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WHITEHALL, LONDON SWIA 2AT

}2?53 August 1986
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COMMUNITY CHARGE - WITHHOLDING SERVICES

Thank you for your letter of 29 July about the possibility that access to local
authority services might be limited to those registered for the community charge.
I am grateful also for the views of Nick Edwards, Norman Tebbit, John MacGregor
and Malcolm Rifkind.

I accept your judgement that it would be impracticable to make registration for
the community charge a prerequisite for the provision of local authority services.
I agree that we should instead encourage local authorities to check that those
using local services are registered for the community charge, possibly backed

up by some form of duty on the local authority or the registration officer to
take all reassonable steps to maintain a comprehensive register. You and

Malcolm Rifkind may take it that you have the authority of E(LF) to proceed

on this basis.

I am copying this letter to the Prime Minister, members of E(LF) and to

Sir Robert Armstrong.

A

W B

The Rt Hon Nicholas Ridley MP
Secretary of State
Department of the Environment
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COMMUNITY CHARGE - WITHHOLDING SERVICES FRO* THOSE NOT REGISTERED

| August 1986

Nicholas Ridley wrote to you on 29 V; 4 about the possibility of limiting access

to the local authority services to those registered for the community charge. I
have also seen Malcolm Rifkind's letter of 4 August and the one from Norman Tebbit's
office of 5 August on the same subject.

I agree with Nicholas Ridley that, upon examination, the practical problems of the
course suggested in E(LF) on 3 July make it too difficult to be worth pursuing. It
could in any case only be applied to a limited number of services and we would run
the risk that the coomunity charge could be seen as a tax on those services alone
rather than upon the whole 'spread of local authority activity. In extreme cases,
individuals may choose to forego those services rather than pay the charge. There
would also be presentational problems in defending what would be interpreted as a
Draconian measure needed to make the community charge register work.

I very much prefer the system of checking to see if those using the services are
actually on the register, which could be operated more simply and over a wider range
of services. As long as the people who should be on the register are identified,

it does not really matter whether this is done before or after they make use of any
particular service. But I do not go along with Norman Tebbit's view that authorities
should have a duty to check. It is in an authority's interests to act in such a way,
since this would help to maximise the tax base from which some of its own income
would be derived. Where an authority is not disposed to make checks on those using
services the problem is more likely to be its general attitude to the function of the
register, rather than a specific objection to making such checks; this may be

better taken care of by giving them a more general fiduciary duty to take all
reasonable steps to establish and maintain the register as comprehensively as
possible.

I favour the 'season ticket' proposal to encourage people to register and think
that this could.perhaps be taken a stage further; it would be simple to operate

an incentive scheme for registration whereby those who appear on the register for
the first time received a booklet of vouchers allowing them a number of discounts,
or even exemptions, on charges for local authority services such as leisure centres,

car ks, bus services or concerts.
b

I am copying this to other members of E(LF) and to Sir Robert Armstrong.

The Rt Hon The Viscount Whitelaw CH MC
Lord President of the Council

Privy Council Office

Whitehall

LONDON

SWl

C—~
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Treasury Chambers, Parliament Street, SVVlP:SA(zAPX

Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB e August 1986

ébng SEcttﬁy S)r &kﬂl,
-"T‘l "'ﬁi,
Thank you for copying to me your letter of 29 July to Willie

Whitelaw. 1' “have also. seen’' Malcolm Rifkind's.  letter of
4 August.

I am content with what you propose. Our aim is to get the
community charge register as complete as possible. But at
the same time we must have a system that is credible, operable
and will not overburden 1local authorities with
excessive administration. E . am’ ‘sure  that -your “approach,
of granting concessions and discounts to registered residents,
and initiating a canvass whenever someone does not appear
to be registered in some local authority, is the best way
forward.

I am copying this letter to the Prime Minister,
Willie Whitelaw, other members of E(LF) and to Sir Robert
Armstrong.

jﬂnuc 9&44:£tj'

I

JOHN MacGREGOR

(Appovect by . Cluif Secreveny

cuAlaHUund n~hx:¢aboe~aé>
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Chancellor of the Duchy of Lancaster
Tel Nos 233 3299
7471

5 August 1986

Brian Leonard Esqg

Principal Private Secretary to the
Secretary of State for the Environment

Department of the Environment

2 Marsham Street

LONDON

SW1
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COMMUNITY CHARGE - WITHHOLDING SERVICES FOR THOSE NOT REGISTERED
1'1‘ all¥

The Chancellor of the Duchy has seen a copy of your Secretary of

State's letter of 29 July to the Lord President.

The Chancellor accepts that the difficulties associated with many
services would make it impossible to frame a statutory provision
that access to local authority services should be withheld from
those not registered for the community charge.

The Chancellor would, however, agree with the Secretary of State
for Scotland that access to local authority services can be a
valuable aid to the enforcement of the community charge. The
Chancellor therefore agrees that there is scope for using the
register to provide easier, or cheaper, access to certain services
for those registered and, conversely, to check the register when
some services are used. Indeed, the Chancellor wonders whether the
latter aspect may be backed up by a statutory duty upon authorities
to take reasonable steps to ensure that those persons in receipt of
their services on the basis of a residential qualification are also
registered for a payment of the community charge.

I would be grateful if this could be considered.

I am sending a copy of this letter to the private secretaries to
members of E(LF) and to Michael Stark (Cabinet Office).

s

ANDREW LANSLEY
Private Secretary

o
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The Rt Hon The Viscount Whitelaw CH MC e&(\ QV\
Lord President of the Council

Privy Council Office
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COMMUNITY CHARGE - WITHHOLDING SERVICES FROM THOSE NOT

REGISTERED
Nicholas Ridley wrote to you on ZMbout the suggestion made at

E(LF) on 3 July that access to loc authority services might be limited
to those registered for the community charge.

We have always envisaged that records of the use of local authority
services would be a valuable source of information for checking and
updating the register. The fact that such checks were made would, as
suggested at E(LF), be an aid to enforcement. But I agree with
Nicholas Ridley that to make registration for the community charge a
prerequisite for the provision of local authority services would cause
very serious practical problems as well as raising difficulties about
emergency services or those which local authorities have a statutory
duty to provide.

I am copying this letter Nicholas Ridley, other members of E(LF) and
Sir Robert Armstrong. ) P

LRl ¢

MALCOLM RIFKIND

H0401203.076
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Lord President of the Council

Privy Council Office

Whitehall

LONDON & :

SWl - 29 July 1986

The Rt Hon The Viscount Whitelaw CH MC Y&Qg%(\,
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COMMUNITY CHARGE - WITHHOLDING SERVICES FROM THOSE NOT REGISTERED

E(LF) on 3 July touched on the possibility that access to local
authority services might be limited to those registered for the
community charge.

Such an approach has attractions as a way of discouraging people
from attempting to avoid being registered for the community
charge. But it would be extremely difficult to frame the

slati needed toc give effzect tc it. Tc begin with, such a

requirement could not include those services that are provided
communally, such as parks, highways and refuse disposal. We would
also need:

- to provide an exclusion for emergency services, such as
police and fire, and for some social services like taking
children into care;

- to make clear how this requirement related to the duty to
provide certain services (like primary and secondary
education);

- to decide what to do about services such as swimming
pools, where a policy of refusing admission to those not
registered would require names to be checked at the entrance
against a copy of the community charge register, or the use
of identity cards.

Even if we could overcome these difficulties their would still be
the problem that some people wishing to use local services will
quite legitimately not appear on the register there. They may be:

- people visiting a holiday area, or staying with friends or
relatives, or working in an area like Westminster or the
City; all these people will be registered elsewhere;

- people living in property liable for the collective
community charge, who will be paying the community charge to
their landlords with the rent, rather than being individually

registered with the local authority.




This suggests to me that, rather than attempting to prevent those
who are not registered from making use of local services, the
emphasis should be on encouraging registration by making it known
that, whenever use is made of local services, the community charge
register may be checked and names will be added if they do not
already appear there and it appears they should.

In some cases, especially where the service is a one-off (like
putting someone on the waiting list for a council house, or
applying for financial assistance of some kind) it may be possible
to check the community charge register before the service is
provided. In other cases, simply to prevent long queues
developing, that checking will take place later. But the outcome
will be the same: names and addresses will be checked against the
community charge register and, subject to any further enquiries
that may be needed (for example where someone claims to live in a
property that is liable for the collective charge) and the
proposed right of appeal, the authority would add to the register
anyone whose name did not already appear and send them a community
charge bill.

To back up this approach, we also need to encourage authorities to
operate 'season ticket' schemes; and provide enabling powers if
necessary. Such season tickets would give access, at reduced
rates, to local facilities such as leisure centres or evening
classes. They would be available free of charge from the authority
to those who were registered for the community charge, or who

could show that they lived in property liable for the collective
charge.

Subject to colleagues' views, I would be grateful for your
agreement that we should adopt the approach set out in this
letter, rather than attempting to devise a scheme for withholding
services from those not registered for the community charge.

1 am copying this letter to other members of E(LF) and to Sir

Robert Armstrong.

NICHOLAS RIDLEY




‘WYDDFA GYMREIG AV A% e " WELSH OFFICE
GWYDYR HOUSE & s GWYDYR HOUSE
WHITEHALL LONDON SWIA 2ER : WHITEHALL LONDON SWI1A 2ER
Tel. 01-233 3000 (Switsfwrdd) Tel. 01-233 3000 (Switchboard)

01-233 6106 (Llinell Union) - 01-233 6106 (pjrect Line)

Oddi wrth Ysgrifennydd Gwladol Cymru The Rt Hon Nicholas Edwards MPp From The Secretary of State for Wales

q July 1986

CONFIDENTIAL
\'/L SN N (SQQ 2y

E(LF)86 (1) : OPERATION OF THE OGW TIED HOUSES
You copied to me your letter of June to Malcolm Rifkind.

&4

The philosophy of the Green Paper is that the community charge should apply
to as many people as possible. Living in tied accommodation does not seem
to me adequate grounds for a dispensation. I, therefore, agree with you
that such tenants should be liable to pay the community charge.

Whether or not they should still receive some tax concession seems less
clear cut. The present relief applies to the whole rates bill. It is,
therefore, something rather more generous than just an acknowledgement of
the above average costs arising from living in a particular property. It
could be argued that this is as justified under the personal community
charge as it was under the property-based rates. Moreover, there will
still be additional costs arising from moves between areas - the clergyman
who is transferred from rural Wales to London for example.

Perhaps the best approach would be to assume for the present there will not
be any tax exemption but to leave open the possibility of reviewing this if
the employers involved and/or their employees put forward a sufficiently
strong case during consultation. Part of that case would, of course,
involve demonstrating how the line could be held at exemptions from
community charge for the existing beneficiaries and their spouses without
spilling over to other people or other personal bills.

I am copying this letter to members of E(LF) and to Sir Robert Armstrong.

The Rt Hon John MacGregor OBE MP
Chief Secretary to the Treasury
Treasury Chambers

Parliament Street

LONDON

SW1P 3AG
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THE RT. HON. LORD HAILSHAM OF ST. MARYLEBONE, C.H., F.R.S., D.C.L.

HOUSE OF LORDS,
LONDON SWI1A 0PW

RESTRICTED

3 July 1986

The Right Honourable
The Lord President of the Council
Privy Council Office
Whitehall
LONDON
SW1

’\9 deay w{llie-.

Since my letter of .l /1y, to Malcolm Rifkind, -I have seen
Douglas Hurd's letter of 30 June to you.

Paying for Local Government

As you know, my letter cof 1 July was primarily concerned with
potential pressures on and resource implications for the court
service in England and Wales. Nevertheless, I very much agree
with the points of principle Douglas makes. In particular, we
would be open to severe criticism for allowing forgetfulness or
incempetence to result in criminal records for large numbers of
people who would not generally be thought to be morally culpeble.

In my view the income tax and VAT model shculd therefore be
carefully examined.

I copy to members of E(LF), the Attorney General and Sir Rcbert

Armstrong.
jvs:

ARYLEBONE CH, FRS, DCL

LORD HAILGITAM OF ST. M
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THaE RT. HON. LORD HAILSHAM OF ST. MARYLEBONE, C.H., F.R.S., D.C.L.

HOUSE OF LORDS,
LONDON SW1A 0PW

CONFIDENTIAL 1 July 1986

The Right Honourable
The Secretary of State
for Scotland

Dover House
Whitehall
LONDON \\[W

SW1A 2AU

Dear Melolue:

Paying for Local Government

I have seen ycur paper E(LF)Baﬁ. My departmental concern on
this subject lies in the arrangements for definition of liabili<y
and subsequent enforcement. I raise the matter now, in advance
of the meeting of E(LF) on 3 July, because eventual decisions
about England and Wales will inevitably be influenced by those

taken in relation to Scotland.

In my view it is important to limit as far as possible the impact
on the courts of the sanctions supporting the obligations
proposed. The potential volume of infringements is very great.
A duty on individuals to register themselves or to ensure their
own registration would cover the whole adult population.
Alternatively, the number of "responsible persons" who might be
obliged to provide informaticn would itself be a high proportion
of the total adult population. I bear in mind too that much
will depend on the enforcement policies cf local authorities,
which are beyond direct control.

I assume that any new criminal offences would be triable only
summarily. But eveniso the implications for the Crown Court o=
any large volume of" a@peais from the haglstrates would be sericus
even given the extra finaféial provision which I would
undoubtedly require. In detail, much would turn on the precise
nature of the offences and possible defences but I understand
that Home Office and Department of the Environment officials are
doubtful about the feasibility in England and Wales of the fixed
criminal penalty system such as is proposed for Scotland and, I
suggest a far greater degree ofrartivity on enforcement must be
expected than, for instance, with offences relating to electoral
registration. My officials have not yet been supplied with anyv
realistic assessment of the potential volume of appeals but such
is the potential scale that I must for the moment draw to notice
the implications for the Crown Court if we were pressed to adopt
a similar approach to that proposed for Scotland.

/On the alternative

CONFILENTIAL




CONFIDENTIAL

On the alternative of civil sanctions, it would be similarly
important to limit the impact of any appeals to the Lands
Tribunal, if that were to be involved.

Whether sanctions were criminal or civil, there would also
clearly be potential implications for legal aid as well as court
service expenditure, for both of which I would need substantial
additional provision when we came to pursue these matters in
England and Wales.

I copy to other Members of E(LF) and to Sir Robert Armstrong.

Yy

- AILSHAM
. THE RT. WOM. LQRO BALS £
i g fc o7, MATYLEROAE, C. FRS. DU

CONFIDENTIAL
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Malcolm Rifkind QC MP (\ ;
Secretary of State for Scotland 07()
Scottish Office €& L

Dover House

Whitehall

London

SwW1

20 June 1986
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E(LF)86 (1) OPERATION OF THE COMMUNITY CHARGE:
TIED HOUSES

There is one point that I was only able to mention briefly at
our meeting of E(LF) yesterday morning, and on which I said I
would contact you directly,in relation to paras 58 - 60 of the
paper.

As explained there, where an employer provides his employee
with accommodation and pays the rates these are normally a taxable
benefit, liable to income tax in the hands of the employee just
like his other remuneration. But there are some special exceptions
to this, including certain cases where the employee is required
by his employer to live in tied accommodation, and the question
raised by E(LF)86(1) was whether this special treatment in respect
of rates should carry over in comparable cases where the employer
in future pays the community charge. As the paper noted, this
is ultimately a question for the Chancellor to decide in the
context of his overall responsibility for income tax.

Though at first blush the suggestion of special treatment
might not seem unreasonable, there are strong tax policy arguments
against it, since the community charge will be something quite
different from rates.

The present special exemption from income tax on the benefit
in the case of rates had been justified mainly on grounds of
the need to protect employees who are required for the better
performance of their duties to live on premises provided by their
employer, and who might consequently be obliged to live in higher
rated property than they themselves would otherwise have chosen.
By definition, however, the community charge will be a "personal"
liability, unrelated to the property, and these grounds for special
treatment will cease to exist. I can see no justification for
allowing certain groups favourable treatment for no other reason
than that they got this in the past in respect of rates. : 3

CONFIDENTIAL




CONFIDENTIAL .

would be unfair to those who did not benefit. And to exempt a
small number of people on these grounds would undermine the
accountability arguments for the community charge.

There is another worry, to do with setting awkward precedents.
In the case of rates it is possible (just about)to hold the line
at exemption for some employees, but not others. It would be
that much more difficult to do this in the case of the community
charge precisely because the charge will be more obviously a
"personal" liability, unrelated either to the property or to
any requirement of the employment. (The connection with the
requirements of the employment would be all the more remote if
relief extended to payment by the employer of the charge in respect
of some or all members of the employee's household). If,
therefore, employees were to be exempted in respect of one such
obviously "personal" kind of 1liability, where this is met by
his employer, the pressure would be that much greater - and that
much more difficult to resist - similarly to exempt the benefit
in all kinds of other situations where an employer might meet
the pecuniary liability of his employee (e.g. paying his personal
telephone bill). I therefore think we must reject this particular
option.

An alternative - mentioned in the paper - might be to exempt
the individuals concerned from the community charge itself in
these cases. However, this would not be consistent with the
need to keep the number of exemptions to the absolute minimum.
I believe that the right way forward is to follow the logic of
the community charge, as a personal tax, and to allow no relief
to the individuals concerned in these cases.

I am copying this 1letter to members of E(LF) and to
Sir Robert Armstrong.

ycws %')kuu-etj)
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Fn’ JOHN MacGREGOR
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P 02114
LORD PRESIDENT

SOCIAL SECURITY AND THE COMMUNITY CHARGE
[E(LF)(86) 2]

BACKGROUND

When the Sub-Committee discussed the Community Charge proposal
last December, it was recognised that further consideration would

have to be given to the relationship with the social security

system. There were two particular issues. First, whether the

social security review and the local government finance review
would produce coherent results. In some respects it was clear
they were pulling in different directions. For example, some
individuals would lose under one and gain under the other, while
others would either gain or lose under both. Second, it was
recognised that with the extension of the community charge to a
large number of people not at present paying rates, the case load
and cost of the housing benefit rebate scheme would rise
considerably with implications for the administrative burden on
local authorities. It was because of awareness of these problems
that the Cabinet Office pressed very strongly at the time for a

more coordinated and synoptic examination of the two reforms.

2. The Social Service Secretary suggested avoiding the second
problem by excluding the community charge from the scope of
housing benefit, with a compensating flat rate addition to
incomes support. DoE Ministers pointed out that the wide
variation in the community charge between authorities might make
this approach impossible. The relevant Ministers were asked to

consider these issues further.

£

confidential
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3. The Social Services Secretary has now circulated - very late
_ a Memorandum (E(LF)(86) 2) that does little more than wring
hands and draw attention to the considerable turbulence which the
various reforms will cause for local authorities and those on
housing benefit, and seek a decison in principle on whether a
rebate system broadly in its present form should be applied to
the new community charge. He has also circulated a very
detailed, and rather opaque, Report by Officials analysing the
implications for expenditure and for household incomes of a

number of possible options for adopting the present system.

MAIN ISSUES

4. The issues are complex, and there will certainly not be
enough time to explore them all in detail at this meeting.
Decisions on what broad approach to adopt can only be taken in
the light of exemplifications of the effects on housing benefit
workload, public expenditure, the PSBR, and on individuals
disposable incomes. A realistic objective for tomorrow's
discussion might be to secure from the Social Services Secretary,
Environment Secretary and Chief Secretary, initial statements of

their positions, and to commission for a meeting in a fortnight a

note summarising the key options from the detailed note by

officials, together with, if possible, specific recommendations

from Mr Fowler and Mr Ridley on them.

Timing of Reforms

5. As Mr Fowler points out - and as was apparent from the start
- there is a considerable period of turbulence ahead. Local
authorities will be required to implement the social security
reforms in April 1988, with a large reduction in case load, and
then to introduce the community charge in Scotland in the
following year, with potentially a large increase in case load -

a potentially very embarrassing Duke of York exercise. Although

2
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this situation is inherent in the decisions which the Cabinet
took last winter, very great care and skill will have to be

exercised in explaining and presenting it.

Social Security and the Community Charge

6. Ministers differ on whether the current rate rebate system
should be applied to the community charge. Mr Fowler starts from
the point that his review has, with difficulty, secured a
reduction of 1.2 million in the case load and £350 million in the
PSBR. (Rate rebates are regarded as income foregone, and
therefore are not scored as public expenditure). Extending
rebates to those paying the community charge will produce 1.5
million extra cases, and add £140 million to the PSBR. More
fundamentally, rebates represent 22 per cent of local authori-

ties' income from domestic rates and over one-third of rate

payers receive rebates. The changes to the system provide an

opportunity for the Government to disengage, making more people
bear the consequences of local authorities' spending decisions.
Although his paper does not state his position clearly, we
understand that Mr Fowler would prefer if possible not to rebate
the community charge, providing assistance for the poorest only
through the basic incomes support scheme. (He indicated that
this would be his preference in E(LF) when the Green Paper was

being finalised, but the point was pursued then.)

7. Environment and Scottish Ministers on the other hand argue
that if it is right to pay rebates in respect of rate bills at
present, this should be carried over into the new system. It
will be difficult enough to present the community charge, where a
large number of adults (many of whom will have little or no
income) will be required to pay a local tax for the first time.
They argue that accountability can be retained by the 20 per cent
requirement, but think it equitable that the remaining 80 per

cent should be rebated. Increasing the level of basic income

3
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support will only help those at the poverty line, leaving a large
number just above with no assistance. Moreover, the variation of

community charge between authorities is likely to be as great as
the present variation in rates, and any scheme which reflects the
average community charge in the basic national income support
levels would be over-generous to those living in low spending
authorities and the reverse to those in high spending areas. DoE

and Scottish Ministers would therefore prefer to retain the

exisiting system.

