if the govern-
ment was at the same time taking steps to ease the general rules.
This was an important part of their case for action on the tapers.

16. Their other argument is that reducing the tapers eases the

poverty trap and will please Lord Young and Mr Ridley.

17. We have rejected both these points. The Local Authorities
might have to be offered 100 per cent reimbursement to get their
cooperation. But adding to their permanent caseload, by reducing
the tapers, seems an odd way of persuading them. On the poverty
trap, the fact is that a 5 per cent cut in the HB tapers would
make very little difference to the MTRs. Much more drastic reduc-
tions would be needed for this purpose, and that is clearly off-

limits.

Conclusions
18. The transitional scheme and an increase in the capital 1limit

look the best combination for reducing the number of big losers
(from 270,000 to 50,000 if the limit is raised to £8,000). But it
would not eliminate them completely. A larger increase in the
capital limit would be necessary to make further large reductions

in the number of big losers. The taper reductions and the help
for single parents would not help for this purpose.

19. Further work will be needed on the details of the
transitional scheme. In particular, the Treasury would have to



’ agree on the total amount of money available. The basis for fix-
ing the cash ceilings in each Local Authority and for reducing the
amounts in later years will also have to be agreed. Whether we
should allow Local Authorities to offset large losses in full also
has to be decided; equity with small losers points to 1less than

full compensation.

e

J P MCINTYRE
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. COSTS OF HOUSING BENEFIT PACKAGE

88-89 89-90

Decisions already taken

CC TAPER - 15

RENTS TAPER ~ 46
70 TO 65 IN 89-90

total - 61

New Proposals (assumes start Summer 1988)

RENT TAPER 40 46
65-60
RATES TAPER 70 70
20-15
CAPITAL RULE 30 35
HB LONE PARENT 3 4

PREMIUM £12

HARD CASES (IS) 2 2
TRANSITIONAL 50 30
PROTECTION

ADMIN 10 6
new proposals total 205 193
grand total 205 254
1 Over £5

Annex A

REDUCTION IN

90-91 | LOSERS  HEAVY'
LOSERS
130 = o
46 - =
176
46 120 10
ud 150 10
35 100 100
4 50 20
2 i %
* *
20 120 120
4
111 500 220
287 500 220

* Includes losers who would be helped by taper cuts

and lone

parent premium.
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ANNEX B

OPPOSITION MOTION: WEDNESDAY 27 APRIL

Neil Kinnock
Roy Hattersley
Robin Cook
Margaret Beckett
Harriet Harman
Clive Soley

That this House expresses its concern at the evidence of the
hardship caused by the recent changes in Housing Benefit to many
individuals, particularly pensioners with property which is for
sale but has not been sold, modest savings of small occupational
or disability pensions; recognises that Her Majesty's Government
may not have fully appreciated this degree of hardship in framing
the new regulations and calls upon Her Majesty's Government to
raise the capital disregard so that no-one with less than £10,000
in capital assets loses Housing Benefit and to relax the taper by
which Housing Benefit 1is reduced for claimants with any income

above the poverty line.
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The results are now available for the quarter ending March 1989
from the housing market questionnaire undertaken by the Royal
Institution of Chartered Surveyors. The attached chart includes
the latest figures, and shows an overall picture very similar to

the results from the four previous surveys.

2. A total of 155 agents contributed, and the following
breakdown shows the percentage of agents reporting in each of the

categories:-

% %
i. very much higher (approx 8% or more) 3.0 (3.6)
ii. much higher (approx. 5%) 10.8 (10.4)
iii.slightly higher (approx. 2%) 15.9 (18.1)
iv. the same 18 2 ;48.8 (kL) 1) Cs
v. lower B Al (16.9) ‘

The results of the previous survey, for the 3 months ending in
February 1989, are shown in brackets..

3. The South East region was the one highlighted this time on
the rotating survey of the regions. There were 27 agents who
contributed to this special survey, but the breakdown of responses
shows a very different pattern from the nationwide figures. There
were no reports of prices having increased over the previous three
months, and a third reported lower prices. Two thirds of
respondents indicated static prices. The evidence from the South
East is that vendors are having to reduce their asking prices to

obtain any chance of a sale.



UNCLASSIFIED

4. I also attach the updated charts you requested on a regular
basis which compare my computed RICS index of house prices with
the Halifax index (Chart A) and the Department of the Environment

approvals and completions indices (Charts B and C).

RUTH KOSMIN

UNCLASSIFIED
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CHART A

RICS INDEX

(12 MONTH PERCENTAGE CHANGES)

HALIFAX INDEX

RICS SERIES
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SERIES

40

HALIFAX

INDEX

1984 -1989

RICS SERIES AS IN TABLE 1

(November 1978 = 100)



CHART B

RICS INDEX

(12 MONTH PERCENTAGE CHANGES)

DOE APPROVALS

RICS SERIES

RICS
SERIES

40
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1980 - 1989
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CHART C

RICS INDEX

(12 MONTH PERCENTAGE CHANGES)

DOE COMPLETIONS

RICS SERIES

RICS
SERIES

40

COMP

1880 - 1989

RICS SERIES AS IN TABLE 1
(November 1978 = 100)
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Prime Minister
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HOUSING BENEFIT

John Major and I have been considering how we might take forward
our agreement on Sunday that we should provide protection mainly
on a transitional basis for those losing from the housing benefit
changes. The elements we have looked at (summarised in the

Annex) are as follows:

* an increase in the capital 1limit for housing benefit only
from £6,000 to £8,000. This . wilil¥ cost'#£30ms Tt fwridl

remove 100,000 losers (mostly over £5).

* a decrease in the rates taper from 20% to 15% (i.e. bringing
forward the community charge change). This will cost £80m
a year for two years. 3 million people will gain small

amounts: there will be a marginal effect on losers.

* a decrease in the rent taper from 65% to 60%. This will:
cost g£46m. Around 2 million people will gain and there
will be 120,000 fewer losers (10,000 who now lose over £5).

* A transitional scheme to make good housing benefit losses in
excess of £3 for pensioners, the disabled and families with

children (including lone parents) except those arising from:

- capital over £8,000

- the requirement to pay 20% rates

- rent and rates increase operating from the beginning of
April or later (these not strictly losses but gains

foregone).



To make the scheme manageable we would propose to operate on
a 50p minimum payment i.e. no payment until the loss reaches
£3.50 but then the whole 50p is met. Around 185,000 people
(250,000 if we do not do the rent and rates taper) would be
protected. The benefit cost would be of the order of £45m
in 1988/89 (£55m without the rent and rates taper) and the
administrative cost up to £20m, nearly half the benefit
cost: Such a scheme could be run by my Department through
a central unit (to avoid disrupting local offices) - the
front runner for location at the moment would be Glasgow or
East Kilbride. Transitional protection would be phased out
as individuals' circumstances changed and benefits were

uprated.

The capital 1limit and rent and rates taper will need to be
changed by regulations and local authorities given a reasonable
time to implement them. We would bring forward the (negative)
regulations as soon as the consultation required by statute with
local authorities had been completed, and they might be effective

in June or July.

The transitional scheme would need to be run extra-statutorily at
any rate at the start - there are no longer any powers in main
legislation which would enable us to run such .a scheme. TE
would be unusual to run a scheme on this scale for several years
with no statutory backing and the Treasury advise that the normal
conventions would require primary legislation in due course. But
this would give rise to a resurgence of the discussion of the
structural changes and hence would be best avoided.

The transitional arrangements will deal with the losses to the
relevant groups which have occurred since 1lst April. When the
changes to the tapers and the capital 1limit are introduced in
June or July the cash protection will then be adjusted to take
this into account. This and the time it would inevitably take to
set up a new organisation means that it would be June/July before
it would be fully operative. This should not cause any problems

7,



for rent and rates rebates where local authorities could be asked
to defer taking any action over people in difficulties with
meeting their commitments, but earlier action would be necessary
for some private tenants. So we would hope to get the nucleus
of an organisation through which urgent cases could be chanelled

set up very quickly.