8. These are the extreme positions. There are a number of
options open to the Government which are described in the report
by officials: the level of basic income support; the rate o
taper of the rebates for those above the IS levels; thresholds to
disregard very small rebates; and the possibility of capping the
amount of community charge eligible for rebate to one and a half
times the national average. At this meeting it will not be
possible to examine any of these in detail. But if you can
persuade the Committee to decide on certain guiding principles,
it will be possible to summarise the key effects of the relevant

options for a subsequent meeting. The general principles are:

1. Whether the possibility of a scheme limiting support only
to those on income support, and relying on national averages,

is ever likely to be acceptable;

2. whether it is acceptable to limit the size of community

charge the Government is prepared to rebate?

Timing

9. On timing, the Social Services Secretary argues for no public
statement to be made while the Social Security Bill is before
Parliament (ie since the Lords third reading is 22 July not

before the summer recess). The Scottish Secretary will wish to

4
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explain his difficulty in completing consultation by 31 July in
the absence of a clear policy on this point. The Chief Secretary
will be anxious to avoid hasty commitments in Scotland that could
prove very expensive in England and Wales, and he will certainly
ask for more time to think. One possible compromise would be to
label any decisions taken for Scotland as explicitly interim

measures, pending decisions in the wider GB context.

HANDLING

10. You will wish to ask the Social Services Secretary to
introduce the discussion, and the Environment Secretary, Scottish

Secretary, Welsh Secretary and Chief Secretary, to state their

positions.
DECISIONS

11. Subject to the discussion, you may wish to invite the Social
Services and Environment Secretaries, in consultation with the
Chief Secretary and the Territorial Ministers, to circulate a

paper for a meeting in, say, two week's time which:-

(a) summarises the relevant options from the report by

officials;

(b) contains their specific joint or several recommendations

on the way ahead.

SEA

J B UNWIN

18 June 1986

Cabinet Office
5
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LORD PRESIDENT

E(LF)(86) lst Meeting

There are two items for this meeting. The first concerns a number of

practical issues about the introduction of the Community Charge. The

Scottish Secretary needs decisions now in order to send instructions
to Counsel by the end of June for the Bill for the next Session. We
have placed it first on the Agenda so that the Committee can make the
necessary decisions: the Social Services Secretary's paper raises more
important issues, but if that were first it would risk crowding out

the Scottish Secretary's paper.

2 The second item is much more difficult. It concerns the

interaction of the Social Security System and the proposed Community

Charge. It raises belatedly and not very helpfully some fundamental
issues which require very careful consideration. It seems astonishing
that, despite all the pressure from the Cabinet Office and others last
autumn, these issues have not been further progressed before now. To
add insult to injury, Mr Fowler's paper was available only on Tuesday
lunchtime and Ministers will not have had long to reach a view on it.
(We considered recommending to you that the item should be struck off
the agenda as the 48 hour rule has been breached, but in this case it
is the Scottish Office who are pressing for an early decision, and we
suspect that DHSS would be content to defer the item for as long as
possible.) My very firm advice is that, given the importance and
unsatisfactory nature of this paper, further and more constructive
work will be necessary before final decisions can be taken. This
meeting, however, might provide an opportunity for Ministers to define

their initial positions and perhaps narrow the options a bit.

A

J B UNWIN
18 June 1986
Cabinet Office
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LORD PRESIDENT

INTRODUCTION OF THE COMMUNITY CHARGE
(E(LF)(86)1)

BACKGROUND

The Cabinet agreed in January that legislation should be intro-
duced in the next Parliamentary session to replace domestic rates
in Scotland with a community charge. The Committee must now give
policy approval for the detailed proposals on how the charge is to
operate so that the Scottish Office may send instructions to

Counsel by the end of June.

MAIN ISSUES

24 A large number of issues have been agreed between the
officials of interested Departments (Scottish Office, DOE,
Treasury, Welsh Office, Home Office). These are set out in
paragraph 7 of the Scottish Secretary's memorandum. There are,
however, four issues on which the Sub-Committee must reach

decisions:-

First registration of 18 year olds (paragraph 9 of the

memorandum)

The framework of duties and offences (paragraphs 10-13)

Second homes (paragraphs 12-13)

Relief from the community charge (paragraph 14).

1
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Compatibility between Scotland and the Rest of Great Britain

3. The legislation in due course to implement the Community
Charge in England and Wales need not be identical for Scotland.
But in practice the scope for variation will not be that large,
and is probably limited to differences reflecting the different
local government and legal systems. It is therefore important
that the Scottish Secretary is not allowed to set any precedents

which would be unacceptable south of the border.

General arrangements

4. The general arrangements described in paragraph 7 of the
memorandum are very much in line with what the Committee had in
mind when debating the Community Charge last autumn. Local
authorities will be responsible for maintaining a register of
local residents liable to pay the charge. They will draw this up
from returns from households, and other local information. For
cases where individual registration will not be appropriate - for
example some hostels - there will be a collective Community
Charge, based either on a notional standard occupancy or on actual
occupancy levels. Second homes which are nobody's sole or main
residence would be subject to a standard charge, the size of which
has not yet been agreed. These arrangements follow naturally from
the decision to introduce a locally-based commun

ity charge, and there should be little difficulty in endorsing the

Scottish Secretary's proposals.

First registration of 18 year olds (paragraph 9)

o The Green Paper suggested that adults should pay the charge

from the start of the financial year following their 18th birthday
(or 19 for those in full time education still in receipt of child
benefit). The local authority associations have suggested that it
would be simpler for liability to begin on the 18th birthday (or
when leaving school if that is later). This is not an important
issue in itself, but the Bill will have to be explicit and there

must be consistency throughout Great Britain. DOE officials

2
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favour sticking with the original proposals (because it avoids a
number of problems over people who leave school and return to sit
exams after their 18th birthday, or would be required to pay the
charge for a relatively short period at home before moving to
university). The Scottish Office support the view of the local

authority associations.

The Framework of Duties and Offences (paragraphs 10 and 11)

6. The Scottish Secretary proposes that there should be no duty
on individuals to register themselves, and no sanction for
non-registration. The only duty would be on "heads of households"
to respond to an annual canvass and to notify changes occurring
during the year. At first sight it seems surprising that there
should be no duty on individuals. The arguments advanced against
it are that the duty would be easy to avoid, if backed up by
sanctions would be unduly onerous, and would put at risk to
sanctions those incapable of taking responsibility for their own
registration. Nevertheless the lack of an individual responsi-
bility gives the impression of a "voluntary" tax, with every
encouragement for people to evade payment. The Treasury are
likely to oppose the Scottish Secretary's proposal.

Fe On the mode of enforcement, the Scottish Secretary proposes
criminal sanctions with fines and fixed penalties. The Home
Secretary, however, is being briefed to propose that civil
procedures might be adequate and should be further explored. The
Home Office are anxious about bringing very large numbers of

people into the net of the criminal law.

Second Homes (Paragraphs 12 and 13)

8. The Green paper suggested that there should be a standard
charge of 2 units of community charge on second homes, which was
regarded as broadly equivalent to the present burden of rates.
DOE and the Scottish Office now propose that the charge should be
set at 1 unit, since most second homes are of below average
rateable value and because setting the charge at 2 units would

\ 3
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encourage avoidance. The Welsh Office, reflecting the particular
sensitivity over second homes in the province, wish to maintain
the original proposal. In steering the discussion you may wish to
ask for information on the reactions so far to the Green paper
proposal. If opposition has been muted, there seems no good
reason to drop it.

Reliefs on the Community Charge (Paragraph 14)

L Present rating law allows reliefs for certain categories,
including alms houses, vicarages, certain other charitable
exemptions,and those living in tied houses (eg policemen) do not
pay tax on the benefit if their employer pays the rates. The
present situation is complex and anomalous. There is an argument
for abolishing all reliefs under the new system, on the grounds
that the community charge is a personal rather than a property
tax, and that the social security system will protect those who
cannot bear the full cost. The Scottish Secretary foresees strong
pressure, however, from the various interests involved, particu-
larly from public sector groups such as the policy and prison
officers who live in tied houses. He therefore seeks authority
for his officials to undertake informal consultations to establish
the main areas of difficulty for further consideration later.
Treasury Ministers are likely to oppose any significant new
reliefs, on the grounds that the tax base should be as widely
drawn and with as few anomalies as possible. It would seem a pity

to resile from the earlier objective.

HANDLING

X6« You will wish to invite the Scottish Secretary to introduce

his proposals and then to deal in turn with each of the issues for
decision. You will wish to invite the Environment Secretary, the

Home Secretary, the Welsh Secretary, and the Chief Secretary to

comment on each.

-
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DECISIONS

33 In summary, you will wish to reach decisions:-

1. To agree the proposals summarised in paragraph 61 of the
report by officials attached to the Scottish Secretary's

paper.

2. To resolve each of the 4 points for decision listed
above and summarised in paragraph 62 of the report by

officials:

3. To invite officials to consider further the detailed
issues for further consideration summarised in paragraphs 63

and 64 of the report by officials.

Lin

J B UNWIN

18 June 1986
Cabinet Office

5
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GREEN PAPER "PAYING FOR LOCAL GOVERNMENT®

Since E(LF) is to meet later this week to consider some aspects of our
proposals for rating reform you will be interested to see beforehand the
enclosed letter I have received from the Director of the CBI Wales in
support of our proposals. This is the first @gjg;,ggéﬁBﬁSE‘I‘hEVé received
in Wales and it is encouraging to see that they are behind us. You will
note, too, that the CBI Wales are firmly against a discretionary element
for local authorities in non-domestic rates and would prefer some
safeguards to be built into the existing system to prevent large tactical
rises in non-domestic rates before the new system comes in. These are very
real concerns which we will need to give some thought to in due course.

I am copying this letter to the Prime Minister and other members of E(LF).

- ,_,/;,_.

-—

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

SW1P 3EB
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GREEN PAPER "PAYING FOR LOCAL GOVERNMENT"

I write so as to confirm the report which was given to you
at the CBI Welsh Council meeting on Friday last regarding
the view of the Council on the Green Paper.

Revaluation

L

The Council recognised that there must be a revaluation and,
indeed, supported revaluation on a regular quinquennial basis,
There was, however, real concern abopt what happened in Scotland
and about the possible effects on some industries, particularly
those which are capital intensive. I should add that members

of the sub-committee which reported to the Council were worried
about the proposal that newer properties will face a dis-
proportionately heavy burden. This may lead some ‘companies to
consider the renovation of existing premises rather than building
new factories and this could have implications for future
efficiency as well as for the building industry and related
professions. ! s

Non-domestic Hates'

Although some concern has been expressed that another Administration
might be able to mis-use a centrally decided Uniform Business Rate,
a considerable majority of members who have been consulted at
several meetings in Wales have supported the concept and this

was the decision of the Welsh Council also.

There is, however, total opﬁosition to the propos#d‘discretionary
c¢lement which our members considered to be unnecessary to ensure
continuing liaison between local authorities and the business

community, : | :

}."h '..--n.--v
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rate increases
during the i Uction of g
Uniform Business Rate, The imposition of & celling for non-
domestic rates would meet that reqQuirement.

The Community Charge

’ f
- ..~"~Lv".

Ian Kelsall
Directqr CBI Wales
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Secretary of State for Trade and Industry

RESTRICTED 5@ May 1986

The Rt Hon Malcolm Rifkind MP
Secretary of State for Scotland
Scottish Office

Whitehall
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"PAYING FOR LOCAL GOVERNMENT": 1986/87 SCOTTISH LEGISLATION
Thank you for copying to me your letter of 8 May to Willie
Whitelaw, inviting comments on your proposals for grant
arrangements and non-domestic rates.

I have seen a copy of Kenneth Baker's response of 21 May and I
very much agree with the points he made.

I am copying this letter to the recipients of yours.

ij
/ o

PAUL CHANNON
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PAYING FOR LOCAL GOVERNMENT: 1986-87 SCOTTISH LEGISLATION

22 May 1986

MR NOR6;OVE

Malcolm Rifkind and the DoE are corresponding about the
R )

arrangements for grants and non-domestic rates in the Scottish

legislation.

E—

The DoE letter makes three points.

Capping non-domestic poundages for an indefinite period

We are planning to move to a non-domestic rate uniform across

the whole of Great Britain. Scottish non-domestic rates tend

’

to be higher than in England. The Scots therefore need to
e e
work out a way of financing a reduction in their non-domestic
A e s . )

rates without getting subsidies from English taxpayers or

——

ratepayers. This is a tricky task, and the DoE are afraid
e R o o b TSR

that the Scots will shirk it and never get beyond the interim

solution of capping the non-domestic rates.

Capping non-domestic rates is fine as a temporary measure: it
-

does ensure that variations in spending will fall on the

community charge. But the Prime Minister might want to back

the DoE in pressing the Scots to think carefully about what

comes after it.




Local authority responsibility for collecting non-domestic

rates

It would be very odd if local authorities ceased to be

responsible for collecting non-domestic rates. We don't want

e

central government to get into this game. The DoE are right

to be worried. I recommend the Prime Minister back them.

—

Can authorities levy less than the poundage set?

This is an interesting possibility. Imagine that a prudent

council is elected in place of a spendthrift one. They cut

their expenditure so much that they can lower the non-domestic

poundage to below what is required for the central pool and

meet the balance from their low-rated householders. They can

—

thus encourage business into their area. This is attractive,

and the DoE are wrong to want to rule it out.

Their worry is that a new spendthrift council can increase

their spending without increasing the community charge if they

have headroom on the non-domestic rate. This problem can be

pm——

met by a requirement that non-domestic poundages should not be

increased suddenly by more than the rate of inflation. I

e

recommend that the Prime Minister propose this compromise so

that local authorities remain free to levy less than the set

Fr—

e s

non-domestic poundage.

O st d WWNWER

DAVID WILLETTS
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PAYING FOR LOCAL GO&ERNMENT: 1986/87 SCOTTISH LEGISLATION

Thank you for copying to me your letter of 8 May to Willie
Whitelaw, with which you enclosed a paper Setting out your
proposals for grant and non-domestic rates. I have no comments on
your grant proposals, but three on your proposals for
non-domestic rates.

While I understand your wish to move to a GB poundage and
harmonize the valuation system, I must continue to reserve my
position at this stage about the implications for England. When
this subject was discussed by E(LF) on 19 December, the
conclusion was that "there was a strong view that the existing
financial balance between Scotland, England and Wales should not
be disturbed”. :

Rather than introduce a uniform poundage, the CBI in England are
arguing for permanent capping on non-domestic poundages. Unless
it is presented very carefully, an announcement that you intend
to do just that for an unspecified, but perhaps lengthy, period
will cause people to doubt our commitment to uniform poundages.
If the harmonization of valuation systems north and south of the
Border is tc be the public reason for the interim position in
Scotland, we should be making efforts to identify what changes
are needed to existing practices, and how those changes could be
achieved. Ideally, we should consider whether anything could be
done in the run-up to the 1990 re-valuation.

The arrangements you describe in paragraph 4 of your note for
sharing out non-domestic rating capital will have broadly the
same practical effect as those set out in the initial Green
Paper, although the presentation of what is happening will be
more difficult. I have two worries, however. First, you imply
that once non-domestic rate income is centrally pooled, local
authorities must cease to be responsible for ccilecting it. That
would mean central government setting up separate collection
arrangements, with all that entails. I would certainly not want
to go down that path for England.

Secondly, you seem to envisage authorities being able to levy
less than the poundage set. Variations in the extent to which
authorities make use of this facility from year to year would
undermine the link between changes in spending and changes in the




level of charge. I also wonder whether in setting the poundage to

be levied by authorities, it might be better to start to narrow
the gap between the high rated and low rated areas by expressing
the annual increase in rate as a flat rate poundage amount,

rather than a percentage of the previous year's rate.

Our officials are already working closely together. I suggest
that they should also take on board the points in this letter.

I am copying this to Willie Whitelaw, to members of E(LF), to
Kenny Cameron and to Sir Robert Armstrong.

yA—

KENNETH BAKER AT

The Rt Hon Malcolm Rifkind MP
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RATES REFORM

In your letter of §MMay to Willie whitelaw you invite colleagues to comment
on your draft E(LF) paper summarising the proposed arrangements for grant
and non-damestic rate incame in Scotland.

In general I believe that what you propose is fine. However, there are two
aspects which I think it would be useful for officials to discuss prior to
issuing detailed instructions to draughtsmen.

First, there is the implication in paragraph 4 of your paper that when a
uniform non-damestic poundage is introduced the actual collection of non-
damestic rates will be taken out of local authorities' hands. This is not
my understanding of what is proposed in the Green Paper - see, for example,
paragraph 2.35 of the Green Paper - and any such arrangement would present
considerable administrative and presentational difficulties for us.

Secondly, the idea of allowing for a measure of resource equalisation
during the interim period, cambined with the use of existing powers to
safety net grant, appears to be slightly at odds with Green Paper thinking.
I would have thought that exactly the same result could be achieved by
deploying just one safety net - as suggested in the Green Paper - covering
not only the changes flowing fram the capping of business rates, but also
shifts in grant. The advantage of an all-embracing safety net of this sort
is that it is easier to understand and more perceptible.

Finally, while we all agree that at some stage a Great Britain-wide non-
damestic rate poundage would be desirable, the Green Paper deliberately
does not quote a target date for this. It is, therefore, quite possible

/that in the ...

The Rt Hon Malcolm Rifkind QC MP
Secretary of State for Scotland
Scottish Office

Dover House

Whitehall

London

SW1A 2AU




that in the early years of the new system there will be a separate uniform
non-domestic rate poundage in each country. However, the absence of a
target date for harmonisation of the business rate throughout Great Britain
should not, of course, affect the drafting of your Bill.

Copies of this letter go to Members of E(LF), Kenny Cameron and to
Sir Robert Armstrong.
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For the meeting of E(LF) that was proposed for 13 May I had it in mind to circulate
a paper relating to the financial framework of my legislative proposals, with
particular reference to grants and non-domestic rates. I understand that since
Norman Fowler's paper which was also to be on the agenda is not ready you are
unwilling to convene a meeting on 13 May. I quite understand your thinking.

It is however of importance that if the timetable for the preparation of instructions
to the draftsman is not to be put at risk I can be quite clear without much more
ado that colleagues are content with what I have in mind in these respects. I
therefore attach a draft of my E(LF) paper and should be grateful if colleagues
would let me have by 15 May any comments which they wish to make.

Copies of this letter go to members of E(LF) to Kenny Cameron and to

Sir Robert Armstrong.
/@/) ﬂ\/éf )
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CABINET

MINISTERIAL STEERING COMMITTEE ON ECONOMIC STRATEGY
SUB-COMMITTEE ON LOCAL GOVERNMENT FINANCE

LOCAL GOVERNMENT FINANCE STUDIES: SCOTLAND: PROPOSED GRANT
ARRANGEMENTS

Memorandum by the Secretary of State for Scotland

| This paper deals with the changes to the grant distribution arrangements
needed with the introduction of a community charge in Scotland. The
arrangements described are interim in the sense that they deal with the period
during which non-domestic rates have been frozen and their further increase linked
to the rate of inflation. They do not deal with the full implementation of the
Green Paper proposals which involve a centrally set non-domestic rate poundage,
accruing centrally. The proposals described in this paper elaborate the

arrangements outlined in the Scottish chapter of the Green Paper. (A subsequent

paper will deal with issues affecting the community charge itself.)

Specific Grants

A At present Scottish local authorities receive central government support in the
form of specific grants and rate support grant. Specific grants represent 12% of
total grant (about half the English proportion). Four specific grants have just
been abolished following a review. Specific grants will continue within the criteria
set out in the Green Paper and subject to further review.

-
~

Revenue Support Grant

442 Rate support grant is at present distributed in three elements: needs
element, resources element and domestic element. It is proposed that rate support
grant should be replaced by a single revenue support grant which would contain,
in line with the Green Paper, a needs equalisation element and a standard per
capita element. The needs of local authorities would be equalised on the basis of
the assessments of expenditure need which at present form the basis of the
distribution of the needs element of rate support grant. An attempt would be
made to simplify the assessments in advance of the change in order to make them

more comprehensible. In each tier the equalisation of need would be carried out

JWT12102




by compensating every authority with an amount equal to the difference between its
expenditure need per adult and that of the authority with the lowest expenditure
need per adult. This amount would constitute the needs element of the new
revenue support grant. The remainder of the grant would be distributed on a per
capita basis. This would be the standard element of the grant. It is proposed
that, as under existing Scottish legislation relating to rate support grants, the
amount of the revenue support grants payable to local authorities should be
prescribed in an order which would be laid before the House of Commons for
affirmative resolution, together with a report setting out the considerations upon
which the amount of the grant, including its two elements, is based, although those

considerations would not be specified in the primary legislation.