Even if all the elements of the package are implemented, there
will still be a number of people with significant losses. There
will be 1/4 million people with capital over £8,000 who will have
lost all entitlement to benefit (losing £5 a week on average).
And many people qualifying for tranéitional protection will still
face a sharp drop in disposable income because of increases in
rent or 1liability to 20% of rates. These aspects will need

careful explanation and handling.

I see the package as containing three elements, all in my view
absolutely essential. First we protect the hard cases, which
are worrying so many of our supporters, through the transitional
scheme. Second as we reluctantly agreed at Chequers, we have to
move on the capital rule - this gives a significant amount of
help, but to a small group of people. Third we have to tackle
the tapers, which are the cause of 1losses right across the
spectrum. I know the Chief Secretary has doubts about this
third element but without it our package helps only a few hundred
thousand people. We would not meet the anxieties now being so
widely expressed and housing benefit would continue to be a
running sore. Because the transitional scheme can be run at a
lower cost than we had originally envisaged, my proposal can be
contained within the financial parameters of our discussion at

Chequers.



The Chief Secretary believes the core package set out in the
Annex would be the best means of meeting the political need for
action on the capital 1limit while also helping those most
severely affected by other aspects of the Housing Benefit
reforms. He does not believe that additional expenditure of £126
million on reducing the rents and rates tapers would be a cost-
effective means of meeting the government's objectives. This
would produce an average gain of around 60p per week. This would
not be well-targetted, since our main concerns have been the big

losers from the capital cut-off and the 1local discretionary

schemes.

However, the Chief Secretary would be prepared to accept a more
generous transitional scheme in order to bring the total benefit
cost up to around £100 million, which would be more effective in
presentational terms. This could be done by lowering the
threshold for the transitional scheme to £2.50.

The Chief Secretary is also concerned at the potential
administration costs of the central unit which would be set up to
run the transitional scheme; this will need further scrutiny.
But he believes nevertheless that this would be a better
mechanism for delivering the scheme than the Local Authgrities.

il / Va4
[ M

26 April 1988



ANNEX
. Areas discussed at Chequers
Capital to £8,000 £30m
Transitional scheme £100m
Rates taper to 15% £80m (2 years only)
Total - £210m (with inclusion of

reduction of rent taper
to 60% (g£46m), total

£256m)
DHSS preferred package
Capital -to £8,000 £30m RTGE
Transitional scheme :
(3. F logers - £45m
185,000 people)
Rates taper £80m (2 years only)
Rent taper g£46m
. Total £201m

Treasury core package

Capital to £8,000 £30m

Transitional scheme
(£3 + losers -
250,000 people) £55m*

Total £85m

*No reduction through effect of lower rent and rates taper

Administration costs extra for all packages. Transitional scheme
(at £45m level) run through local authorities might cost £20m.
DHSS ¢ irun: . >scheme* also . .costs' around- . £20m -2(€5m: for ilocal
authorities) but benefit costs more tightly: = controlled.
Administration costs for larger (£55m) scheme around £5m more in

both cases.
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ohn Major and I have been considering how we might take forward

our agreement on Sunday that we should provide protection mainly

on a transitional basis for those losing from the housing benefit

changes. The elements we have looked at (summarised in the

Annex) are as follows:

*

an increase in the capital 1limit for housing benefit only
from £6,000 to £8,000. This will cost £30m. It 'wilil
remove 100,000 losers (mostly over £5).

a decrease in the rates taper from 20% to 15% (i.e. bringing
forward the community charge change). This will cost £80m
for two years. 3 million people will gain small amounts:

there will be a marginal effect on losers.

* a decrease in the rent taper from 65% to 60%. This will

cost £46m. Around 2 million people will gain and there
will be 120,000 fewer losers (10,000 who now lose over £5).

* A transitional scheme to make good housing benefit losses in

excess of £3 for pensioners, the disabled and families with

children (including lone parents) except those arising from:

% capital ovexr . £8,000

- the requirement to pay 20% rates

- rent and rates increase operating from the beginning of
April or 1later (these not strictly 1losses but gains

foregone).