Non-domestic rate income

4. As described in para 8.31 of the Green Paper, during the interim period
non-domestic rates would be frozen and index linked to inflation. Not until there
was a common basis of valuation and a common non-domestic rate poundage
throughout Great Britain, would the non-domestic rates be pooled centrally. Until
that time non-domestic rates would continue to be collected by the local authorities
as being obviously the most economic solution given the existing rate collecting
machinery. The authorities would also remain responsible for setting the rate
within the maximum figure set by the Government each year. There would thus
continue to be variations in the rating resources available to authorities and
resource equalisation would in this interim period continue to be necessary. This
would be achieved by taking non-domestic rate income into account in calculating
entitlement of each authority to revenue support grant. This would be done by
subtracting from the needs assessment an estimate of non-domestic rate income,
before equalising needs in the way described in para 3 above. In making this
calculation on an estimate of non-domestic rates based on full collection, authorities
will have an incentive to collect non-domestic rates efficiently. Annex A shows
how the grant calculations described would be carried out. Special arrangements
would, as indicated in the Green Paper, be needed for Orkney and Shetland, but

there are precedents for these.

Safety Netting

- Changes of the scale involved are bound to mean significant movements of

grant and it will be necessary to have safety netting arrangements (para 8.38 of

the Green Paper). There are already arrangements within the present grant

JWT12102




distribution arrangements for rate support grant designed to prevent excessive
swings in grant from one year to another. In recent years these arrangements
have been necessary to manage the phasing in of the client group method of rate
support grant distribution. The present arrangements derive from the Secretary
of State's general power to prescribe rate support grant and are described fully in
the Report on the Rate Support Grant Order. The arrangements are not based on
a specific statutory power to safety net. This present arrangement allows the
maximum flexibility and is satisfactory to the local authorities. It is proposed that
safety netting should continue on this basis for revenue support grant. In the
base year, the effect would be to ensure that in relation to the change in the
method of financing local government the total claim on domestic taxpayers was
unchanged from the preceding year, if spending remained constant. Thereafter
the aim would be to contain yearly movements in grant within acceptable limits while
remaining able to react flexibly to the significant changes which may come about

and which may at this stage be difficult to predict.

Selective Action

b The Secretary of State has at present a power to take action to reduce the
rate of any local authority planning "excessive and unreasonable" expenditure.
The Green Paper (para 8.41) envisages this continuing with the reduction being
made in the community charge instead of the rate. [t is proposed that a similar
procedure should be followed, including approval of the House of Commons before a

reduction is made in the community charge.

Conclusion

s The Committee are invited to agree to the detaifed proposals described. They

are consistent with the Green Paper and in line with existing Scottish legislation on
this subject, which is much less detailed than the English. In particular the

Committee are invited to agree to:

s a single revenue support grant with a needs element and a per capita

element

ii. the retention of non-domestic rates by local authorities in the interim

period prior to a uniform Great Britain non-domestic rate poundage

JWT12102




iii. an adjustment to the revenue support grant to take account of the

variation in resources during this interim period

iv. safety netting to take account of changes in grant during the transition

to the new arrangements

v. the continuation of selective action in cases of excessive and unreasonable

expenditure leading to a reduction in the community charge.

JWT12102




ANNEX A

EXAMPLE OF GRANT CALCULATION PROPOSED FOR INTERIM PERIOD FOR AN
IMAGINARY SCOTTISH REGION WITH ADULT POPULATION 200,000

Assessment of Expenditure Need £150 million

Assumed non-domestic rate income £50 million

Resource equalisation by subtraction of non-domestic rate

income from assessment of expenditure need to produce

needs net of non-domestic rates (1 - 2) £100 million

Needs per adult (3 + 0.2) : £500

Needs per adult of lowest region £400

Needs equalisation by multiplying difference between

imaginary region and lowest region by adult population.

Needs grant of imaginary region = (4 - 5) x population
or (£500 - £400) x 200,000 £20 million

Standard grant of all regions £60 million

£300 per adult multiplied by adult population of region

Total revenue support grant entitlement £80 million
Needs element plus standard element
(6 + 7) or £20 million plus £60 million

The safety net is not included in this calculation since

it will depend on a number of factors in particular the

grant received by the authority in the preceeding year.
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GRANT RECYCLING
With permission Mr Speaker I shall make a statement.

The House will be pleased to know that my Rt Hon Friend the
Secretary of State for the Environment was yesterday able to tell

the Local Authority Associations he could guarantee that £500
million of grant would be available to be recycled in 1986/87 and

that ‘authorities would Le able Lo take—this—4nts &cooanrcT"iIn
fixing lower precepts and rates.

As the House will recall in the RSG debate on 20 January My Rt
Hon Friend explained that if local authorities budget to spend
more next year than we allowed for in the RSG Settlement, the
grant forfeited by overspenders would go into a pool which would
then be recycled to all authorities. He illustrated the grant
gains to authorities if the pool were to be £400 million. Those
figures could only be 1llustrative at that stage, because they
depend on authorities' budget decisions.

This week, in the liylut of the latest rfigures avallable, we are
now in a position to go much firmer than that. It is clear that
the pool of grant to be recycled is going to some £500 million.
That means the grant gains will be bigger than those illustrated
in January and that authorities will get more grant than they
have assumed.. Moreover, to avoid all doubts, the Government is
prepared formally to guarantee that £500 million of grant will be
recycled., My Department has written to all authorities telling
them the amount of extra grant they will receive from that amount
of recycling, in addition to their grant entitlement under the
RSG Settlement announced in December. I am placing a copy of the
table in the Library.

Councils will now know the size of their grant entitlement more
clearly and this will allow them to make a lower call on their
ratepayers. Where the rate making has not been completed, I hope
that hon Members will urge their local authorities to revise
their rating plans in the light of these figures,

My Rt Hon Friend wrote to the Local Authorities Associations as
soon as he was in a position to confirm the level of recycled
grant that would be available. Local authorities are now making
their raing and precepting decisions and it was essential to
provide them with this information immediately. I am sure that
2all Hon Members will agree that rate increases should be no
higher than absolutely necessary.
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From the Principal Private Secretary 4 March 1986
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'RATES

The Prime Minister held a meeting yesterday to consider
the notes that had been prepared on the correspondence she
had received about prospective rate increases in the
metropolitan districts of Wirral, Sefton and Bury. The Lord
President, the Secretary of State for the Environment, the
Secretary of State for Transport, the Chief Secretary,
Treasury, the Chief Whip, the Minister of State, Home Office
(Mr. Shaw), the Minister of State, Department of the
Environment (Mr. Waldegrave) attended. Mr. F.E.R. Butler
and Mr. A.C.S. Allan (Treasury), Mr. C.J.S. Brearly
(Department of the Environment), Mr. K. Sheehan (Home

Office), Miss C. Egerton (Department of Transport) and
Mr. A.J. Langdon (Cabinet Office) were also present.

The Prime Minister said that she was most grateful for
all the work that had been done at short notice to devise
options for action since the preliminary meeting that she
had held on the previous Friday. Many of the options would
doubtless need to be swiftly discarded, but she was very
glad that such a wide range of possibilities had been
explored.

The Prime Minister asked whether there were any special
factors at work in the areas under dicussion. She had been
particularly struck by the size of the rate increase
proposed at Bury, and by the impression given by the letter
from the Leader of the Council there that well-motivated
members of the Council had become demoralised by the working
of the rate support grant system. Your Secretary of State
explained that, while the strength of feeling in the three
boroughs was not to be doubted, there were no very unusual
features about the demands on the services for which they
were responsible. Their spending plans, and the rate
increases that would flow from them, were illustrative of
local authorities throughout the country. Some authorities,
of which Leicester and Nottingham were examples, were
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proposing rate increases that would be substantially higher
even than Bury. Leicester was just about to emerge from
having been rate-capped. The statutory machinery for rate-
capping involved a complex series of procedures, and hence a
lead-time of several months; it was not possible to take
short cuts with this machinery so as to impose rate-caps on
authorities late in the day and without having gone through
the preparatory steps. That was true whether or not an
authority-had previously been subject to a rate-cap.

The Prime Minister said that she reluctantly accepted
that the deployment of rate-capping powers was limited in
the way that had been described. Government supporters,
however, would show fierce resentment if the Government did
not take effective action to protect them from the effects
of unreasonable local authority spending. :

Whatever shape the 1987-88 Rate Support Grant
Settlement took (and the meeting noted that decisions would
be needed in the summer on the level of Aggregate Exchequer
Grant) it was essential that a more flexible and effective
rate-capping machinery should be devised as a matter of
urgency. What was needed was a restraint that could if
necessary be applied to unco-operative authorities for a
number of years. The need for effective restraining
machinery was not confined to the short term: it was vital
that the reformed local government finance system being
developed under the Green Paper proposals should embody
clear and effective arrangements to enable the community
charge to be capped.

Turning to the options that had been identified for
relieving the situation in Wirral, Sefton and Bury, the
meeting agreed that the most promising possibilities were
allowing residuary bodies to use capital receipts and
guaranteeing that a specified amount of block grant would be
recycled. The options of allowing secession from Transport
Joint Boards and providing 100% grant for highway projects
were specifically discussed and decided against.

Your Secretary of State assured the meeting that
allowing residuary bodies to use capital receipts and to
borrow to spread the cost of redundancy compensation, after
taking account of balances, would not attract any of the
problems of double-counting that had become apparent in the
capital control system. A dispensation on those lines could
be worth about 3p rate in Wirral and Sefton, but would not
affect Bury. The more substantial option was to guarantee
now - before local authorities finalised their budgets - the
amount of block grant money that would be recycled in
1986-87 under the arrangements that were now replacing
holdback. He had already mentioned a figure of £400 million
recycled money in Parliament, but in his view it would be

CONFIDENTIAL
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perfectly safe to guarantee £500 million. Some authorities
(including Wirral and Sefton) would have made some allowance
for recycled money, but a guarantee at this stage would be
the most significant action the Government could be seen to
be taking at short notice to influence local authorities to
keep their budgets low.

Summing up, the Prime Minister said that she agreed
that your Secretary of State should proceed forthwith to
announce both the authorisation of residuary bodies using
capital receipts and borrowing to spread the cost of
redundancy compensation, and the guarantee of recycled block
grant money. The amount to be guaranteed should be not less
than £400 million and could be £500 million if the Chief
Secretary, Treasury agreed. It was important that the
Government should get the maximum effect from these
announcements and your Secretary of State should discuss the
handling with the Chief Whip.

Finally, the Prime Minister emphasised again that work
should be put in hand to improve the effectiveness of rate-
capping machinery in the short term, even if that involved
legislation, and to ensure that there were effective
arrangements similarly to limit unreasonable local authority
charging under the reformed local government finance system
proposed in the recent Green Paper.

I am sending copies of this to Joan MacNaughton (Lord
President's Office), Stephen Boys Smith (Home Office),
Richard Broadbent (Chief Secretary's Office, Treasury),
Richard Allan (Department of Transport), Murdo Maclean
(Chief Whip's Office) and Michael Stark (Cabinet Office).

(N.L. WICKS)

Robin Young, Esq.,
Department of the Environment.
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The Prime Minister held a meeting yesterday to consider the notes

that had been prepared on the correspondence she had received about

prospective : rate increase in the metropolitan districts of Wirral,

Sefton and Bury. The Lord Presidefit, the Secretary of State for

the Environment, the Secretary of State for Transport, the Chief
Secretary, Treasury, the Chief Whip, the Minister of State, Home Office
(Mr Shaw), the Minister of State, Department of the Environment

(Mr Waldegrave) attended. MEST LR RUBat Loyt and iMro+A .CS Al Lan
(Treasury), Mr C J S Brearley (Department of the Environment),

Mr K Sheehan (Home Office), Miss C Egerton (Department of Transport)

and Mr A J Langdon (Cabinet Office) were also present.

The Prime Minister said that she was most grateful for all the work
that had been done at Bhort motice to ‘devise options for action since
the preliminary meeting that she had held on the previous Friday.
Many of the options would doubtless need to be swiftly discarded, but
she was very glad that such a wide range of possibilities had been

explored.

The Prime Minister asked whether there were any special factors at
work in the areas under discussion. She had been particularly struck
by the size of the rate increase proposed at Bury, and by the
impression given by the letter from the Leader of the Council there
that well-motivated members of the Council had become demoralised by
the working of the rate support grant system. Your Secretaly or
State explained that, while the strength of feeling in the three
boroughs was not to be doubted, there were no very unusual features

about the demands on the services for which they were responsible.
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Their spending plans, and the rate increases that would flow from them,
were illustrative of local authorities throughout the country. Some
authorities, of which Leicester and Nottingham were examples, were
proposing rate increases that would be substantially higher even than
Bury. Leicester was just about to emerge from having been rate-capped.
The statutory machinery for rate capping involved a complex series of
procedures, and hence a lead-time of several months; it was not
possible to take short cuts with /this machinery so as to impose rate
caps on authorities late im ithe day and without having gone through the
preparatory steps. That was jtrue whether or not an authority had

previously been subject to a rate cap.

The Prime Minister said that she reluctantly accepted that the
deployment of rate capping powers was limited in the way that had been
described. Government supporters, however, would show fierce resent-
ment if the Government did not take effective action to protect them

from the effects of unreasonable local authority spending.

Whatever shape the 1987-88 Rate Support Grant Settlement took (and
the meeting noted that decisions would be needed in the summer on

the level of Aggregate Exchequer Grant) it was essential that a more

flexible and effective rate-capping machinery should be devised as

a matter of urgency. What was needed was a restraint that could
if necessary be applied to unco-operative authorities for a number
of years. The need for effective restraining machinery was not
confined to the short term: it was vital that the reformed local
government finance system being developed under the Green Paper
proposals should embody clear and effective arrangements to enable

the community charge to be capped.
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Turning to the options that had been identified for relieving the

situation in Wirral, Sefton and Bury, the meeting agreed that the
most promising possibilities were allowing residuary bodies to
use capital receipts and guaranteeing that a specified amount

of block grant would be recycled. The options of allowing
secession from Transport Joint Boards and providing 1007 grant

for highway projects were specifically discussed and decided against.

Your Secretary of State assured the meeting that allowing residuary
bodies to use capital receipts and to borrow to spread the cost of
redundancy compensation, after taking account of balances, would
not attract any of the problems of double-counting that had become
apparentsin thé capital contfkol system. A dispensation on those
lines could be worth about /3p rate in Wirral and Sefton, but would
not affect Bury. The more substantial option was to guarantee

now - before local authorities finalised their budgets - the

amount of block grant money that would be recycled in 1986-87 under
the arrangements that were now replacing holdback. He had already
mentioned a figure of £400 million recycled money in Parliament,
but in his view it would be perfectly safe to guarantee £500 million.
Some authorities (including Wirral and Sefton) would have made

some allowance for recycled money, but a guarantee at this stage
would be the most significant action the Government could be seen
to be taking at short notice to influence local authorities to keep

their budgets low.

Summing up, the Prime Minister said that she agreed that your
Secretary of State should proceed forthwith to announce both the
authori s a ttion of residuary bodies using capital receipts and

borrowing to spread the cost of redundancy compensation, and the
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guarantee of recycled block grant money. The amount to be
guaranteed should be not less than £400 million and c¢obuld be
£500 million if the Chief Secretary, Treasury agreed. LEwa s
important that the Government should get the maximum effect from
these announcements and your Secretary of State should discuss

the handling with the Chief Whip.

Finally, the Prime Minister emphasised again that work should be
put in hand to improve the effectivenes$é of rate-capping machinery
in the short term, even if that involyed legislation, and to
ensure that there were effective arrangements similarly to limit
unreasonable local authority charging under the reformed local

government finance system proposed in the recent Green Paper.

I am sending copies of this to Joan MacNaughton (Lord President's

Office), Stephen Boys-Smith (Home Office), Richard Broadbent (Treasuy)

Richard Allan (Department of Transport) Murdo Maclean (Chief

Whip's Office).and Michael Stark (Sir Robert Armstrong's Office).
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:

Your ref:

j?March 1986
PRIME MINISTER'S MEETING: 4.00 PM, 3 MARCH

As requested in your letter of 28 February to Joan McNaughton, I
am circulating herewith a series of notes for this afterncdon's
discussion. They mainly cover the options for action which were
identified at the meeting with the Primé Minister on Friday. They
have been prepared by officials here in consultation with other
directly interested Departments; they have not yet been seen by
my Secretary of State. I also attach a note on options rejected
on Friday, and a list of key facts.

The following options are covered in the notes:

i allowing residuary bodies to use capital receipts and to
borrow to spread the cost of redundancy compensation, after

taking account of balances;
———

ii] providing 100% grant, through TSG or otherwise, for highway
projeetss: = -

additional assistance through specific grant, in particular
the Urban Programme;

redefining "total expenditure" to exclude certain items in
1986/87 - a quasi-disregard;

disregarding further MCC/GLC expenditure in 1985/86 to
increased balances transferred to the residuary bodies;
central Government grant to residuary bodies to pay
redundancy compensation costs not met by balances;

P ———————.————p  ee—
phasing the adjustments needed to the Advanced Further
Education pools following the ILEA judgement;

a Government guarantee that £400 million of block grant
will be recycled in 1986/87 to allow authorities to count
on this money in finaTlising their budgets.
.____'_,_____—————q
e ————————e ey
We can provide draft letters as necessary for the Prime Minister
to send immediately after the meeting.

I am copying this letter and enclosures to the private
secretaries to the Lord President, the Home Secretary, the
Secretary of State for Transport, the Chief Secretary, and to
Michael Stark in Sir Robert Armstrong's office.

Ina pac
R 5

R U YOUNG *
Private Secretary

Nigel Wicks Esq




USE OF CAPITAL RECEIPTS / BORROWING BY RESIDUARY BODIES FOR STAFF
COMPENSATION COSTS

Description
Residuary bodies will have to meet both redundancy and detriment

costs resulting from abolition. They have been told that balances

of the outgoing authorities may be used for that purpose. Where

balances are inadequate, costs will on present plans fall on the

—_—

levy.

—y

Allowing use of capital receipts would remove compensation costs
. A ———————————————

so covered from the levy for good, at the expense of successor
L

authorities' ability to finance additional capital expenditure from

distribution of the receipts.

Allowing use of borrowing would reduce the first-year impact on the

—— e ey

levy very considerably, limiting it to debt charges.

Effect in Merseyside/Greater Manchester

Merseyside: No balances expected, so full £5.5m costs fall on levy
e

at present. Capital feceipts unlikely to be significant, especially
in first year, but borrowing could save great majority of cost, equal
AR S — p—
to. 3p- rave.

Greater Manchester: No help. No compensation costs included in

levy anyway, because County Council intends to meet costs before
o e Y S R

———
-

abolition.

————————————————————

Knock-on Effects

Precedent: Existing Government attitude to local authority compensation

costs generally is that such costs may properly be capitalised, but

e —y

that special steps by Government to facilitate capitalisation are

not usually justified (and that too much borrowing for such a purpose

—

could unsettle the market). So consent to use of capital receipts

is regularly given. Requests for extra borrowing approval are normally
i hap——r
turned down, though Secretary of State for Transport has made exceptions

for port closures at Bristol and Preston. No difficulty of precedent




with allowing use of capital receipts, but Chief Secretary has
opposed in this case because of grant effects (see below). Borrowing
approval would make standard line somewhat more difficult to hold

in future.

Other metropolitan areas: No effect for London where balances will

be adequate. Of other four areas, only West Yorkshire RB is countin
g
B i iy

(in part) on balances. Amounts presently included in levy for compensa-
—— S —

tion are: West Midlands £3.6m (0.9p rate), South Yorkshire £3.0m

P R ) i

(2.2p rate), West Yorkshire £5.3m (2.5p rate), Tyne and Wear £1.6m

———

(1.3p rate). Extent to which this could be met from capital receipts
is uncertain. Borrowing (instead or as well, preferably only as

fallback if receipts are inadequate) would be more certain.

Elsewhere: The two steps together would remove £19m from levies.
This benefit could be taken by the districts in reduced "total expendi-
ture" and rates, or in higher spending on their own services. Reducing

their "total expenditure" would increase their entitlement to block

grant at the expense of the shires. If these steps are adopted,

RBs should still be required to use balances as first preference
S

F—\
where available; otherwise LRB could borrow despite the balances
i siieny S

and give London boroughs the balances for extra spending.

e ———

i e




Secession from the Passenger Transport Authority.
¥‘

e ———————————

1

Description: S42 of the Local Government Act 1985 allows the

Secretary of State to make an order excluding a met, district
from a PTA for all or some of the PTA's functions. There are

a number of possibilities which need to be considered separately:

——

a) Secession in respect of bus revenue support.

Realistically, districts could not take over this

responsibility until deregulation on 26 October., Thereafter,

oy

they would take on the function for contracting tendered
services in the district's area where subsidy was required.
Savings would be available if the district were prepared

to make reductions in service levels over and above the

10% being suggested by the PTA. This would imply additional
redundancies in the PTA/PTE (about 1150 have already been
assumed in Merseyside), which could be funded by borrowing.
Some additional administrative costs would need to be incurred
by the seceding district in setting up a tendering d

planning structure,

b) Secession in respect of rail revenue support, Stated

policy has been to discourage such secession. If the district

opted to fund its own rail services no significant savings
are likely. If they did not the PTA would withdraw support
for lines in the seceding district, This would require

a year's notice and in the meantime extra costs would fall

on the non-seceding districts.

c) Secession in respect of concessionary fares. Districts

already have power to run their own concessionary fares

scheme, 1If districts are prepared to introduce charges
for concessionary passes for their own pensioners they

could now do so and receive the resulting revenue,

d) Secession in respect of other functions. Merseyside

PTA expenditure on tunnel, airport and debt will be small

in 1986/7 (about £5m), A further £5m is proje%ted for

PTE redundancies, Arguably it would be ineguitable to
load such expenditure, which is largely the result of past

County-wide expenditure, on a few districts.




Financial Effects: Seceding districts would not benefit from

these options unless they were prepared to make savings over
and above the large savings already being imposed on the PTA.
The savings would be through reductions of bus service levels
or limitations on the concessionary fares scheme. By their
nature, such savings are unpredictable. Nor is it possible
to forecast the effects on grant to the districts: if for
example expenditure was brought down to GRE level there

be significant grant benefits, while if a district did not

reduce expenditure beyond the amount assumed for the PTA its

grant position might worsen.

Other Problems

a) A secession order requires consult ion with all affected
bodies. We cannot be certain that Sef r Wirral would
wish to secede and take direct responsibility for substantial

service reductions.

b) There would be practical problems in deciding how much
Sefton or Wirral's share, if any, of the PTA precept should
\_____—___—-————'_’

be, and serious legal complexities in ensuring that only

that proportion of the precept was actually levied.

c) District Councils have no experience in planning public
transport services and would face difficulties in decision-

making even given six months' notice,

d) Secession would be likely to result in residual costs
falling on the PTA in redundancies and possibly additional
administration. This would mean severe risk of successful
legal challenge to the precept limit already set for the
PITA%

e) The PTE have under the Transport Act 1985 to submit

a scheme for an initial bus company ! the end of March.

It will be exceedingly difficult to n that timetable

with new assumptions about the area of coverage and number

of tendered services.




would increase pressure

in particular the




HIGHWAYS CAPITAL GRANTS

Description

A. More TSG Increase rate from 50%

Accept more of bids

Extend coverage to roads of only
local importance

B. Use specific grant powers in 1980 Highways Act (S.272)
/at present used only for roads about to be trunked/

C. Increase Capital Allocation

[TSC o Spectpc Grawb, hefre RSG effect |

CroV”
Effects

T

Whole

B
100% Whole

Most

A(1) Favourable

£m

100%

Bid

Capital
Alloc'n

Grant

Bid

Combination

0.8

i

0.6

Lt

0,4 /,0

0.2

/.2

Gross effect - poundage

e e
A(ii) Whole |
Whole ;
Bid Capital
}Alloc'n

B

Most
1100% o8
' Favourable
Grant & :
Combination

A(i)
100%

Wirral

U.ZP
Op,P
/.0p

0.2 |
1.0p |

0,4P
0|3P
0,3/3

—
oW YL o0
/,0p : kol Sp

Sefton

Bury

The net effects would be much smaller because their block

grant would be reduced because the capital spending GREs
would be reduced equivalent to the TSG/specific grant
increase.




Knock-on Effects and other Problems

A(i) = Need to make same change to all other authorities

__— [cost £164n7: [differential rate of TSG illegal

/
,//// Windfalls for other authorities - eg + £32m

for London boroughs

Difficulties of justifying, and recouping position

in later years.

complex RSG redistribution effects /changes in

share-out of GRE for new capital expenditure/

Reopens TSG settlement: probably have to ask

all authorities to reconsider all bids.

Could be done without increasing TSG total, but
would be difficult to justify at expense of
reducing TSG allocations already given to other

authorities /who have set their budgets/

Total sum bid (England) £584m TSG @ 50% = +£128m
grant

Need to make same change to all other authorities

reopens TSG settlement - all authorities to bid

again on new basis

Total sum thus eligible (capital allocation bid)
£520m: TSG @ 50% = +£96m grant

Destroys rationale for national TSG grant




future year effects?

complex RSG effect through changes in GRE

balance between authorities.

could be done differentially in theory - but

plausible reasons needed to avoid legal dangers
M___%__‘

has to be for specific schemes. Only one or

tuQ_sizeahle_&Qhemes_§g££igigﬂfiy prepared.

reopens block grant settlement

possible small addition to transport allocation
total to cover (Tsy/DOE agreement?). Otherwise,
as PES is fixed, would have to be done by
reducing some other authorities' allocations.
Plausible reasons needed to avoid legal

dangers.

/Wirral have proposed capitalising some

structural maintenance - but would open door

to similar bids by other authorities./

again complex RSG effects through changed
balance of GREs.

create commitments for future years.




‘ QRBAN PROGRAMME

Wirral are a Programme (2nd tier) A allocation £3.67m;
Sefton an Other Designated District —rallocation £0,5m,

Bury no longer eligible following concentration of Traditional Urban

g
Programme - list of invited authorities is highly visible.

Options
i accept a different balan of schemes within allocations
for 1986/87 - more revenue and renewimnmg more time-expired schemes
: s S additional allocations for 1985/86 to be used to fund
main programme schemes retrospectively;
< iy i additional allocations for 1986/87 be used to fund
main programme schemes.

Benefits to Wirral/Sefton

Wirral, magnitude would need study,

3o Only available for
——

maximum £200-£300,000;.

A3 sum availab : 4

dditional allocations nationally about
£200,000; carries t

le for a
75% gran
e o no resources available.

Difficulties

1 Directly counter to Ministerial Guidelines: these
authorities are not pressing in this direction, but others would
use the precedent;
L L counter to urban programme rules on two counts (main
programme; retrospective);

s 2 e all resources fully allocated with waiting list;
additional allocations at this stage of year unprecedented and
would be highly contentious.







EXCLUSION FROM DEFINITION OF TOTAL EXPENDITURE
QUASI-DISREGARD

By removing items from 'total expenditure', total expenditure
is reduced and the authorities concerned gain grant. This
example shows what would happen if in each Metropolitan

County and the GLC area, the Residuary Body's levy (minus

compensation payments)was defined out of 'total expenditure'.

BENEFITS Wirral would gain £.148m (0.36p rate) from such a
move, Sefton £0.058m. (02p rate) and Bury £.008m. (.04p rate)

. Other Metropolitan Districts and London Boroughs also

sainkrung b, becougly g wipdiantly)

DISADVANTAGES

There are very substantial drawbacks. The gains for the

boroughs/districts come from lossesin the Shire Counties

(£28.32m) Shire Districts (£38 m) and joint boards@bn

Merseyside £0.122m). Rate limited London boroughs would gain
and the rate limit discipline be slackened. The floodgates
would be opened to requests for similar exclusions from

total expenditure to replace the disregard system which
Ministers have taken a firm view is no longer appropriate in
1986/87 without targets and penalties.




Disregard in 1985/86 for metropolitan counties preparatory

costs for abolition

Districts in the metropolitan counties have been granted
—-——'—__—.ﬁ

a disregard in 1985/86 for holdback purposes of £100,000

of”g;penditure on preparatory costs for abolition. The

metropolitan counties and AMA have asked for a similar

disregard (West Yorkshire have asked for £100,000 for

each district, i.e. £500,000).

If a disregard of up to £500,000 were granted it would
increase Greater Manchester's block grant by about
£l1.21lmillion and Merseyside's by about £913,000.

The total cost to the Exchequer in reduced holdback would

be about £6million. Even if all the disregard fed through
to balances it would still, on Merseyside, leave £4.3million
to be funded by the levy (or, for instance, the borrowing
option (Option 1). 1In Greater Manchester some £80,000

of extra balances could be distributed to Bury.

The principal problem with this option is that Ministers'
decision not to grant the disregard was announced on

26 February. While such a disregard would allow
Metropolitan Counties to add to their balances they could
equally choose to increase their expenditure in the
run-up to abolition. (This option should not affect the

GLC, who are planning to spend below target in 1985/86.)

THIS OPTION IS DIFFERENT FROM OPTION 5 IN THAT THE GRANT
GAINS FOR THE AUTHORITIES CONCERNED ARE FOUND FROM HOLDBACK
WHICH THE TREASURY RETAINS, NOT GRANT LOSSES TO OTHER

T e————
AUTHORITIES.
i S L D




Exchequer funding of metropolitan county redundancy costs:

L The government could offer to meet redundancy costs

(net of balances) as a total Exchequer cost of about £23mil-

lion and thereby enable the RBs to reduce the levy by £5%

million on Merseyside.

25 This would benefit Wirral and Sefton to the extent
of a 3p rate but since all compensation is being met from
balances in Greater Manchester there would be no benefit

to Bury.

3 Agreeing to meet these costs would mean resiling
on Ministers' stated public policy. They have argued
that redundancy costs should be met locally and that

these costs would be offset by the savings from abolition.
If Ministers gave way on this, there would undoubtedly

be a flood of requests to meet other bits of abolition-
related expenditure which would cast doubt on the argument
that abolition would lead to significant net savings.

The option has a very similar effect in the short term to
Option 1 (allowing Residuary Bodies to borrow for
compensation costs) but it means there will be no long

term financing costs, to be met by a levy.

4. The Abolition Act does not empower the government to
pay compensation and Exchequer funding of redundancy costs
would presumably have to be done under the Appropriation
ACTE .




. I Advanced Further Education Pooling (AFE)

In 1985 DES lost a court case to ILEA on the method
of calculating congtributions to AFE pools. A new (legal)
arrangement was introduced in the 1986/7 RSG Settlement.
Corrections in respect of 1985/6 will be made in a Supplementary
Report in April/May 1986. That report will adjust the block
grant entitlements of authorities to compensate for the changes
in AFE contribution. If all education authorities.J/were in
receipt of block grant,changes to block grant would exactly
match changes to AFE contributions. Because ILEA is out of
grant and its AFE contributions are reduced by £31%m there
is an imbalance which has to be met by an across the board

increase in rates of 0.4p. The figures for Sefton, Wirral and

BUry are:

Increased AFE Increase in
Contribution Grant

Sefton £1,836,000 £1,694,000 £142,000
Wirral £1,859,000 £1,693,000 £166,000

Bury £ 3000 £:5697, 000 £ 76,000

Option: Increase block grant by £31%m to ensure no losers
as a result of the AFE change. Sé?€6;7~Wirral and Bury gain
£142,000, £166,000 and £76,000, respectively, equivalent to
a 0.4p rate.




.

Guarantee Grant recycling

Local authorities that spend above the spending assumption
used in the 1986/87 RSG Settlement, receive less grant than
assumed in the Settlement. If in aggregate authorities overspend
and hence underclaim grant the grant entitlements will be increased
across the board in July 1986. This is known as grant recycling

or grant close-ending.

In the debate on the RSG Settlement the Secretary of State
for the Environment laid before the House figures which showed
the effect of recycling £400m of grant, and advised authorities
to take account of this when setting their rates. Local authorities,
however, are generally very prudent in financial matters and many
will not be prepared to allow fully for grant recyling in setting

their rate.

Option

Ministers could guarantee that the amount of grant claimed

by authorities will be increased by at least £400m in July, so

that all authorities should allow for this in setting their rates.

From information on shire county budgets available to us it
is most unlikely that grant recycling will be less than £400m so
this guarantee should be costless. We therefore strongly recommend

this option. The benefits to Sefton, Wirral and Bury are:

Sefton EL1,9535 000
Wirral £2,344,000
Bury £1,127,000




OTHER POSSIBILITIES - NOT RECOMMENDED

There are some other possibilities, mentioned here for completeness.

We do not believe they should be pursued.

Police Grant

Following Ministerial discussion last month, it was agreed that the
rate of specific police grant should be increased from 50% to 51%
(costing £28 million) and that Rate Support Grant (RSG) should be
increased by £22 million. The result is to give more grant to all
Police Authorities, while ensuring that no other authorities lose
grant on this account. The effect in Merseyside is equivalent to

1.5p at ratepayer level.

One possibility would be to do more of the same e.g. increase the
rate of police grant to 52% with a commensurate increase in RSG.

This would have a further benefit of about 1.5p in Merseyside at a
cost of £50 million nationally. It would, however, be very difficult

to explain this additional step given the very recent decision to

go up to 51%.

Increase in Rate Support Grant

For 1986/87, Aggregate Exchequer Grant has been set at 46.4% of relevant

expenditure. Increasing this percentage to 48% (about the 1985/86

percentage before holdback) would benefit Wirral by £2.3 million
(5.7p rate) and Sefton by £1.9 million (5.5p rate) at a cost nationally
of £400 million. All authorities receiving grant would benefit.

It would be a windfall gain to those authorities (mostly shire counties)
that have already set their precepts, and would relieve the pressure
on the expenditure of the highest spending, rate-capped, authorities

whose rate limits have now been set by Parliament.

DOE

3 March 1986
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SHIRE COUNTIES

AVON
BEDFORDSHIRE
BERKSHIRE

BUCK INGHAMSHIRE
CAMBRIDGESHIRE
CHESHIRE
CLEVELAND
CORNWALL
CUMBRIA
DERBYSHIRE
DEVON

DORSET

DURHAM

EAST SUSSEX
ESSEX
BLOUCESTERSHIRE
HAMPSHIRE
HEREFORD % WORCESTER
HERTFORDSHIRE
HUMBERS1DE

ISLE OF WIGHT
KENT

LANCASHIRE
LEICESTERSHIRE
LINCOLNSHIRE
NORFOLK
NORTHAMPTONSHIRE
NORTHUMEERLAND
NORTH YORKSHIRE
NOTT INGHAMSHIRE
OXFORDSHIRE
SHROPSHIRE
SOMERSET
STAFFORDSHIRE
SUFFOLK

SURREY
WARWICKSHIRE
WEST SUSSEX
WILTSHIRE

CHANGE IN
PRECEPT

+27.5%

+27%
*13 14
+30.0%
0 A &

+10%
+11.9%4
+20.0%

+36%

+19%
+19.8%
+20.1%

+21%
+1D 9%
+18.8%
1 7. 6%
+14.86%
+10.9%
+21. 94

+13%
+20.0%
+12.7%
+18.9%4

+32%
+22.0%
+18.9%
8 B 4
L2 9%
+19L 9%
+19.4%
*20 94
+19.1%
25« e
+9.8%
o) 7 e fr

+12.0%

+18%
+19:1%
+25.9%

TO +31%

TO +16%

TO +28%

EPORTED INCREASES IN RATE POUNDAGES IN 19846-B7

SPECULATIVE

SPECULATIVE

SPECULATIVE
SPECULATIVE

SPECULATIVE

RECOMMENDATION TC FINANCE COMMITTEE

SPECULATIVE

SPECULATIVE

(#) AUTHORITIES ARE NEW ENTRIES SINCE THE LAST MONITOR OR A CHANGE TO A PREVIOUS ENTRY
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BACKGROUND NOTE

Receipts from property

1 Merseyside

County Hall is the upper part of a tower block, held on lease,
Over half will be occupied by joint authorities and the
Residuary Body's own staff, but the RB are hoping for an early
deal with an institution for at least some of the space... No

estimate is available of receipts, but the Liverpool market is

very depressed., —

’————-—"""_'—__—_—\

g

Greater Manchester

County Hall is central Manchester block, held freehold and
worth perhaps £1-2m. Over half will be occupied by successors
including the Residuary Body, and it will take time to dismantle

the computer system, so that sale in 1986/87 is unlikely.




BACKGROUND NOTE ON FINANCIAL POSITION

SEFTON WIRRAL

Total Expenditure/Block Grant

1985/86 989m/£43. 653m/£53.6m 690m/£29.
1986/87 - RSG Settlement Assumption (&) 346m/£55. 637m/£67.2m 610m/£32.
- Real Terms Standstill (b) .500m/£54. 064m/£66.6m 436m/£32.
- Authority's Plan  _ . 500m/£53. 51 000m/£63.4m 840m/£31.
Growth in spending on existinggimplied
by 4 above from 1985/86 to 1986/87 12% 9.7%

Rates

.-1'1985/86 Local rate s oUT 144,11p

: County Council precept 00} v 50.00p (4)
g General Rate g 194y LD

. 1986/87 Joint Authorities precepts .6 .6 48.03p

05 Residuary Body levy o 3p

6
¥/
8
9
1

0

1985/86 plus 3.4%

1985/86 plus 4.5% Secavitbs

Merseyside CC used £10.5mgto hold down the precept in 1985/86 by 10p

Greater Manchester CC used £32.6m to hold down the precept in 1985/86 by 30p

DATES

Sefton's Policy Committee is to meet on 11 March. The Council is to approve a budget for 1986/87
on 20 March

Wirral's Policy and Resources Committee meets this evening to discuss the district rate. The Council
budget meeting is on 19 March.

Bury's Finance Committee is to meet tomorrow, 4 March. The full Council is due to meet to set a rate
on 18 March,

'np Office and DTp have no information about when the new fire, police and transport authoroities are due
-0 set their precepts, but there is a statutory requirement to do so by 10 Marcn.ThJKuuﬂhxtﬁwdbkununﬁau Co
.ww%’cw T Mardh.




MR. NORGROVE///

MR. ADDISON

DUTY CLERK

RATES MEETING: 1600: 3 MARCH

following will be attending:
Baker
Waldegrave + Chris Brealey
Ridley + Charlotte Edgerton
Shaw + ? M
Lord President
Chief Whip
Chief Secretary + Robin Butler and Alex Alan

Anthony Langdon, Cabinet Office.

CR

3 March, 1986.
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PRIME MINISTER

SEFTON, WIRRAL, AND BURY

The problem underlying your meeting today is surely that high
spending Labour-dominated metropolitan authorities can

transmit their extortionate bills to the electorate through

Conservative-controlled district councils. So Tory Wirral

carries the can for the L%Eour-dominated Merseyside Transport

Authority.

That is the case for separate billing by Transport

Authorities. It fits in with the Green Paper's stress on
accountability. Of course the total bill might not change,
but at least the blame would rest on the right shoulders.

Dasid boaix
David Willetts
28 February 1986







PRIME MINISTER

You will remember that I told you about the rating
problems of Bury. I enclose a letter which the
Conservative Leader of the Council has sent you,

and for which I am arranging a draft response to be

provided by Kenneth Baker's Office. As you know,

I have organised for David Sumberg and Alistair
Burt to take Councillor Little, the Bury Leader,
to see Norman Tebbit. But I think vou will want to

be aware of the appalling figures disclosed in this
letter.

MICHAEL ALISON
28.2.86




10 DOWNING STREET

From the Principal Private Secretary 28 February 1986

I have already been in touch with
you about the meeting which the Prime Minister
wishes to have at 5.30 this afternoon
to discuss the issues raised in the letters
attached. I am now sending copies of the
correspondence to Richard Allan (Department
of Transport) and Paul Pegler (HM Treasury)
so that their representatives at the meeting
can be aware of the correspondence.

N.L. WICKS

Robin Young, Esq.,
Department of the Environment.




METROPOLITAN Town Hall
BOROUGH OF Bury

. Lancashire

Telephone : 061-764 6000
Telex : 669853 (CorpBury)

My Ref.
OFFICE OF THE LEADER
OF THE COUNCIL Your Ref.

My dear Mrs. Thatcher,

May I at once establish my 'credentials'. [ have always been an admirer
of your stewardship - as Minister of Education and now as Prime
Minister. Indeed, I was described in the national press at the N.U.T.
Annual (1973) Conference as your sole supporter - "1 against 2,000" was
one headline.

I now find myself in an impossible position.

This Conservative controlled town, an oasis in a Labour desert, has,
since re-organisation of local government and the establishing of the
Metropolitan Boroughs, constantly followed the best Tory principles in
its financial affairs.

In 1984/85 our expenditure was 14% below the average of Metropolitan
Boroughs. Last year, 1985/86, Tt was 12% below the average. We made
tremendous cuts in our services to get down to the Government's target
and were told that by doing so, we would be in a favourable position to
keep our rate demand in line with inflation. This year our expenditure
estimates point to an increase of between 7% and 8%. However, such is
the fantastically unfair Rate Support Grant that we should have to levy
a rate increase of 32% or 66p in the pound just to stand still with our
existing service réguirements.

Even if we accept the Government's G.R.E. figure, we face an increase of
20.8% - an increase of 42.5p!

Not included in these latest estimates is a further &£1,000,000 which we
will need to raise in order to finance Sir Keith Joseph's new
examination system. R

e e
Year by year the standard of many of our services has fallen because of

our frugality and compares badly with those of our neighbouring towns -
all Labour controlled.

Ve have now reached a position where the Consaervative Group feels that
it cannot carry on and yet maintain any degree of credibility.

To reach a figure in line with our G.R.E. we would have to make cuts of

£3,672,000 and still have to levy a rate increase of 20.8%.
- —

The Policy Advisory Group - comprised of the Chairmen of all Committees
- all Conservative - decided last night that it just is not worth the
hassle of re-examining our estimates making a paltry cut here and there,




when we are already 12% below average, to get down to what? An increase
O e 20%!

They unanimously agreed that, come what may, they will levy a rate
showing a 7% increase which is in line with the Government's increase in

our Kate Support Grant.

They agreed to take this step realising that by doing so, they will
inevitably expose themselves, individually and collectively, to punitive
surcharges and possibly prison sentences for setting an illegal rate.

Their defence will be that it is in line with the Government's policy as
indicated in its rate support.

Mr. Alistair Burt and Mr. David Sumberg, the Members for Bury North and
Bury South respectively, have been informed of this decision.

They are both aware that, since 1975, we have made repeated
representations to the Ministers of the Environment, all of whom have
expressed their sympathy that with each change of emphasis in the Rate
Support Grant, Bury has consistently fared badly!

We are not another Marxist Republic of South Yorkshire, nor a Militant
dominated Liverpool.