To make the scheme manageable we would proposc to operate on
a 50p minimum payment i.e. no payment until the loss reaches
£3.50 but then the whole 50p is met. Around 185,000 people
(250,000 if we do not do the rent and rates taper) would be
protected. The benefit cost would be of the order of £45m
in 1988/89 (£55m without the rent and rates taper) and the
administrative cost up to £20m, nearly half the benefit cost.

a year



Such a scheme could be run by my Department through a
central unit (to avoid disrupting local offices) - the front
. runner for location at the moment would be Glasgow or East
Kilbride. Transitional protection would be phased out as
individuals' circumstances changed and Dbenefits were
circumstances changed and benefits were uprated.

The capital 1limit and rent and rates taper will need to be
changed by regulations and local authorities given a reasonable
time to implement them. We would bring forward the (negative)
regulations as soon as the consultation required by statute with
local authorities had been completed, and they might be effective

in June or July.

The transitional scheme would need to be run extra-statutorily at
any rate at the start - there are no longer any powers in main
legislation which would enable us to run such a scheme. Tt
would be unusual to run a scheme on this scale for several years
with no statutory backing and the Treasury advise that the normal
conventions would require primary legislation in due course. But
this would give rise to a resurgence of the discussion of the

structural changes and hence would be best avoided.

The transitional arrangements will deal with the losses to the
relevant groups which have occurred since 1lst April. When the
changes to the tapers and the capital limit are introduced in
June or July the cash protection will then be adjusted to take
this into account. This and the time it would inevitably take to
set up a new organisation means that it would be June/July before
it would be fully operative. This should not cause any problems
for rent and rates rebates where local authorities could be asked
to defer taking any action over people in difficulties with
meeting their commitments, but earlier action would be necessary
for some private tenants. So we would hope to get the nucleus
of an organisation through which urgent cases could be chanelled
set up very quickly.

WA



Even if all the elements of the package are implemented, there
will still be a number of people with significant losses. There
.will be 1/4 million people with capital over £8,000 who will have
lost all entitlement to benefit (losing £5 a week on average).
And many people qualifying for transitional protection will still
face a sharp drop in disposable income because of increases in
rent or 1liability to 20% of rates. These aspects will need

careful explanation and handling.

[I believe that the package taken as a whole would be sufficient
to contain the political problems, but that we shall remain
politically exposed if we do anything less.]



ANNEX

‘:reas discussed at Chequers

Capital to £8,000 £30m
Transitional scheme £100m
Rates taper to 15% £80m (2 years only)
[Rent taper to 60% g46m]
Total £256m [£210]

DHSS preferred package

Capital to £8,000 £30m
Transitional scheme
(£3 + losers - £45m
185,000 people)
Rates taper £80m (2 years only)
Rent taper £46m
: Total £201m

Treasury core package

Capital to £8,000 £30m
Transitional scheme

(£3 + losers -

250,000 people) £55m¥*

Total £85m
*No reduction through effect of lower rent and rates taper

Administration costs extra for all packages. Transitional
scheme run through local authorities might cost £20m. NDHSS run
scheme also costs up to £20m (£5m for local authorities) but
benefit costs more tightly controlled.
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HOUSING BENEFIT

You asked three questions in advance of this evening's further

meeting at No.10. The answers are below.

2. You should also know that DHSS officials have given me the
package of proposals to deal with hard cases arising from the
change to Income Support. They will cost £3-4 million this year,
falling to nearer £2 million later. This is small beer in
relation to the HB changes. But it includes a proposal to allow
the value of unoccupied property to be disregarded for up to six
months (and longer, if there are real difficulties in selling).
This will deal with the Williams and similar cases which have been
raised. Taken together, Mr Moore should be able to make something
of these concessions and avoid the need for going further on HB.

i Does withdrawal of HB begin at a lower level of income
under the new system than under the old?

3, The answer is yes. As you know, the old HB system had its
own set of needs allowances for ‘"standard" cases ie those
people not on Supplementary Benefit and not therefore
automatically entitled to benefit equal to 100 per cent of
rent and rates. Under the reforms, the allowances are now
the same as the personal allowances to which people are
entitled under Incom¢ Support. This is part of the
alignment. As Mr Portes' attached note shows, the new
personal allowances are lower than the needs allowances of



the old HB scheme so that the income tapers begin to withdraw

rent and rates assistance at lower levels of income.

Mr Moore may argue that this is saving considerable public

expenditure and justifies softer income tapers.

It is true that if the personal allowances were raised
throughout the new system (as they would have to be) to the
levels of the old HB needs allowances, this would indeed be
expensive. But that does not justify softer tapers under the

new system. The old and the new HB systems need to be
considered as a whole. The lower thresholds for withdrawal

and the sharper tapers of the new system must be seen

alongside:

: the 100 per cent compensation for rent increases which
was not available under the old system to those with

incomes above Supplementary Benefit, and

ii. the fact that 100 per cent of rents are now eligible for
assistance.
latter
As Mr Portes' example shows, thex may largely offset the

impact of the lower personal allowances.

ii. Do Income Support claimants have transitional protection

in terms of their Housing Benefit?

Those on Income Support are given 100 per cent of their rents
and 80 per cent rate rebates. They are compensated in full
for any rent increase. So there can be no loss arising on
rents. What is new, compared with the old system, is the
minimum 20 per cent rates contribution for which £1.30 (or £1
for singles under 25) has been added to Income Support (the
forecast average for those on Income Support). In cases
where the rates contribution is above the average, those on

Income Support will be worse off.
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iii. What are the costs of the proposed transitional scheme
at different minimum amounts of loss?

Minimum Loss (£) Cost (£m) No. of Claimants
[3.00 55 250,000
2.50 787 b6 335,000
2.00 sg 420,000

I am afraid we have no figures for thresholds below £2.
Given current pressures on DHSS (and the huge administrative
problems that would arise from a scheme starting belpw £2) I )
X not yeb received,
have not pressed for them to be provided. The new estlmatesA
for £2 and £2.50 are the result of further modelling work

today by DHSS.
As you know, if we have a rule that no-one is compensated for

less than a 50p loss, a £3 threshold would mean an effective

start to the transitional scheme at £3.50.

s

J P MCINTYRE



FROM: J D PORTES
Date: 26 April 1988
CHIEF SECRETARY

HOUSING BENEFIT

You asked for a brief explanation of the different thresholds
above which the tapers operate under the old and new Housing

Benefit (HB) schemes.

2. Under the old scheme, there were two different varieties of
HB. Certificated HB covered those on Supplementary Benefit (SB),
who got all their rent and rates paid. For these people, there is
little new in the new scheme, apart from the 20 per cent rates
contribution. However, those not on SB (even if their income was
at SB level) got 'Standard' HB. This was calculated by taking the
difference between their income and the 'needs allowance', and

applying the taper, as in the new scheme. The differences are

- the 'needs allowance' was no: the same as the SB level,

whereas in the new scheme the 'applicable amount' is the IS level.

- the amount of HB payable if the needs allowance was exactly
equal to income was only 60 per cent of rent, whereas under the

new scheme it is 100 per cent.

- it was possible for someone to have income below the needs
allowance, because the needs allowance was above SB. If this
occurred, a 'reverse taper' operated to increase benefit

entitlement. This is no longer possible.

- it was possible for someone on HB to end up with less income
than the SB level, because of the 60 per cent rule above. They
could then claim Housing Benefit Supplement to make up the

difference.

4. 1In general the needs allowances were substantially greater
than the IS applicable amount. However this difference is largely
compensated for by making all rent eligible for benefit instead of

just 60 per cent.



5. It is hence difficult to attribute losses to any specific part
of the new scheme, like the applicable amounts or the tapers; the
old scheme was so horrendously complicated that the change must be

viewed as a whole.

6. I attach a table showing needs allowances and applicable

amounts, and also an example (provided by DHSS).