You have, in Bury, a Conservative foothold which has suffered without
exception under the Rate Support Grant system, and yet we view with
dismay the antics of more profligate councils which, for ten years, have
openly flouted the directives of successive Governments, and still, year
by year, under the application of different Rate Support Grant formule,
have always been more favourably treated.

Ve very much regret having to take this step, but you will appreciate
that we have no real alternative.

Yours sincerely,

’(./

- .

Albert Little O.B.E.
Leader of the Council

cc. Alistair Burt M.P.
David Sumberg M.P.
Kenneth Baker M.P.
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& THE NATIONAL UNION OF
. CONSERVATIVE AND UNIONIST ASSOCIATIONS

North Western Provincial Area
(Woolton House, 31 Byrom Street, Manchester M3 4PJ)

Area Local Government Advisory Committee
Wirral District Co-ordinating Committee

Chairman Hon. Secretary Please reply to ;

K.G. Allen F.S. Dawson M.B.E. c/o Birkenhead
Conservative Association
20 Hamilton Square
Birkenhead L41 6AY
051 647 9131

The Rt. Hon. Margaret Thatcher F.R.S. M.P.,
10 Downing Street,
London.

Dear Mrs. Thatcher,

I write on behalf of the Chairmen of all four Constituencies who operate under the
control of Wirral Borough Council, i.e., Birkenhead, Wirral South, Wirral West and
Wallasey, to express our very great concern at the projected Rates increase in Wirral,
which we believe will be in excess of 25%. This is without any growth in services
and after all the efforts over the past six years by our Conservative controlled Council
to consistently follow Government policy and guidelines.

We were the largest Authority to privatise refuse collection and street cleansing, all
departments have been examined on a "value for money" basis, either through internal
exercises or by outside consultants. All repairs, maintenance and capital contracts
are open to competition.

From a very low base during this period, we were featured for two consecutive years

in the Financial Times as the Authority making the largest reductions in manpower.

Out of 36 (thirty six) Metropolitan District Councils, we stand 34th (thirty fourth)

in expenditure terms and out of 105 (one hundred and five) Education Authorities,

we are the lowest in expenditure. We have done all we can. We were virtually promised
that for next year our efforts over the years would be recognised and our Grant Related
Expenditure figure would be adjusted to take account of the realities instead of being
based upon past target figures which bear no resemblance to the problems we face

as an inner area Authority. This has not happened and, as a consequence, our expenditure
will be in excess of the GREA figure and we shall be in a grant losing situation.

In addition, we are having counted against our GREA figure, the costs of the residuary
body which includes £1.5 million in respect of compensation payments for Merseyside
County Council staff redundancies. What worsens the situation is that the Secretaries

of State for the Home Office and Transport have allowed permitted expenditure levels

for the Police and Transport Joint Boards respectively, in excess of the GREA figures

for these boards, by amounts of £16,000,000 and £38,000 ,000. This means that for
Transport for example, no grant at all will be received. Either the GREA's are too

low or the Secretaries of State have allowed excessive expenditure levels which is contrary
to the promise made to control the expenditure of these joint boards and which was

the purpose of taking appropriate powers under the Abolition Act.




It is our firm belief that what has happened is beyond the power of Wirral Borough
Council to control and unless urgent corrective action is now taken, the loss of control

of Wirral Borough Council by our Party is absolutely inevitable. Add to that the destruction
of morale amongst our workers and the consequent damaging implications for our three
Members of Parliament come the next General Election.

Prime Minister, we appeal to you, at this late stage, to do all in your power to right
this wrong.

Yours sincerely,

e ,
i A
/et jeAa— 4 5
Secretary to the Wirral //
District Co-ordinating -Committee

on behalf of :

K.G. Allen — Chairman Birkenhead Constituency
Miss K. Hobson - Chairman Wallasey Constituency

A.H. Duncan - Chairman Wirral South Constituency
Mrs. I. Whitehurst - Chairman Wirral West Constituency




From: Mrs. Lynda Chalker, M.P.

HOUSE OF COMMONS
LONDON SWIA OAA

3 February 1986

The Rt Hon Mrs Margaret Thatcher MP
Prime Minister

10 Downing Street

London

SWIA

You will probably be surprised to learn that I am still nominally
Chairman of the Merseyside Conservative Local Government Co-
ordinating Committee. 1In this role I am called upon to chair
meetings usually intermittently, but particularly when they feel
they are approaching a crisis situation. We have now had two such
meetings inside the last three weeks and I have been instructed to
tell you of the anxiety of the meeting and indeed of the two
Conservative Groups who currently narrowly hold the Metropolitan
Boroughs of Sefton and Wirral. Whilst you may regard this as a
matter of personal pleading, I can assure you that without the
demand of these Groups I should not have written this letter, but
I think you ought to know the complications of current Local
Government financing for the forthcoming Local District elections.

At the present time Sefton District has a majority of three seats,
all of which are extremely vulnerable to the Alliance. Wirral has
a majority of one seat, one Ward being held by five votes and the
second by ten votes, both in Wallasey. Isnaddition to the four
vulnerable Westminster seats, two in Sefton and two in Wirral
(David Hunt's and mine), it is these two last bastions of
Conservative Local Government control which I now have to say, I
do not believe we can hold in May given the anticipated rate
rises.

Kenneth Baker has been working hard for many months to help both
Wirral and Sefton who have for the last eight and eleven years
been financially very prudent indeed. The crazy workings of the
current rate support grant system are really what lies at the
heart of it and, whilst we are contemplating our changes in Local
Government finance, none of this comes in time to save a critical
situation in these two Metropolitan Districts. I now understand
from the leaders of Sefton and Wirral, Cllr Ron Watson and Cllr
John Hale, that the worst difficulty facing them in setting the
rates is to do with the redetermination of the permitted
expenditure level on transport in Merseyside. Originally the

Surgery appointments: telephone 051 630 1338
or write to: 8 Rake Lane, Wallasey, Wirral




level was set at some ui million gyt they applied for
redetermination. Whilst éﬁé Yedttermination of £81
million, they were told at the same time that because of the RSG
system and its contradictory moves, the outcome would be that
they would lose in excess of £25 million of grant money. The
effect of this clearly shown in the Sefton case where at present
the Leader is contemplating a rate rise of 23%, 13% of which is
due to this direct loss of grant as it workKs out for us. There
are no reserves on which either Sefton or Wirral can draw to
conreet this for they have been so careful in their spending, and
cut back so far in their services, that there is simply nothing
more to be found in the local coffers.

This is not normally a matter in which I would concern you but
Kenneth Baker has done all within his power to help and Angela
Rumbold and I, who discussed this briefly earlier last week, both
know that our room for manoeuvre is totally constricted except in
three possible ways. It is these three ways which need to be
examined on political grounds with which I am troubling you. The
political grounds will be clear to you knowing the continuing
battle we have against the Militants. They are not only in

Liverpool but also in Sefton and Wirral as well, and we believe it
vital that we retain both of the two Conservative controlled
Metropolitan Districts in our fight to stop the whole of this area
being taken over in a way that perhaps people in the south of the
country simply do not understand.

The three avenues which seem to me to be open to us as a
Government all cost money and I am well aware that this letter
will be seen by you, as a failure on my part to encourage Local
Government in Merseyside to put its own house in order. The point
is that Sefton and Wirral have been doing that for eleven and
eight years, and it is the system which is working so badly
against them which caused this Conservative crisis meeting to come
forward in such strong terms. The three considerations that the
Conservative Merseyside Leaders are asking for are

| That the £25 million plus grant on Transport should be
restored but eventually phased out which would help to enable
the rates to be held down at least to a more reasonable level.

That the advanced and further education pool money should not
be loaded on the Education Authorities all in one year as
seems to be the intention at the moment, but it should be be
spread over several years.




That we should be able to phase the redundancy and
compensation costs of staff made redundant from the
County Council over at least a three year period
rather than taking them all into the costs of the
first full year post abolition. This would make a
very considerable financial difference to us.

This seems a crucial political position, and 1locally
Conservatives insist that you know. They apologise for
troubling you, especially at this time, as I do most
sincerely.

The Rt Hon the Lord Whitelaw CH MC

Rt Hon Norman Tebbit MP

Rt Hon Kenneth Baker MP

Rt Hon Nicholas Ridley MP

Cllr Ron Watson, Leader of Sefton Borough Council
Cllr John Hale,. Leader of Wirral Borough Council
Rt Hon Sir Ian Percival MP

David Hunt Esq MBE MP

Barry Porter Esq MP

Malcolm Thornton Esg MP




| \ i From: The Rt. Hon. SIR IAN PERCIVAL, Q.C., M.P.
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¢ ﬁ CO‘NF"DE'(T‘AL HOUSE OF COMMONS

LONDON, SW1
Secretary’s Tel. No.: 01 219 4065
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PRIME MINISTER

CCs
Mr. Wicks
Duty Clerk

The people attending this meeting are:

Treasury
Mr. Robin Butler

Mr. Alex Allan, Principal, Local Government Division.

Environment

Mr. T. Heiser, Permanent Secretary.
Mr. Christopher Brearley, Under-Secretary, Local Government

Finance.

Transport

Secretary of State

mes Chaslote 6{;&21#&"1 Fesistat Secreta '»'LJ /‘ HAC ’TC"CL/\SPCVJC

O Y Clek
.

28 February, 1986.




10 DOWNING STREET

From the Principal Private Secretary 28 February

/ ® il
y/;ZL—> <;x7=L—/
In connection with the meeting on rates which the Prime
Minister is holding on Monday afternoon, I attach copies
of some letters which provide some of the background. I
am sending copies also to Private Secretary to the Home Secretary

and to the Chief Whip and John Wiggins in the Cabinet Office

who are also invited. (Ministers from the Treasury, Department

of Transport and DOE who will also be coming already have the

papers.)

Department of Environment will be circulating a paper
in time for the meeting, and I should be grateful if Robin
Young in DOE, to whom I am copying this letter, would ensure

that all the Departments attending have a copy of that paper.

N. L. WICKS

Miss Joan MacNaughton,
Lord President's Office.

CONFIDENTIAL




10 DOWNING STREET

From the Principal Private Secretary 28 February 1986

e o

When I wrote to Joan MacNaughton earlier
this evening I was under the misapprehension
that you were the Secretary of E(LA). This
of course is Anthony Langdon. Could I therefore
ask that Anthony should attend the Prime
Minister's meeting on Monday afternoon.

Please could you pass to him the papers
attached to my earlier letter together with
the DOE paper when it arrives. Apologies.

I am sending a copy of this letter to
Anthony Langdon.

(N. L. WICKS)

John Wiggins, Esq.,
Cabinet Office.
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PRIME MINISTER “*’As 27 February 1986
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RATE INCREASES

The attached tables show increases in rate poundages in

S

1986-87. They make pretty grim reading.
w///-ﬂ —

-— ——

——

The shire counties have to set their precepts by 10 March, so

e v s e 2

we now have pretty solid information. Average increases work

out at about 20%. I have highlighted the worst and least bad

pum— ae

USRS 4

shires. The rough political breakdown is as follows:

Conservative control +17%

Labour control +16%
SIS

No overall control <\\iiii///>

These are not comforting figures. Perhaps their main message

coalition government] is worst of all.

The tables for district rates are more speculative, as they

have until 1 April to set their rates.

D o Wk

DAVID WILLETTS




REPORTED INCREASES IN RATE POUNDAGES 1986-87
. CHANGE IN
GENERAL
RATE

MET DISTRICTS

GREATER MANCHESTER

BOLTON +207% SPECULATIVE
ROCHDALE +30%

STOCKPORT +15%4 SPECULATIVE

MERSEYSIDE
LIVERPDOL +15%Z RATE LIMIT

SOUTH YORKSHIRE ;
SHEFF IELD +207 TO +35% SPECULATIVE

TYNE AND WEAR ’
NEWCASTLE-UPON-TYNE +o% (2%4 below RATE LIMIT)

WEST MIDLANDS

BIRMINGHAM +147 TO +157% SPECULATIVE
COVENTRY +194

SOLIHULL +257% TO +30% SPECULATIVE




REFPORTED INCREASES IN RATE POUNDAGES IN 19846-87

. CHANGE IN
PRECEPT

I.L.E.A.
MET POLICE PA *

LONDON REG TRANSPORT *

CHANGE IN ° CHANGE IN
GENERAL DOMESTIC
RATE RATE
INNER LONDGN BOROUGHS

CAMDEN
GREENWICH
HACKNEY
ISLINGTON
LAMBETH
LEWISHAM
SOUTHWARK

LIMITS
LIMITS
LIMITS
LINETS
LIMITS
LIMITS
LIMITS

# ok K %k ok W K

OUTER LONDON BOROUGHS

EALING SPECULATIVE
HARINGEY RATE LIMITS
NEWHAM SPECULATIVE




REPORTED INCREASES IN RATE POUNDAGES IN 1986-87

SHIRE DISTRICTS

AVON
BATH
BRISTOL

BUCKINGHAMSHIRE
CHILTERN

CHESHIRE
MACCLESFIELD
WARRINGTON

EAST SUSSEX
HOVE
LEWES

ESSEX
BASILDON
TENDRING

HAMPSHIRE
FORTSMOUTH

HERTFORDSHIRE
DACORUM

KENT
ASHFORD

LANCASHIRE
RIBBLE VALLEY

LEICESTERSHIRE
LEICESTER

NORFOLK
BRECKLAND
NORWICH
SOUTH NORFOLK

NORTHUMBERLAND
CASTLE MORPETH

NORTH YORKSHIRE
HARROGATE

SHROPSHIRE
BRIDGNORTH

CHANGE 1IN
LOCAL RATE

CHANGE IN CHANGE IN
GENERAL DOMESTIC
RATE RATE

SPECULATIVE

RATE LIMIT




REPORTED INCREASES IN RATE POUNDAGES IN 1986-87

STAFFORDSHIRE
EAST STAFFORDSHIRE
SOUTH STAFFORDSHIRE

SUFFOLK
FOREST HEATH

WILTSHIRE
THAMESDOWN

CHANGE IN
LOCAL RATE

CHANGE 1IN
GENERAL
RATE

CHANGE IN
DOMESTIC
RATE

RATE LIMIT
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CCBilnd

DEPARTMENT OF TRANSPQ
2 MARSHAM STREET LONDON SWip 3EB
01-212 3434

My ret: M/PS0/1792/86

Your ref:

Sir Ian Percival QC MP
House of Commons
LONDON

SW1A OAA

C;Zl\;> February 1986

Bt Jun,

You wrote to me on 6th February about the precept which
will be levied in 1986/87 by the new Passenger Transport
Authority., I am sorry for the delay in replying. Since then
we have of course had a debate about the Precept Limitation
Order and I hope that at least some of the points in your
letter will have been answered by my explanations during the
debate. I have also seen a copy of your letter of 24th
February to the Prime Minister,

I entirely sympathise with the position of ratepayers
in your constituency, As you pointed out so clearly during
the debate, it has been grossly unfair that they have been
forced to contribute enormous sSums over a number of years to allow
others to travel at absurdly low fares. Our Objective
in subjecting the new Passenger Transport Authority to precept
control is to ensure that this imbalance between the needs of
travellers and the needs of ratepayers will be rectified
within three years,

If it were possible to take immediate action to reduce
the severe burden on ratepayers then I assure you we would
not have hesitated to take that action. But I am afraid
that the extent of the present County Council's extravagance
is such that it is likely to take the full three years of
precept control to reduce expenditure to acceptable levels,
In the meantime I fully recognise that the merits of our
policies may be difficult to present to your constituents.

This is particularly the case in the light of the
present campaign by the outgoing County Council to suggest
that. the effect of abolition will be to increase rates.
This propaganda is highly misleading. 1In the first place,
Merseyside's precept for 1985/86 was substantially reduced
by profligate spending of reserves, both those held by the
County Council and those of the PTE. Without such use
of reserves, and had Merseyside not been precept limited,
?Fgwbounty Council precept might have been some 30% higher
than the 73p which was actually levied in 1985/86. Comparisons
between ratepavers' bills in 1985/86 and 1986/87 are thus
severely distorted.




Second, I must assure you that if rate bills do go up this
is not the effect of abolition. We have in fact taken special
measures in the 1986/87 block grant settlement to ensure that
the total amount charged to ratepayers is no greater as a
result of the new organisational arrangements than it would
have been if the County Council had continued to exist. Although
the new precepting arrangements mean that for the first time
the ratepayer can clearly distinguish just how much overspending
on public transport is costing him, he is not actually having
to pay any more in total than he would have done if the
County Council had remained responsible for public transport
and spent at the same level (£81.3m) as we have proposed

for the PTA.Tiy Agul sfpul (lir ALCuBUIALY, F0es avd. 20 fane 4 T a«%@(‘téﬁg /
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The ratepayer is however benefitting significantly from

the control which we have placed on the PTA's spending., If

the PTA had been allowed to go down its preferred route

and spend as it liked, which would have meant the continuance

of the old County Council policies, the PTA would have had to

levy a precept of nearly 60p, rather than the 44 .8p maximum

which we have set. 5

Turning to the detailed points in your letter, you asked
me why Merseyside PTA could not be allocated the £25m block
grant for which it would have been eligible if it had spent
at its GRE of £45.4m. First let me explain that although we
have for the purposes of calculating the maximum precept
estimated the PTA's grant entitlement if they spend £81.3m, and
at this level of spending no grant is receivable, the actual
grant received by the PTA will in the event depend on their
spending decisions. If the PTA decide that savings can be
achieved more quickly than we have assumed it is quite possible
that they can reduce spending and become entitled to grant,

Second, I should explain that the process of calculating
an individual authority's block grant entitlement is essentially
a process-of allocating a fixed total of grant between all
authorities. Thus the £25m block grant which Merseyside PTA
estimate they "lose" by spending so far in excess of their
GRE, is not returned to the Exchequer as your letter implies;
but is, in effect, distributed among other local authorities,
This system also implies that if we were to make special
adjustments to ease the burden for Merseyside, this could only
be at the expense of local authorities elsewhere.

GREs and Expenditure Levels (ELs) are in fact two quite
different concepts, set under different legislation and
according to different principles. It is not only in Mersey-
side that the PTA's EL is substantially different from its
GRE. This is also true of all the other PTAs.




An authority's GRE (Grant Related Expenditure) is an assess-
ment of the level of spending required to obtain a standard
level of service and its use is restricted to the calculation of
its block grant entitlement. Authorities are free to spend
more or less than their GRE, and for many authorities spending
on public transport is well below GRE. Because GRES are used
to calculate an Authority's entitlement to block grant the
legislation requires that they be set according to principles
applicable to all authorities. These principles are
discussed annually with the local authority associations and
cannot be changed easily. Certainly they cannot be changed
simply to favour one authority.

An authority's EL is something quite different from its
GRE. ELs are set under the Rates Act 1984 and are a stage
in thé process of setting the Authority's maximum rate, or
precept. ELs for the new PTAs were set on the basis of an
assessment of the PTA's actual need to spend in 1986/87 taking
into account all the particular circumstances of that Authority,
including the level of spending of the outgoing County Council,
Thus where County Councils have been pursuing low fares policies,
as in Merseyside and South Yorkshire, their ELs recognise that
they will need more than one year to reduce their expenditure
to a sensible level. But in the meantime it would scarcely
be appropriate for ratepayers in other parts of the country
to have to pay for Merseyside's continued over-provision,
which would be the effect of your proposal. It seems to me
only right that where an Authority is still spending a far
greater amount on services than comparable authorities elsewhere,
then the main burden should fall on ratepayers locally. I hope
of course that those same ratepayers will make their vieéws
very plain to the responsible authority.

I apologise for the length of this letter but felt
you would wish for a full explanation of our policies. I am
copying this letter to the Prime Minister, in view of your request
for a meeting, and to Kenneth Baker and Norman Tebbit for
information, 4
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From: The Rt. Hon. SIR IAN PERCIVAL, Q.C., M.P.

T HOUSE OF COMMONS
LONDON, SW1

Secretary’s Tel. No.: 01 219 4065
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PRIME MINISTER

Lynda Chalker is coming to see you tomorrow (Friday)

to disguss rates on Merseyside. This follows letters

to you about the subject from Lynda Chalker, Sir

Ian Percival (whom vou are seeing next Thursday) and

a letter you have just received from the Chairmen of
the four Conservative Associations which operate under

P et ]

Wirral Borough Council.

Lynda Chalker wrote to you as Chairman of the Merseyside
Conservative Local Government Co-ordinating Committee,
and she explains that she has been instructed to tell

yvou of the anxiety of the two Conservative Groups who
e

narrowly hold the Boroughs of Sefton and Wirral (Sefton
: : T R ¥

has a majority of three seats, Wirral a majority of one).

R e T

The view is that these Boroughs will not be held with

the anticipated rate rises.

In her letter of 3rd February (Flag A), Lynda Chalker
lists (on pages 2 and 3) the three requests local
Conservative leaders are putting forward, all of which

would cost money.

The folleowing papers are attached:

Flag A Letter of 3rd February from Lynda Chalker
plus handwritten note of the same date
Flag B Letter of 5th February from Ian Percival
Flag C Letter of 24th February from Ian Percival
Flag D Letter from four Constituency Chairmen.

STEPHEN SHERBOURNE
27 .2:86




CQDS
From: Mrs. Lynda Chalker, M.P.

HOUSE OF COMMONS
LONDON SW1
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From: Mrs. Lynda Chalker, M.P.

HOUSE OF COMMONS
LONDON SWIA OAA

3 February 1986

The Rt Hon Mrs Margaret Thatcher MP
Prime Minister

10 Downing Street

London

SWIA

You will probably be surprised to learn that I am still nominally
Chairman of the Merseyside Conservative Local Government Co-
ordinating Committee. In this role I am called upon to chair
meetings usually intermittently, but particularly when they feel
they are approaching a crisis situation. We have now had two such
meetings inside the last three weeks and I have been instructed to
tell you of the anxiety of the meeting and indeed of the two
Conservative Groups who currently narrowly hold the Metropolitan
Boroughs of Sefton and Wirral. Whilst you may regard this as a
matter of personal pleading, I can assure you that without the
demand of these Groups I should not have written this letter, but
I think you ought to know the cQmplications of current Local
Government financing for the forthcoming Local District elections.

At the present time Sefton District has a majority of three seats,
all of which are extremely vulnerable to the Alliance. Wirral has
a majority of one seat, one Ward being held by five votes and the
second by ten votes, both in Wallasey. Isnaddition to the four
vulnerable Westminster seats, two in Sefton and two in Wirral
(David Hunt's and mine), it is these two last bastions of
Conservative Local Government control which I now have to say, I
do not believe we can hold in May given the anticipated rate
rises.

Kenneth Baker has been working hard for many months to help both
Wirral and Sefton who have for the last ejght and eleven years
been financially very prudent indeed. The crazy workings of the
current rate support grant system are really what lies at the
heart of it and, whilst we are contemplating our changes in Local
Government finance, none of this comes inp time to save a critical
situation in these tw6 Metropolitan Districts. I now understand
from the leaders of Sefton and Wirral, Cllr Ron Watson and Cllr
John Hale, that the worst difficulty facing them in setting the
rates is to do with the redetermination of the permitted’
expenditure level on transport in Merseyside. Originally the

Surgery appointments: telephone 051 630 1338
or write to: 8 Rake Lane, Wallasey, Wirral




level was set at some £4 m11110n.;L they applied for
redetermination. Whilst éﬂé dbtermination of £81
million, they were told at the same time that because of the RSG
system and its contradlctory moves, the outcome would be that
they would lose in gﬁgggg_g£_£25,mllllon of grant money. The
effect of this clearly shown in | the Sefton case where at present
the Leader is contemplating a rate rise of 23%, 13% of which is
due to this direct loss of grant as it worf‘—_ht for us. There
are no reserves on which either Sefton or Wirral can draw to
correct this for they have been so careful in their spending, and
cut back so far in their services, that there is simply nothing
more to be found in the local coffers.

This is not normally a matter in which I would concern you but
Kenneth Baker has done all within his power to help and Angela
Rumbold and I, who discussed this briefly earlier last week, both
know that our room for manoeuvre is totally constricted except in
three possible ways. It is these three ways which need to be
examined on political grounds with which I am troubling you. The
political grounds will be clear to you knowing the contlnuing
battle we have aga1nst the Militants. They are not only in

Liverpool but also in Sefton and Wirral as well, and we believe it
vital that we retain both of the two Conservative controlled
Metropolitan Districts in our fight to stop the whole of this area
being taken over in a way that perhaps people in the south of the
country simply do not understand.

The three avenues which seem to me to be open to us as a
Government all cost money and I am well aware that this letter
will be ‘seen by you, as a failure on my part to encourage Local
Government in Merseyside to put its own house in order. The point
is that Sefton and Wirral have been doing that for eleven and
eight years, and it is the system which is working so badly
against them which caused this Conservative crisis meeting to come
forward in such strong terms. The three considerations that the
Conservative Merseyside Leaders are asking for are

1 That the £25 million plus grant on Transport should be
restored but evefntually pNased But which would help to enable
the rates to be held down at least to a more reasonable level.

' 4

That the advanced and further education pool money should not
be loaded on the Education Authorities all in one year as
seems to be the intention at the moment, "But 1t should be be
spread over several years.

*—/\
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That we should be able to phase the redundancy and
compensation costs of staff made redundant from the
County Council over at least a three year period
rather than taking them all into the costs of the
first full year post abolition. This would make a
very considerable financial difference to us.

This seems a crucial political position, and locally
Conservatives insist that you know. They apologise for
troubling you, especially at this time, as I do most
sincerely.

The Rt Hon the Lord Whitelaw CH MC

Rt Hon Norman Tebbit MP

Rt Hon Kenneth Baker MP

Rt Hon Nicholas Ridley MP

Cllr Ron Watson, Leader of Sefton Borough Council
Cllr John Hale,. Leader of Wirral Borough Council
Rt Hon Sir Ian Percival MP

David Hunt Esq MBE MP

Barry Porter Esg MP

Malcolm Thornton Esq MP




From: The Rt. Hon. SIR IAN PERCIVAL, Q.C., M.l?.

CmHDE'( T‘AL HOUSE OF COMMONS

LONDON, SW1i
Secretary’s Tel. No.: 01 219 4065
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From: The Rt. Hon. SIR IAN PERCIVAL, Q.C., M.P. :
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THE NATIONAL UNION OF
CONSERVATIVE AND UNIONIST ASSOCIATIONS

North Western Provincial Area
(Woolton House, 31 Byrom Street, Manchester M3 4PJ)

Area Local Government Advisory Committee
Wirral District Co-ordinating Committee

Chairman Hon. Secretary Please reply to ;

K.G. Allen F.S. Dawson M.B.E. c/o Birkenhead
Conservative Association
- 20 Hamilton Square
Birkenhead L41 6AY
051 647 9131

The Rt. Hon. Margaret Thatcher F.R.S. M.P.,
10 Downing Street,
London.

Dear Mrs. Thatcher,

I write on behalf of the Chairmen of all four Constituencies who operate under the
control of Wirral Borough Council, i.e., Birkenhead, Wirral South, Wirral West and
Wallasey, to express our very great concern at the projected Rates increase in Wirral,
which we believe will be in excess of 25%. This is without any growth in services
and after all the efforts over the past six years by our Conservative controlled Council
to consistently follow Government policy and guidelines.

We were the largest Authority to privatise refuse collection and street cleansing, all
departments have been examined on a "value for money" basis, either through internal
exercises or by outside consultants. All repairs, maintenance and capital contracts
are open to competition.

From a very low base during this period, we were featured for two consecutive years

in the Financial Times as the Authority making the largest reductions in manpower.

Out of 36 (thirty six) Metropolitan District Councils, we stand 34th (thirty fourth)

in expenditure terms and out of 105 (one hundred and five) Education Authorities,

we are the lowest in expenditure. We have done all we can. We were virtually promised
that for next year our efforts over the years would be recognised and our Grant Related
Expenditure figure would be adjusted to take account of the realities instead of being
based upon past target figures which bear no resemblance to the problems we face

as an inner area Authority. This has not happened and, as a consequence, our expenditure
will be in excess of the GREA figure and we shall be in a grant losing situation.

In addition, we are having counted against our GREA figure, the costs of the residuary
body which includes £1.5 million in respect of compensation payments for Merseyside
County Council staff redundancies. What worsens the situation is that the Secretaries

of State for the Home Office and Transport have allowed permitted expenditure levels

for the Police and Transport Joint Boards respectively, in excess of the GREA figures

for these boards, by amounts of £16,000,000 and £38,000 ,000. This means that for
Transport for example, no grant at all will be received. Either the GREA's are too

low or the Secretaries of State have allowed excessive expenditure levels which is contrary
to the promise made to control the expenditure of these joint boards and which was

the purpose of taking appropriate powers under the Abolition Act.

oo oeee




It is our firm belief that what has happened is beyond the power of Wirral Borough
Council to control and unless urgent corrective action is now taken, the loss of control

of Wirral Borough Council by our Party is absolutely inevitable. Add to that the destruction
of morale amongst our workers and the consequent damaging implications for our three
Members of Parliament come the next General Election.

Prime Minister, we appeal to you, at this late stage, to do all in your power to right
this wrong.

Yours sincerely,

T AR
Rk

Secretary to the Wirral
District Co-ordinating -Committee

on behalf of :

K.G. Allen — Chairman Birkenhead Constituency
Miss K. Hobson - Chairman Wallasey Constituency

A.H. Duncan - Chairman Wirral South Constituency
Mrs. I. Whitehurst - Chairman Wirral West Constituency




PRIME MINISTER

cc Mr Alison

LYNDA CHALKER

P _,r I have arranged for Lynda Chalker to see you
t)t [| at 1230 on Friday. The diary today and

tomorrow is appalling.

Lynda does wish to raise the matter of

Merseyside rates with you.

Caroline Ryder

26 February 1986
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PRIME MINISTER
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SIR IAN PERCIVAL AND LYNDA CHALKER

Attached is a letter from Sir Ian Percival seeking a meeting

with you about RSG etc on Merseyside. I imagine that you

will wish to agree to this request with a DOE Minister present.
v SR A

Agree? g e

More difficult is a request from Lynda Chalker for a meeting

which her office at the FCO has cég;eyed to,us now on two
occasions. I understand that she has written privately

to you about this. Personally I think it rather odd that

a Government Minister should seek to lobby you about another
Department's business and strictly speaking therefore I
think her request for a meeting is out of order. If you
agree to see Sir Ian Percival however we can make that clear
to Lynda Chalker and ask her to make sure that Ian Percival
is aware of her views before any such meeting.

Z Uo A»V”ZA;~A

Agree to proceed in this way?
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J@J(Timothy Flesher)

25 February 1986
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A finareizl bonus for London ratepayers was forecast today (Tuesduy) by Sip Godfrey
b Sl

Taylor, Chazirman of the London Residuary Body, 2s he annownced the LRB's first

budget 34 days before abolition of the CLC.

e [——

The L1B, formed to wind up the affairs of *he GLC, will be receiving £48 million

by levy across the 33 London Boroushs - a major reduction from the provisional
—d

estimate in FNovember of £1%2 million.

And there is a further benefit to ratepayers: at least £71 million in GILC balances

will be distributed to boroughs by the IR3 -- 223 million more thun they are paying -
et Sk et e M

plus = possible £18 million more (s ttachel tat Ly

“he L3B's gross expenditur:z for 1936-87 on carrying on sarvices-to tlhe boroughs after

abolition, and on its own costs for cleuring u. GIC functions, is £517 million. This
"—_——'"—

will be met by the levy, charges for service. to *he borouzhe and suzcessor bodies,

income from graats, morigose repayments and
/—f——'

1 . Y .
“he lower le.y figure - roughly equivalent to

calculated not on rateable value bui on populaticn (see atiachec

- I”

acnieved becaw:e “nvironment Secretsr ry wemuetl Balier accepted ¢

repayments should be used to repay and ghst S45 ' nmillion inheritad from QLS
——————— R ——
balances should be used to fina:ce redundarey piynments, and for contin_encies.
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lower-thar-expected levy will help boroughs stirac* mee veramend gront and

contribute to kezping raie levels down in 13@5~22.

Sir Godfrey said today: "This is good news g 1last for the har I-pressed London

rate ayer. iny hac pushad hes o achieve it and with Covoernnent £oodwill and
the ue of QL alances which vroe riZitfully coiu: to the benefit of Londoncrs
2cross thea cupital, we have marased to hold dowr “he B lovy to a very salisfactory

1"t

level,
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The boroughs will &also p to the Lonlon fire and Ui Deferce Authority,
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Lonjon “astie Regulztion 0T anc the Jeparimnen { Transport

+rafTic .control ney will po i A, urrent GIC services
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housing
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ths money-san

Sir Godfrcy added: the nzor term there will be more savings as staff

IS0 e O v

their jobs with us an retiren move on."

Cfficer, London R

Tel: 230 0613







From: The Rt. Hon. SIR IAN PERCIVAL, Q.C., M.P,

HOUSE OF COMMONS
LONDON, SW1

Secretary’s Tel. No.: 01 219 4065
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"PAYING FOR LOCAL GOVERNMENT"

Shortly before the Green Paper was published, it was agreed that
there should be a common consultation date of 31 July for the
proposals in England, Scotland and Wales (same for those on
capital expenditure). However, as your private secretary's
letter of 21 January to David Norgrove records, we also agreed
that I‘shouia\be\free to announce an extension if this proved
necessary. s w7 DL~ P

I was pressed by the local authority associations in the morning of
publication of the Green Papers to agree to an extension of

the consultation period, and I briefly referred to my willingness
to do so in exchanges on my statement. I have now been asked

by the Association of Metropolitan Authorities to announce a
formal extension of the consultation pericd. in reply, I am
today writing to all the local authority association leaders,
telling them that I am willing tc extend the consultation pericd
to 1 _October, on the understanding that this is necessary to
allow detailed responses to be formulated. I am also making the
point, however, that the earlier we can have those responses,

the better it will be.

I am copying this letter to the Prime Minister, to other members
of E(LF) and to Sir Robert Armstrong.

KENNETH BAKER /ék\/‘//b
/

The Rt Hon the Viscount Whitelaw PC CH MC







Local Government (Financing)

Local Government (Financing)

3.41 pm

The Secretary of State for the Environment (Mr.
Kenneth Baker): With permission, I should like to make
a statement. Together with my right hon. Friends the
Secretaries of State for Wales and Scotland, I have today
presented to Parliament a Green Paper entitled “Paying for
Local Government”. It makes major proposals for the
future financing of local government in Great Britain.

The central theme is the need to bolster local
democratic accountability. To do so, we need a way of
paying for local government which narrows the gap which
exists between those who use, those who vote for and those
who pay for local government services.

The three fundamental weaknesses in our present
arrangements are: the complex and uncertain effect of
Government grants to local authorities; the way in which
businesses can be heavily taxed to pay for excessive local
spending; the unfair burden on householders of domestic
rates.

May I deal with non-domestic rates? Business and
commercial ratepayers foot 60 per cent. of the local tax bill
but have no vote to influence local elections. For
businesses, rates are uncontrollable overhead costs which
can and do vary from year to year very significantly.
Increased business rates lead to higher costs; to lower pay
or job prospects; or to reduced investment. Those who are
ultimately affected are quite unaware of how these extra
burdens arise.

For all those reasons, non-domestic rates should not be
a local tax. We propose therefore that a uniform non-
domestic rate poundage should be set centrally. Businesses
will be protected by indexing the poundages to inflation
so that they can predict their liability with confidence. All
of the yield of non-domestic rates would continue to
support local government expenditure but it would be
pooled and redistributed as an equal amount per adult in
all authorities. Transitional arrangements would be
required in each of the three countries to allow for an
orderly move to the new system. We are setting in hand
a revaluation of all non-domestic properties so that new
rateable values will be available from April 1990.

I turn to the question of Government grants. The
present grant arrangements are unstable and complex.
They obscure the link between what people pay for local
services and what they get for their money. But the clarity
of that link is essential to local accountability.

We therefore propose a new two-part grant structure.
First, a needs grant to compensate authorities for their
different needs. Secondly, a standard grant—to reduce
local tax bills by a standard amount per adult. Both grants
would be fixed in cash, in advance, for the year in
question. Local authorities would then know where they
stood. We would remove the whole paraphernalia of
schedules, tapers, multipliers and close ending.

Taken together with our proposals on the non-domestic
rate, these grant arrangements would produce the clearest
possible relationship between changes in spending and
changes in tax bills. Every extra pound spent will be met
in full by local domestic taxpayers. Every pound saved
would benefit them in full. And that would be true in every
authority in the country.

On the subject of domestic taxes, at present in England
around 35 million adults are eligible to vote in local

413
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elections. Only 18 million are directly liable as ratepayers.
Of these, 3 million have their bill met in full by housing
benefit. In many authorities well over 50 per cent. of the
voters pay no local rates and therefore have little interest
in restraining spending by the local authority ; indeed, they
have a clear interest that it should spend more.

Under the new social security proposals, every
ratepayer will have to pay part of their rate bill. That still
leaves 17 million adults with no liability to pay for the
local services they use. It still means that the single
pensioner or the single parent will face the same bill for
local services as the house next door with four earners.

Rates are a tax on property. They are unpopular because
the rates burden is carried on too few shoulders and needs
to be spread more widely and fairly. There are broadly
three alternatives—a sales tax, local income tax, or a
flat-rate community charge. The Green Paper sets out the
many difficulties we see both in sales tax and in local
income tax, and the reasons why we prefer a community
charge. It would be more closely linked to the use of local
services and would give all adults a stake in local spending
decisions. As with rates, there would have to be assistance
for those on low incomes. Each local authority would set
its own charge and there would have to be registers of all
adults. The registers would be entirely separate from the
electoral register.

This proposal would lead to the same local tax bill for
the same standard of service in all areas. that would lead
to significant changes in the distribution of local tax
burdens between authorities. There would have to be
transitional and safety net arrangements.

In England and Wales the community charge would
start at a low level, with a corresponding cut in rates. The
whole burden of any increased spending would fall on the
community charge from the start, so that a clear link would
exist between higher spending and higher community
charges. In subsequent years there would be further
transfers from rates to the community charge. In some
areas rates would disappear within three years, and they
would be eliminated in all areas within 10 years.

Under the proposals some people would be paying local
taxes who presently pay nothing. But those living on their
own who presently pay more than their fair share,
including many of the poorest households, would be better
off.

The Green Paper illustrates the effects of the proposals,
had they been in force in 1984-85. The illustrations show
that the changes would be modest for most people, and that
the shift to the new tax would be both gradual and
manageable in terms of household incomes.

There are also proposals in the Green Paper to reform
the capital control system on which I am inviting
comments.

Those proposals amount to the most thorough reform
of local government finance this century. It is right that
there should be a substantial period of consultation. My
right hon. Friend the Secretary of State for Wales and I
have asked for comments by 31 July. My right hon. Friend
the Secretary of State for Scotland will make a statement
tomorrow. The pace of further developments in England
and Wales will depend on the outcome of the consultation
process.

The message from our studies is clear; the way we now
pay for local government undermines local accountability.
That is no basis on which to run democratic local
government. It has drawn central Government deeper into
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conflict with local government. The alternatives are clear.
We can continue down the present path—that is the
road to closer central involvement in local affairs and
increased central control—or we can face up to the
weaknesses in our present arrangements and provide local
government with a financial system to bolster local
~democracy. The Government prefer that course, and I
commend it to the House.

Dr. John Cunningham (Copeland): The Secretary of
State has made a major statement on what is by any test
a very important Green Paper. Will he accept that the
Opposition are prepared to support any genuine attempt to
increase local accountability and to return to local
government the freedoms and local democratic control that
have been consistently eroded during the seven years of the
Prime Minister’s Administration?

Is the right hon. Gentleman aware that the Opposition
welcome the Government’s recognition that after seven
years of Conservative Government local authority finance
is in a bigger mess than ever before? Does he realise that
we agree with his message last week in a letter to Tory
councillors nationwide that the system that his
Government have created is unfair and stifles local
accountability?

Does the Secretary of State recognise that, after seven
years of successive failure in local government finance,
the Green Paper announces yet again the abandonment of
the Prime Minister’s oft-repeated promise to abolish
domestic rates altogether in this Parliament? Is it not clear
that the Prime Minister has comprehensively ratted on that
promise to the ratepayers? Is not the general proposition
at the heart of the Green Paper a proposal to introduce a
poll tax to be imposed on every adult regardless of income
or ability to pay? Will that not also be a tax on the right
to vote, as the Green Paper makes abundantly clear? Is the
right hon. Gentleman aware that no other Western
industrial democracy employs such a grotesquely unfair
system as the basis of the major source of local
government income?

What has changed since the Government rejected these
very proposals in their 1983 White Paper on rate reform?
The Government rejected the proposals then on the basis
that they were expensive and bureaucratic to administer,
bearing harshly on low-income families and a tax on the
right to vote. That was revealed in the Government’s
White Paper two years ago.

Is it not the case that every ratepayer, regardless of
means, will have to pay a minimum flat-rate charge under
the Government’s proposals? Why has the Secretary of
State, in his statement and in the Green Paper, been so
obscure about the proposals to help low-income families
get over the major impact of the new impositions?

Will the Secretary of State confirm that his proposals
for a uniform business rate are a further huge centralisation
of power which will undermine local democracy and
accountability and not enhance it? It will leave in the
hands of Ministers massive additional controls over local
authorities regardless of their political persuasion. Will not
this mean higher business rates in many Tory local
authority areas? I ask Conservative Members to study the
proposals carefully, because that is the implication. That
is what is at stake, especially if the yield is to remain the
same as at present.

414

28 JANUARY 1986

»
Local Government (Financing) 800

Why do not the right hon. Gentleman and his right hot.
Friends address themselves to the far higher costs to
industry and commerce of interest rate charges which
result from the Government’s policies? What are the
distributional effects of changes on people in different
circumstances in different local authority areas? The
figures that he has given relate to regions and national
situations, not to specific local authority areas. In that
sense, the figures quoted are nothing short of misleading.

Is not the right hon. Gentleman asking his right hon.
and hon. Friends to accept a time bomb ticking away under
them in their constituencies and local authorities? These
proposals will bring shock waves of horror to many
Conservative Members who believe in some craven way
that they and their constituents will benefit from them.
Will the right hon. Gentleman publish the data and studies
that he and his right hon. Friends have used and made to
give the examples in the Green Paper?

Is not this exercise a vain attempt to redeem the pledges
of the Prime Minister and to cast a cloak of obscurity over
the failure of the Prime Minister in seven years in
government to deliver that simple, if not cynical, promise
to abolish domestic rates? Is not the reality right through
the Green Paper simply that rates will be here long after
the Government have gone?