JUKL

J D PORTES



1 i b e B B S e

Needs allowance

(old scheme)

Single person

Lone Parent

Lone Parent premium

Couple

Family Premium

Child under 11

Child 11-15

These allowances are
child under 11:

0ld scheme

Lone parent £72:15
Child under 11 £14.75

<90

15

+15

15

£14.75

additive;

Applicable amount

(new scheme)

£33.40

£33.40

£8.60

£51.45

£6.15

£10.75

£16.10

e.g. take lone parent with one

New scheme

Lone parent £33.40
Lone parent premium £8.60
Family Premium £6:15
Child under 11 £10.95

£58.90

[Both schemes also contain disregards - income which is ignored

for HB purposes.]



Example

Lone parent, one child under 11, with income of £48, paying
average rent of £17.10 and average rates of £7.20.

0ld Scheme New scheme

Income £48.00 Income £48.00

CB £1w25 CB £7.25

OPB £4.70 OPB £4.90

Total £59.95 Total £60.15

Needs allowance (see above) Applicable amount (see above)
£86.90 £58.90

Income is below needs allowance Income is above applicable
by £26.95 amount by £1.25

60% rent and rates is £14.58 100% of rent + 80 per cent of

rates is £22.86

Applying 25% reverse rent taper to Applying 65% rent taper to
£26.95 gives £6.74 £1.25 gives £0.81

Applying 8% reverse rates taper to Applying 20% rates taper to

£26.95 gives £2.16 £1.25 gives £0.25
Total HB is £14.58 Total HB is £22.86
+£6.74 -£0.81
+£2.16 -£0.25
£23.48 £21.80

This example is oversimplified; takes no account of disregards
(application of which depends on the source of income) nor of
differences between gross and net income. However I include it
because a) it demonstrates how the effect of the lower needs
allowances under the new scheme are largely offset by making 100
per cent of rent eligible for benefit and b) the loss shown of
£1.68 is about the average HB loss of £1.75 per week.
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HOUSE PRICES: RICS SURVEY

Further to my minute of 25 April 1989, I wunderstand that you
requested Chart A to be extended further back to 1980 since you
were interested in the movements of the Halifax house price index

for the earlier period.

25 Unfortunately, the mix-adjusted monthly Halifax index used in
Chart A is not available prior to January 1983. The most useful
alternative source for a long run of mix-adjusted house price data
is provided by the Nationwide-Anglia Building Society, but this is
produced quarterly and not monthly.

3. This quarterly series has been published since the mid
1950's, and is well respected and used widely for the analysis of
house price movements. However, the Nationwide-Anglia in

conjunction with Mike Fleming and Joe Nellis (both leading housing
experts) have just published a new index which they claim has
greatly refined their earlier quarterly index. So far, they have
released figures for this new series from 1983Q1 to 1989Ql. They
are still working on the full back series, but the data will not
be available for at least another two or three weeks.

4. Whilst working on the new series, they have not updated the
earlier series which is available only up to 198804 and not
1989Q1. However, to consider the period from 1980 the earlier

series has had to be used and the attached Chart 1 shows the
12 month percentage changes of this quarterly index up to the end
of 1988.
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UNCLASSIFIED
L H Chart 2 graphs the house price index from Chart 1 against the
RICS ‘'constructed' index. The RICS index used in my minute of

25 April has been adjusted by simple averaging from a monthly to a
quarterly basis for comparison with the Nationwide-Anglia data.

Rtk Kosmn

RUTH KOSMIN



CHART 1

NATIONWIDE ANGLIA HOUSE PRICE INDEX
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RICS INDEX
o

RICS INDEX
COMPARISON WITH NATIONWIDE ANGLIA INDEX

(12 MONTH PERCENTAGE CHANGES)
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CHART 2

RICS
INDEX

NW INDEX

RICS INDEX AS IN PREVIOUS CHART A (MINUTE OF 25 APRIL 1989).’ ADJUSTED FROM MONTHLY TO QUARTERLY DATA BY AVERAGING

NATIONWIDE ANGLIA INDEX (1973Q4 = 100)
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FROM: SARAH COWX
DATE: 28 April 1989

?

MS KOSMIN (FIM2)

HOUSE PRICES: RICS SURVEY

The Chancellor was grateful for your minute of 27 April 1989.

e lie

SARAH COWX
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