Mr. Baker: The hon. Gentleman asks my hon. Friends
to study the Green Paper carefully. I hope that he takes
such advice himself, because rarely has the House heard
such a thin and empty comment. I have tried in the Green
Paper to set forward the central issue of what I hope will
be a great debate upon the future of local accountability
in local government. During the course of that great debate
the Labour party will have to say what system of local
government finance it will support. From the hon.
Gentleman’s concluding comments, and from those of his
hon. Friend the Member for Blackburn (Mr. Straw)
recently, I assume that he will favour the retention of the
rating system.

Dr. Cunningham: Answer my questions.

Mr. Baker: I shall answer the hon. Gentleman’s
questions. The hon. Gentleman argued that the community
charge is unfair and regressive and will hit the poor, but
I remind him that rates are also regressive and unfair and
bear little relationship either to ability to pay or to the use
of local government services. If rates are to be kept, there
will have to be a major revaluation and that will create a
turbulance in family incomes much greater than what I am
proposing to the House.

The hon. Gentleman asked me about those who will
benefit. Let me consider those who will face lower bills
under my proposals. Eighty-six per cent. of all single
pensioners will receive lower bills. Eighty per cent. of
single adult householders will face lower bills. Businesses
in the north, the midlands and the north-west will face
lower bills. Areas of high unemployment will face lower
bills.

The hon. Gentleman asked me whether the proposal
was a tax on the right to vote. It most certainly is not. The
registers will be separate. There will be people on the
community charge register who will be liable to the
community charge who do not have the right to vote—
for example, foreigners resident in our country. What I
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\ave made clear and what I do not disguise is that we are
widening the tax base. We are spreading the burden more
widely and more fairly to increase local accountability.

Most of us here subscribe to the notion of no taxation
without representation. The hon. Gentleman believes in
representation with no liability to taxation. He wants a
right for those who contribute nothing to impose the full
cost of their demands on those who contribute everything.
I should be careful about going out to dinner a la carte with
the hon. Gentleman because, under his system, I would be
left with the bill.

Sir Hugh Rossi (Hornsey and Wood Green): Does my
right hon. Friend accept that the return, after many
decades and not just the last seven years, of the nexus
between taxation and representation will be widely
accepted and welcomed in the country both by those who
have to pay and those who are conscious of their
democratic rights? A far greater control over local
authority spending will be achieved by the payer through
the ballot box if taxation and representation are equated
than by a cumbersome central Government apparatus.

Mr. Baker: I endorse what my hon. Friend has said;
it goes to the nub of the question. The choice before the
country in financing local government is whether one
depends upon the constraints operated through the ballot
box with a wider base of taxpayers or whether one goes
for more central control. I reject the move towards more
central control.

Mr. Barry Jones (Alyn and Deeside): Why are there
no plans for the Secretary of State for Wales to make a
statement on a matter of great importance for the

Principality? Why is the Secretary of State for Wales
hiding behind the Secretary of State for the Environment?
I happen to know that the Secretary of State for Wales is
at least part author of this iniquitous proposal of a poll tax.

Mr. Baker: There are important differences between
the proposals as regards England and Wales and Scotland.
However, the proposals for England and Wales are
substantially the same and we thought it appropriate for
one statement to be made. The hon. Gentleman’s
comments have been noted, and he may wish to pursue the
matter through the usual channels.

Mr. John Heddle (Mid-Staffordshire): My right hon.
Friend’s announcement of the introduction of a national
business tax will be welcomed widely by industry and
commerce which has no voice, no sanction, no vote and
no say in the way that profligate councils spend their
money. Will my right hon. Friend accept that the
introduction of a community charge may create some
losers as well as some winners? To avoid any possibility
of retrogression, will he extend the consultation period
beyond 31 July so that the consultation may be as wide as
possible?

Mr. Baker: I entirely agree that the proposal for a
national business tax will be widely welcomed. The
proposals are well founded.

As regards the consultation period, the local authority
associations have already represented to me their wish for
a longer time than 31 July. I am prepared to consider the
matter, but I would not want to extend the period beyond
October.

Mr. Eric S. Heffer (Liverpool, Walton): If the right
hon. Gentleman is serious in what he said about no
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taxation without representation, why have the Government
not brought in a concept of local income tax? This has
been argued for a long time and is extremely successful in
Sweden. Is it not clear that the right hon. Gentleman and
the Government are proposing to put further burdens on
the shoulders of ordinary working people and not on those
who can afford to pay? Is it not clear that the
Government’s proposals for registration are leading to a
situation where criminal sanctions—1I should like to
know what the criminal sanctions are—will be against
people who, for various reasons, may decide not to
register.

Mr. Baker: We have looked at the various proposals
for a local income tax. There are several variations and
varieties, but all are administratively complex and would
require a register, as the local community charge requires
a register. If one moved to a form of local income tax, it
would on average put an extra 4Y2p on the basic rate. The
rate depends on the spending of various authorities and
would range from an extra 2p to an extra 11p on the
standard rate. I do not believe that many people would
welcome the prospect of an uncontrolled capacity to raise
local income tax which would be left in the hands of Mr.
Bernie Grant or Mr. Hatton. In their hands it would be
confiscatory.

Mr. Charles Morrison (Devizes): Is my right hon.
Friend prepared to say whether there are any interim,
short-term proposals in the Green Paper which will help
to ensure that shire counties are not faced with the same
difficulties next year and ensuing years as they face this
year? May we assume that the business tax will ensure that
there are virtually no businesses which will be worse off
under that tax than they are at present?

Mr. Baker: I announced today that there would be a
revaluation of business properties starting at once and
coming into effect in April 1990. That will lead to an
adjustment between the older properties, probably in the
north, and the newer properties, probably in the south.
That will have to be phased in over five years.

As for striking the average at national poundage, we put
forward the idea in the Green Paper that, taking the
mathematical average, the poundage could be reduced by
5 per cent. or indeed by a lower figure. The discretionary
5 per cent. will be left to the local authorities if they wish
to charge it.

My hon. Friend asked whether there would be any
special transitional arrangements, for the three years from
1987 to 1990 before the new operation comes in. Clearly
there will have to be transitional arrangements even before
this operation starts to avoid the type of debate that we had
last week which I do not want to have again.

Mr. John Cartwright (Woolwich): The great debate
is not starting today—it began in 1974 with the setting
up of the Layfield committee whose recommendations
were rather better based than those before the House today.
Does the Secretary of State recall his own Government’s
White Paper of August 1983 which, after extensive
consultation, totally rejected the idea of a flat rate
community charge because it would be unfair,
complicated and expensive to administer? Why is the right
hon. Gentleman now recommending something which his
Government rubbished two and a half years ago?

Mr. Baker: The reasons set out in the 1983 White
Paper for rejecting a community charge were largely
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operational. The hon. Gentleman will see that if he studies
the White Paper. The new grant system introduced in 1981
did not check the high spenders because there was
insufficient local accountability under the rating system.
That led to the introduction of rate capping and greater
central control. A path has to be chosen by all parties in
the country: do they want further central control, more
control from Whitehall, or do they want to increase local
accountability for the domestic taxpayer? That is the
central issue.

Mr. Ian Gow (Eastbourne): Is my right hon. Friend
aware that few, if any, local authorities which are
profligate in the use of taxpayers’ money would have been
elected, let alone re-elected, if there had been a closer
relationship between those who vote and those who pay?
The broadening of the tax base will be widely welcomed
not only by Conservative Members but in the country as
a whole. My right hon. Friend’s proposals constitute a
great advance in equity of taxation.

Mr. Baker: I thank my hon. Friend, and agree with
him. When the local elector goes to the ballot box and tries
to make up his mind whether he should support the
council, it is very difficult for him to determine whether
the rates have gone up as a result of the high spending of
the local authority or as a result of what has happened to
the grant. There is no clear link. The new grant system
which I have announced today will allow that link to be
established. The local elector will be able to make his own
judgment. In future, as a result of the new grant system
and the standard national business rate, all the spending
decisions will depend upon the council and upon it saying
to its electorate, “This is what you want, so vote for us”.

Mr. Frank Field (Birkenhead): As a sizeable number
of poor people will be made worse off under these
proposals, what measures does the Secretary of State
propose to introduce to compensate them?

Mr. Baker: The Green Paper says that there will have
to be a system of support for people on low incomes. One
of the features of a community charge is that it will reduce
average bills for the lowest income households with net
incomes below £75 a week. There will be a rebate system
that applies to the community charge as it applies to rates.
For people on the lowest incomes, the community charge
would be 2-4 per cent. of net income whereas rates would
be 3 per cent. of net income.

Mr. David Howell (Guildford): Does my right hon.
Friend agree that our objective is genuine independence
and genuine accountability in local government? Does he
agree that his plans take considerable strides in that
direction? Will he reassure us that his plans for new grants
and for the community charge, which I warmly welcome,
will not be put at risk or overthrown by short-sighted
Treasury intervention in the name of vague and hazy
macroeconomic goals?

Mr. Baker: I think so. I welcome my right hon.
Friend’s support for increasing local accountability. I hope
that the system will produce the checks and balances
which I believe are necessary. We say that some form of
selective rate capping may be needed for the transitional
period, but I hope that it will be possible to phase that out.
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Mr. Terry Davis (Birmingham, Hodge Hill): How wf’
the cost of preparing a community charge register and
collecting this new tax compare with the present system?

Mr. Baker: We estimate that it will cost about £30
million a year to prepare the register. The cost to the
valuation office of domestic properties alone is about £30
million a year. If we were to keep the rating system and
had a domestic revaluation, it would cost about £65
million.

Mr. Robert Rhodes James (Cambridge): Is my right
hon. Friend aware that the proposal to include higher
education students in the new community charge would be
acceptable if it were not for the fact that they are already
suffering from loss of grant and benefits, as proposed by
the Secretaries of State for Education and Science and for
Social Services? Are they covered by the low-income
provisions?

Has my right hon. Friend discussed this with my right
hon. Friend the Secretary of State for Education and
Science?

Mr. Baker: The answer to my hon. Friend’s latter
question is yes, of course.

It is proposed in the Green Paper that students should
also be liable to the community charge. I should like to say
something about this as the circumstances regarding
students and rates are complicated. There is an allowance
in students’ grants for housing costs. In addition,
universities pay local authorities something for rates for
students who live in halls of residence. In addition,
students in digs who pay rent contribute towards the rates
in their rent. Students who live at home may or may not
pay their parents. We shall have to explore such factors
much more fully during the consultation period.

Mr. Allen McKay (Barnsley, West and Penistone): Is
the right hon. Gentleman saying that registration will be
done on the basis of the electoral register? If so, how will
he calculate for people who do not register? His answers
have implied that industry will be better off, that
pensioners will be better off and that the poor will be better
off. In areas such as mine, where there is 20 per cent.
unemployment, who will pay?

Mr. Baker: I have made it clear that we are broadening
the tax base and that more people are to be brought into
tax. The Green Paper sets that out fully. There will be a
separate community charge register, which will not be the
same as the electoral register.

Mr. James Couchman (Gillingham): Is my right hon.
Friend aware that there are many small business men,
including me, who will be profoundly grateful for his
announcement about the business rates? That is especially
true for those of us who were forced to stop trading in areas
where rates had risen so much as to make our businesses
unviable. What are the implications for the precepting
authorities such as the Inner London education authority
and the police?

Mr. Baker: The arrangements for precepting will
remain the same. District councils will levy and collect the
community charge. I strongly agree with what my hon.
Friend said about the national business rate. Businesses
pay £1-50 for every £1 paid by domestic ratepayers. In
some areas, local authorities have milked businesses. For
example, in Camden, businesses pay £4 for every £1 paid
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g/ domestic ratepayers. Moreover, we shall link any
increases in the national business rate to the rate of
inflation.

Mr. Simon Hughes (Southwark and Bermondsey): Is
the Secretary of State aware that the alliance parties accept
his two premises — that the rating system and rate
support grant system are indefensible, and that there must
be more accountability? Is he further aware that the policy
conclusions that he reaches show that the Government are
unsound in policy, just as yesterday’s announcements
showed that they are unsound in their practices, as the poll
tax is the most reactionary proposal since 1601?

Does the right hon. Gentleman agree that the majority
of ratepayers will be worse off? Does he agree that
Government control will be increased? Will he confirm
that local income tax would provide better accountability,
reduce local government’s dependence on the
Government, and reduce Government-imposed income
tax?

Mr. Baker: I do not know which brand of local income
tax the Liberal party will eventually settle on, but it does
little for extra accountability. Before the hon. Gentleman
gets too enmeshed in supporting local income tax, perhaps
I might tell him what it would do to tax rates in his
constituency. I have taken the rate for Southwark and
calculated what it would represent in extra income tax.
The standard rate for taxpayers in Southwark would
increase from 30p to 41p.

Sir David Price (Eastleigh): Is my right hon. Friend
aware that, for those of us who have called for rate reform
for at least 20 years, my right hon. Friend’s statement is
most welcome? In view of the long history of Green
Papers and the failure of Lord Wilson, when Prime
Minister, to allow the Redcliffe-Maud commission even
to consider local finance or local taxation, why do we have
to waste a year on a Green Paper rather than proceed
immediately to a White Paper and to a Bill?

Mr. Baker: I entirely appreciate my hon. Friend’s
impatience, and I thank him for what he has said about the
proposals. This is the most fundamental change in local
government finance this century. It changes the grant
system, the business rates system and:

Dr. Cunningham: Has the right hon. Gentleman
already decided, then?

Mr. Baker: No. These are the proposals which the
Government are putting before the country. All interests
should have adequate time to comment on our proposals.

Mr. Hugh Brown (Glasgow, Provan): Many of us are
aware that the financing of local government is too
complex and far from perfect, but does the right hon.
Gentleman agree that if some people, groups, or categories
pay less, others will have to pay more? Why is it right for
the 3 million poorest families in the country to pay more?

Mr. Baker: I made it clear that there will be assistance
for those on low incomes. There is a high level of poverty
in single-person households and those people will benefit
from a community charge. For those on low incomes the
community charge is less regressive.

Mr. Gwilym Jones (Cardiff, North): I join the
welcome for my right hon. Friend’s statement, as I
welcome any movement towards the abolition of that
dreadful anachronism, rates, especially with the excessive
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increase of 25 per cent. that is facing my constituency.
Does my right hon. Friend accept that we in Wales view
with concern the suggestions in the press that the
Principality is to be used as a proving ground for rate
reform? Does he accept that we would need to scrutinise
closely any such idea?

Mr. Baker: I assure my hon. Friend that, from the
point of view of timing, the changes in England and Wales
will run in harmony. There is no proposal in the Green
Paper that changes should be made in Wales prior to being
made in England. My right hon. and learned Friend the
Secretary of State for Scotland will be making a statement
tomorrow about rates in Scotland.

Mr. Chris Smith (Islington, South and Finsbury): Is
it not the central philosophy of the Green Paper that only
the votes of those who pay will have any real validity? Is
that not an outdated concept? Is it not better to embrace
the concept of one-person, one-vote, which is a much
more democratic principle?

Mr. Baker: One reason for the breakdown between
voting and paying for local services is evident in the
borough of Islington. In that borough, as a result of
excessive spending, the average rate bill is now almost
£700. I do not believe that it would have reached that
figure if more people

Mr. Heffer: Is that all?

Mr. Baker: I am sure that the hon. Member for
Liverpool, Walton (MR. Heffer) has even higher
ambitions to increase the rate bills in Liverpool.

I do not believe that that high figure would have been
reached if there had been a better connection between
those who vote and those who pay for local services.

Mr. Patrick McNair-Wilson (New Forest): Is my
right hon. Friend aware that his proposal to spread the cost
of local government services more widely will be
welcomed by the hard-pressed ratepayers in my
constituency and more widely still? However, as the
teachers’ dispute has shown that local authorities alone
cannot pay for the cost of teachers’ salaries, has he given
any consideration to taking that biggest single item of
expenditure out of local finance and putting the
responsibility on the central Exchequer?

Mr. Baker: We have considered that possibility, as
have previous Governments. It would appear to be a
simple and seductive answer to take a large part of
expenditure off local government rates and meet it through
the central Exchequer, which would involve higher
income tax or higher VAT. However, there is a great
disadvantage. If the annual financing of education is
removed from the local authorities, ultimately the power
will end up with a central education service. I know that
some hon. Members have favoured that solution, but if the
financing of education is moved to the Department of
Education and Science or to a central agency, it is taken
away from local government. It is not only a matter of
allocating money. A central agency would have to decide
how many teachers there should be in a primary or
secondary school and it would have to decide on all sorts
of expenditure. I ask my hon. Friend and those who feel
that that is an easy answer, to consider and reflect what
that would mean to local government. The powers and
responsibilities of local government would be consider-
ably diminished.
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Mr. John Evans (St. Helens, North): Does the
Secretary of State expect that the standard business rate
will lead to the introduction of rate equalisation under
which money would be transferred from the prosperous
local authorities in the south of England which have much
industry to those local authorities in the north, which have
lost most of their industry?

Mr. Baker: Two matters will affect the distribution of
the business rate. The first is the revaluation of industrial
property. Much property in the midlands, Manchester and
the north of England was valued in 1973, when those areas
were relatively more prosperous. For that reason
adjustments must be made. They will run alongside the
second factor, which is the movement towards a national
business rate, to be phased in over five years.

Sir William Clark (Croydon, South): Rate reform will
be widely welcomed in the country and I urge my right
hon. Friend to reject the party political points made by the
Opposition. Does he agree that the present rating system
is a poll tax in that a single occupant of premises pays a
similar amount in rates as the person next door in similar
accommodation, who shares with four of five adults? Does
he agree that it is essential to have a different register from
the electoral roll? Many foreigners should be paying rates
but they are not on the electoral roll. It is essential that we
do not use only the electoral roll.

Mr. Baker: I agree completely with my hon. Friend’s
point about the position of foreigners. There is also a
proposal in the Green Paper for a collective community
charge, for example, for boarding houses, which have a
rapid turnover of occupation. The landlord or the owner

would be responsible for registering the occupants. That
is an important point.

On the matter of basic unfairness I agree entirely with
my hon. Friend. In two houses, side by side, one occupant
could be paying the full rates while four are paying them
in the next house. They are all using local government
services, but the four occupants, who could be earners, are
getting an excessively good deal compared with a single
person living alone.

Mr. James Lamond (Oldham, Central and Royton):
If the Secretary of State believes that rates are a harsh tax
on the one-parent family and old-age pensioners, why
have the Government spent their last seven years
transferring as much of the burden as possible from central
Government to local government, thus worsening the
position? If the Secretary of State believes that those who
vote at local government elections consist of a mixture of
those who have no need to pay rates, but expect to get a
bonanza from the local council, and those who are worried
because the rates are so excessive that they cannot pay
them, why is the turnout only 35 per cent. to 40 per cent.?

Mr. Baker: We have tried to improve local
accountability by reducing the support that flows from
central Government. The system can only operate with an
effective, wider tax base, which is what we are proposing.

Mr. Nicholas Winterton (Macclesfield): Does my
right hon. Friend accept that while all of us will study
carefully the radical proposals, the likely result of his
announcement is that rural counties, such as Cheshire, will
suffer from the standard business rate levy? The majority
of middle-income earners in the rural county of Cheshire
will pay considerably more. Is that a correct assessment?
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Mr. Baker: I urge hon. Members to reflect upon tl’
consequences of the proposals on the business rate and the
figure at which the national average is struck. On that
depends whether there will be more gainers or losers in the
business world. The Green Paper proposes to strike the
rate at the national average — 180p, in 1984-85. It
further proposes that that should be reduced by 5 per cent.
which would bring in many of those who are close to the
national average who would have to pay more if it were
struck at a higher level—[HON. MEMBERS: “Answer”.]
The answer depends upon the level at which the national
average business rate is set. That is a matter upon which
we shall take advice and consult.

Regarding the incidence of the tax burden upon people
in different areas, the broad result of the proposals will be
a transfer of the tax burden from householders to non-
householders.

On the question of resource equalisation, the answer to
my hon. Friend’s question lies in chapter 4 and annex J.

Several Hon. Members rose

Mr. Speaker: Order. I have to protect the business for
today, because there is the introduction of Members, a
Ten-minute Bill and an important debate. I shall allow
questions to continue for a further 10 minutes, but then we
shall have to move on.

Mr. William O’Brien (Normanton): Is the Secretary
of State aware that the Government’s proposals mean that
people who are now granted concessions because of their
low incomes will have to pay rates in the future? Will that
not be seen by the elderly, especially elderly widows, as
a further tax upon their incomes, and almost as a standing
charge? Would not the aged and widows be better served
by allowing them the existing concession of complete or
partial rate rebates according to their incomes?

Mr. Baker: The hon. Gentleman’s comment is more
appropriate to the Social Security Bill, which we shall
discuss later today, since that proposal is enshrined in the
Bill.

Mr. Fred Silvester (Manchester, Withington): Does
my right hon. Friend realise that many of us share his
objective of reducing the conflict between central
Government and local government? Two areas of chief
conflict have been the Government’s desire to control
aggregate local authority expenditure and the method of
distribution of the rate support grant. Does the Green Paper
mean that the Government have abandoned their objective
of controlling the aggregate of local government
expenditure? How will the needs element be distributed?

Mr. Baker: The answer to my hon. Friend’s
penultimate question is, not entirely. The distribution of
grant will be much simpler and clearer under the new
system. It will consist of two elements: a standard grant
which all authorities will receive on a per capita basis as
of right, and a needs grant. The present grant amounts to
about £8 billion. About £4 billion will be available for the
standard grant, and about £4 billion will be available for
the needs grant. On the needs grant, we shall have to
devise a system that is simpler and clearer than the present
GREAs.

Ms. Clare Short (Birmingham, Ladywood): Will the
Secretary of State answer the important question asked by
my hon. Friend the Member for Islington, South and
Finsbury (Mr. Smith)? When the right hon. Gentleman
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salked about no taxation without representation, he meant
no representation without taxation. That principle goes to
the heart of democracy. The logic of the right hon.
Gentleman’s position is that the unemployed and non-
taxpayers will have removed from them the right to vote
in elections.

Mr. Baker: No right to vote will be removed, but it
cannot be right that, in some authorities, 50 or 60 per cent.
of those who vote make no contribution to the payment for
local services.

Mr. Richard Holt (Langbaurgh): Does my right hon.
Friend accept that throughout Langbaurgh, Middlesbrough
and the whole of Cleveland and the north of England his
proposals will be welcomed, especially if they mean the
elimination of the current practice in Cleveland of
appointing political assistants to the leader and other
members of the council?

Mr. Baker: Such incidents happen because there is no
effective ballot box control on excessive expenditure. We
must move to a better system. I thank my hon. Friend for
his support.

Mr. Dave Nellist (Coventry, South-East): How will
those who are involved in properties or land that is
currently derated be affected by the proposals? Will the
proposal for a local income tax be extended to those who
currently pay no rates? Does he accept that the echo that
he senses among many working people for reform of rates
is not caused by the present method of paying rates but by
the fact that, in seven years, the Government have taken
£10,000 million from local councils and could halve all
rates if they returned grant to the 1979 level?

Mr. Baker: The hon. Gentleman accused me of
introducing a local income tax

Mr. Nellist: A community fine, then.

Mr. Baker: No, it is a community charge, and it is not
based upon the ownership and possession of property. It
is based upon a people’s tax.

Mr. Michael Cockeram (Ludlow): Does my right
hon. Friend realise that he has opened a Pandora’s box that
will affect every household in the land and that we are now
launched upon a long-running period of protest beside
which the Westland affair will be but a brief interlude?

Mr. Baker: I simply do not believe that the present
system of local government finance can continue. That is
why we introduced the proposals. The present system
contains basic unfairnesses and inequalities. I have
published a Green Paper because I want the proposals to
be examined and debated throughout the country so that
each party can put forward its proposals and be able to
justify them.

Mr. Nicholas Brown (Newcastle upon Tyne, East):
Why is the Secretary of State inviting us to discuss the
matters in the Green Paper after the passage of the Rates
Act 1985 and the abolition of the metropolitan authorities
rather than before then?

Mr. Baker: As I said in reply to an earlier question,
in 1981 we introduced a system which we hoped would act
as a brake upon excessive local spending. That did not
work, so the further controls were introduced. I have said
clearly that that should not be the path forward for local
government and that there must be a more equitable base
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for true local accountability. I favour local accountability,
because local democracy will not survive without it. When
I am asked about gainers and losers, I always reply that
the biggest gainer will be local democracy.

Mr. Anthony Beaumont-Dark (Birmingham, Selly
Oak): Does my right hon. Friend accept that to many of
us it is pleasing that a promise made many years ago by
a former Secretary of State for Education and Science,
who has now become Prime Minister, that we should
consider what changes are to be made has been fulfilled?
But does he agree that, as there is no such thing as a free
dinner, there is no such thing as a free rating system? Will
we have a system whereby the Government not only
decide what is spent but are willing to pay for what they
impose on local authorities? If not, does he agree that,
whatever system we devise, local ratepayers or taxpayers
will be unable to afford it?

Mr. Baker: My hon. Friend is right to mention that
important point in local government, which is always
complaining that central Government impose duties upon
it and do not provide it with the cash to carry out those
duties. The proposals for standard grant recognise that
some national services are required. That should meet my
hon. Friend’s point. As he comes from the west midlands,
I should say that the area does badly under the present
system, because its average incomes are about 5 per cent.
below the national average, but its average rateable values
are about 5 per cent. above the national average.

Ms. Harriet Harman (Peckham): Does the Minister
realise that the thrust of his arguments will be deeply
offensive to hundreds of thousands of people, many living
in Conservative-controlled areas, who cannot pay their full
rates? Is he not betraying an insidious attitude to
democracy and individual rights when he relates the
democratic right to vote to the ability to pay?

Mr. Baker: I have answered those points several
times. The hon. Lady, who represents a constituency in a
high-spending inner-city authority, should be fully aware
of the inequity of the present rating system and what it
means to many of her constituents.

Mrs. Edwina Currie (Derbyshire, South): Is my right
hon. Friend aware that, in April, the Comptroller and
Auditor-General commented that the existing RSG system
failed to prevent overspending, failed to protect the
priorities of local government spending, and showed a
poor distribution of the financial burden among ratepayers
in different areas. Does he agree that the system that he
is now proposing is clear, will work and is
comprehensive? It will be extremely welcome in local
authorities and should be introduced as soon as possible.

Mr. Baker: I could not have said it better myself.

Mr. David Winnick (Walsall, North): Is it not true that
the proposed poll tax — there is no need for fancy
names, because that is what it is—is the most regressive
system of revenue-raising that the Minister could have
found? Did not all his predecessors as Secretary of State
in the Conservative Government reject the proposal for the
obvious reason that it is unfair, unjust and will especially
penalise those on low incomes?

Mr. Baker: The basic fairness of what I am suggesting
is that those who benefit from local government services
should be involved in paying for them. The country will
not perceive that as an unfair principle.
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Mr. Roger Gale (Thanet, North): My right hon. Friend
will understand that the many elderly, single, owner-
occupiers in my constituency will welcome what they
regard as the death knell of an unfair rating system. They
will also appreciate the re-establishment of the link
between taxation and representation. Will my right hon.
Friend assure the House that this will not mean that those
who are taxed without representation—small businesses
in the south east—will ever again be asked to subsidise
profligate inner city councils?

Mr. Baker: My hon. Friend touches upon the national
business rate. There will be consultations about that with
the representatives of local government. The CBI
conference voted against the national business rate. Since
then, the CBI tax committee has come out in favour of it,
and I believe that the chambers of commerce are on record
as favouring a national business rate.

Mr. Frank Dobson (Holborn and St. Pancras): The
Secretary of State talked about winners and losers. Can he
confirm that one of the winners under this proposition will
be the occupants of the Thatcher retirement home in
Dulwich?

Mr. Baker: In widening the tax base, which should be
widened in this way, one has to ask whether the local
government system should be financially redistributive.
More than half of local government money comes from the
national taxpayer. That is, of course, principally a
redistributive source.

Mr. John Powley (Norwich, South): While welcoming
the Secretary of State’s proposals, may I draw his attention
to the tremendous number of abortive man hours,
particularly in local government, that were expended on
discussion of previous White Papers and Green Papers and
the Layfield report? Will he give an assurance that the
Government will have the determination to implement the
proposals before the House so that the discussions will
bear fruit? Does he agree that the proposed reorganisation
is not a message for any local authority to increase its
spending?

Mr. Baker: I agree with my hon. Friend’s last point.
I have already said that during the transitional period some
control will be necessary to ensure that certain local
authorities do not take the opportunity substantially to
increase their spending. I also note the point that was made
by him and by several of my hon. Friends, that they want
the Government to get on with this.

Mr. D. N. Campbell-Savours (Workington): May I
congratulate the Secretary of State on his admission that
industrial rates in the north will go up? I am sure that that
will bring a lot of joy to many industrialists in Cumbria.
Will the right hon. Gentleman come clean? He has told us
who gains. What about telling us who loses? It is all here
in the Green Paper. Will he tell us the key statistics about
those who lose? Are the losers not several million people?

Mr. Baker: I have admitted quite openly that if the tax
base is broadened more people will pay tax. Slightly more
households gain than lose. The figures are clearly set out
in the Green Paper.

Dr. Keith Hampson (Leeds, North-West): Will my
right hon. Friend accept that businesses in the north will
look upon what he says as long overdue, because there is
a great need to have a uniform business rate and
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evaluations? Surely it is also long overdue that we get n’
of the holdback, the clawback and targets and all the other
panoply of the existing system. However, none of those
things needs a poll tax. A poll tax is only tolerable if it is
small. Will he therefore look again at education
expenditure, and particularly teachers’ salaries?

Mr. Baker: I was asked about this earlier. I appreciate
that many hon. Members feel it would be an easy solution
to take a large part of education expenditure off the rates.
That would have profound constitutional implications,
because one cannot remove the responsibility for financing
a large part of expenditure without moving power to the
centre. It is almost impossible to devise a scheme. That
is a centrist approach and the way the French system
works, but it has enormous implications for local
government and I would not want it.

Mr. Dennis Skinner (Bolsover): The Secretary of
State will not pull the wool over the eyes of the people,
however much he might succeed in doing that to some
Tory MPs. Successive Secretaries of State have come to
the Dispatch Box year after year for the last seven years,
and they have all declared that they have a new system of
rate support grant that will be wonderful for everybody.
The net result is that £16,000 million has been removed
by central Government and ratepayers have had to foot the
bill. From our point of view this proposal is a little more
helpful, because during the course of the Green Paper
consultation and up to the next general election we shall
be able to tell every constituent in every target seat how
much the rates will go up as a result of this latest blunder
by the Tory Government.

Mr. Baker: I do not know what has impinged upon the
consciousness of the hon. Gentleman. I am not proposing
an increase in rates, I am proposing a replacement of rates.

Mr. Eric Forth (Mid-Worcestershire): Does my right
hon. Friend not agree that any system in which 100 voters
may vote for increased local expenditure but only 30 of
those voters are called to pay for it is utterly iniquitous?
What he seeks to introduce is direct accountability
between the wish to vote and have a voice in local
government, and the willingness to pick up the bill for that
vote.

Mr. Baker: My hon. Friend goes to the heart of the
matter and I am sure that the country generally agrees with
that proposition.

Mr. Jack Straw (Blackburn): If the Secretary of State
is aiming to increase local accountability, why is he
proposing in the Green Paper to take complete
authoritarian control over the capital expenditure of
councils? Why is the consultation period so short? The
poorest households pay no rates at present, but is it not true
that all poor households will be worse of as a result of these
proposals? If the Secretary of State can give illustrations
by local authority of the impact of a local income tax, why
can he not do the same for the impact of a universal
business rate and this poll tax by local authority? Is the
reason that he is ducking such illustrations the one spotted
by the hon. Member for Ludlow (Mr. Cockeram), that
business rates and overall burdens in many Conservative
heartlands will rise? When Conservative Members read
the small print of the proposals they will understand that
this is yet another own goal by an incompetent
Government.
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Mr. Baker: When the hon. Gentleman has had time to
read the proposals on capital expenditure, he will realise
we are putting forward two proposals and consulting on
them. He asked about further information. I cannot think
of many Green Papers that have contained as much
information as this one. If after studying it the hon.
Gentleman or local authorities want more information, I
will consider their requests and that information can cover
the levels of community charges and the effect of the
national business rate.

Several Hon. Members: rose

Mr. Speaker: Order. I will give priority to those hon.
Members whom I have not been able to call today when
this matter is subsequently discussed.

28 JANUARY 1986

Standing Order No. 10

Standing Order No. 10

Mr. Tony Marlow (Northampton, North): On a point
of order, Mr. Speaker. Yesterday we had an important and
vital debate. It was so important that it was broadcast in
its entirety. I noticed yesterday that before it commenced,
a member of the Liberal party made an application under
Standing Order No. 10. On previous occasions when we
have had important and vital debates that were broadcast
it is my recollection that precisely the same thing was
done. It is not for me to say that the Liberal party is more
interesting in publicity than in politics. Others may say
that. May I suggest, however, that in future, when debates
are broadcast, Standing Order No. 10 applications,
important though they may be, should come after the
debate, particularly as in this case it was a Standing Order
No. 10 debate?

Mr. Speaker: I have to take a decision about whether
an application under Standing Order No. 10 is in order. It
was in order to make that application. It would be the same
for any hon. Member who happened to choose that day.

Mr. Skinner: May I help, Mr. Speaker.

Mr. Speaker: I do not think I need the hon.
Gentleman’s help.

Mr. Skinner: It is helpful.
Mr. Speaker: Order. If it is helpful I will hear it.

Mr. Skinner: The secret lay in the moving of Standing
Order No. 10. When we had the debate on teachers last
week, the Liberal party spokesman was so full of the
emergency debated yesterday that he said “I support both
sides and wish them well”. He was trying to put right the
mess that he made only a few days before.

Mr. Speaker: Not all that helpful but I am grateful to
the hon. Gentleman.
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The following Members took and subscribed &9/

Oath:

Peter,David Robinson Esq., for Belfast, East

/
éifford Forsythe Esq., for Antrim, South.

James Harold McCusker Esq., for Upper Bann.

Rev. Robert Thomas William McCrea, for Mid-Ulster.
Ken Maginnis Esq., for Fermanagh and South Tyrone.
William Ross Esq., for Londonderry, East

Rev. William Martin Smyth, for Belfast, South.
Right hon. John David Taylor, for Strangford. / :

Alfred Cecil Walker Esq., for Belfast, North.

/
s

STATUTORY INSTRUMENTS, &c.

Ordered,
That the draft Importation of Li¥e Fish of the Salmon Family
Order 1986 be referred to a Stadding Committee on Statutory

/
/

Wages Council Orders Enforcement

Wages Council Orders Enforcement

Deyitm
Mr. Peter Pike (Burnley): I beg to move,

That leave be given to bring in a Bill to provide for the
automatic prosecution of and the publication of the identity of
employers who pay their employees wages below wages
councils’ statutory minimum rates.

I should like to express my thanks to my union, the
General, Municipal, Boilermakers and Allied Trade
Union, for its help in preparing this Bill apd the case for
it, and also to my hon. Friend the Membexfor Jarrow (Mr.
Dixon) who has a considerable intgr€st in the Bill. I
recognise that the Bill proposes tostrengthen the role of
wages councils when, regrettably, the Government have
chosen at this time to movefi the opposite direction.

Most workers in the Mnited Kingdom have a direct
influence on their pay€vels by means of negotiation and
voluntary agreemenf between their employers and their
trade unions. E¥en in such cases, unfortunately, some
unscrupulous” employers, such as Silentnight, break

and treat their employees in an appalling way.

deals with those who work in industries where
ifficult to establish collective bargaining agreements,
where workers depend on minimum wages and

/conditions as laid down by wages councils. At present

some 275 million workers in over 325,000 establishments
are protected by wages council provisions.

My union has always fought hard for lower-paid
workers, and will continue to do so. Wages councils have
existed in one form or another since 1910. There are now
some 25, the largest being in the hairdressing, hotel and
catering and retail trades, but there are others which are
also very important. It is important to acknowledge that
those workers are in low-paid industries, which m: 0’2;25 it
all the more appalling that some employers fail to-pay the
minimum wage rates. I must stress that those workers are
very offen in very low-paid jobs. /

To put it in perspective, at 7 October 1985 wages in the
hairdressing industry were £50-25 a week, in the makeup
and textile industry £60-64, and”in the hat, cap and
millinery industry £60-84. Allthe other figures show a
similar, appallingly low wagé level. They are extremely
low wages, to put it mildiy—and one could be tempted
to put it much more strengly than that.

Many workers in inaustries covered by wages councils
are women whose ificome is essential to the family. It is
crucial that the syStem works on their behalf and that they
get at least the minimum wage fixed by the wages council.
It is true to say that many are afraid to complain to the
wages counCil inspectorate as they fear unfair dismissal.
Working An small units, they feel isolated and are fearful
of presging for their legal entitlement and just right.

At /resent, it is easy for the unscrupulous employer to
gct,'away with cheating his employees of the wage /to
wiiich they are entitled. The number of wages :})gncﬂ
ifispectors at December 1984, when the inspectopdte had

/been reduced by one-third since 1979, was 222/ It stands

/ to reason that the inspectorate cannot control and check

/

325,000 establishments with only 222 staff</In 1982, only
6 per cent. of those establishments were inspected, but that
figure is misleading as only 40 per cent/ of that 6 per cent.
actually received a visit. Other employers were asked to
confirm by questionnaire that they were not guilty of
illegal underpayment. What nonsg¢nse to ask the employer
to make the return himself.
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GREEN PAPER: PAYING FOR LOCAL GOVERNMENT

Thank you for sending me a copy of your letter of 27 January with the
revised draft of your Secretary of State's Parliamentary Statement.

As you will have seen from my Secretary of State's letter of 27 January
commenting on the earlier draft we take exception to the explicit
reference to a uniform non-domestic rate poundage being set centrally in
each country. We consider that paragraph 7 of the revised statement
still goes beyond the wording in the Green Paper which was agreed after
painstaking consideration by Ministers.

We would prefer to see paragraphs 7 and 8 of the statement amalgamated
as follows:

"7 For all these reasons, non-domestic rates are an unsatisfactory
local tax. While therefore all of the yield of non-domestic rates will
continue to support local government expenditure it will be pooled
and redistributed as an equal amount per adult in all authorities.
Businesses will be protected by indexing the poundages to inflation.
Transitional arrangements will be required in each of the three
countries to allow for an orderly move to the new system. We are
setting in hand a revaluation of all non-domestic properties so that
new rateable values will be available."

I am copying this to David Norgrove, to the Private Secretaries of

members of E(LF) and of the Chief Whips in both Houses and to
Michael Stark in Sir Robert Armstrong's office.
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. Robert Gordon
Private Secretary
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FROM THE PRIVATE SECRETARY
TO THE SECRETARY OF STATE
FOR WALES

2 R January 1986
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GREEN PAPER — PAYING FOR LOCAL GOVERNMENT

You asked for camments by noon today on your Secretary of State's draft
Parliamentary Statement on the Green Paper. My Secretary of State :
mentioned to Mr Baker last evening the need to associate, in the Statement,
the consultation exercise which will be carried out in Wales with that
undertaken in England and to have available a form of words lest Mr Baker
is asked why no separate Statement is intended for Wales. I enclose a
revise of para 20-21 which covers these points.

I am copying this letter to David Norgrove,/ the Private Secretaries of
members of E(LF) and of the Chief Whips in both Houses and to Michael Stark
in Sir Robert Armstrong's office.
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R C WILLIAMS

Robin Young Esqg

Private Secretary

Department of the Environment
2 Marsham Street

London

SW1P 3EB




20. These proposals amount to the most thorough reform of local government
finance this century. It is right that there should be a substantial
period of consultation throughout Great Britain. We are asking that

comments should be received by myself or my Rt Hon Friend the Secretary of

State for Wales by 31 July: consultation with the local authority

associations will continue beyond that date. The pace of further
developments in England and Wales will depend on the outcome of the
consultation process. My Rt Hon Friend the Secretary of State for Scotland

will make a statement tomorrow.

[IF PRESSED ON WHY NO WALES STATEMENT:

While there are important differences in the proposals for Scotland, the

proposals for England and for Wales are substantially the same, which makes

a separate Welsh Statement unnecessary. ]
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GREEN PAPER: PAYING FOR LOCAL GOVERNMENT { £
Thank you for sending me a copy of your letter of 24 hﬁary
to David Norgrove, with the draft of a statement~by your
Secretary of State.

The Chief Secretary is generally content with the
draft subject to the following points which I gave you
earlier on the telephone.

In paragraph 2, some reference to the Government's
expenditure control objectives is necessary. He suggests
adding:-

"while containing local government spending at levels
which the country can afford."

In paragraph 5, it is important not to condemn business
rates altogether, since they will remain in much modified
form. This could be avoided by inserting:-

"with their present large local variations"

before the second sentence, and replacing "undermine" with
"affect" in the last sentence.

In paragraph 7, the reference to "Secretaries of State"
should be deleted and replaced by "government".
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After paragraph 18, insert a new paragraph to

"To ensure that 1local authorities do not increase
their expenditure excessively the government will retain
a power similar to the rate-capping power to prevent
irresponsible authorities from imposing excessive
burdens on their taxpayers."

In paragraph 26, the order of the last two sentences

should be revised to read:-

"The borrowing option has attractions if it can be
made to work. But at present the expenditure option
looks far more practical."”

Paragraph 29 should be revised to read:

"Since we hope it will be possible to legislate more
quickly on capital expenditure, we wish to keep this
option open. We are therefore asking for comments
on that section of the Green Paper by 14 April."

You agreed to let me know if your Secretary
of State saw any problems with these suggestions.

I am copying this letter to David Norgrove,
the Private Secretaries of members of E(LF) and of
the Chief Whips in both Houses and to Michael Stark
in Sir Robert Armstrong's office.

kvzilﬂufvfﬂ %r;\-
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S,

R J BROADBENT

Private Secretary
Fag, 0%
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The Rt Hon Kenneth Baker MP NM (\
Secretary of State for the Environment :
2 Marsham Street

LONDON
SW1P 3EB "27 January 1986

b&f \
Last Friday your Private Secretary sent mine a draft of your statement on

our Green Paper on Local Government, due to be made on Tuesday
28 January.

I have two comments on this. I do not think I can accept as it stands
the first sentence in paragraph 9 for the reasons we have already
discussed which led to the redrafting of the Scottish paragraphs about
the non-domestic rate. I hope you will agree to omit "in each of the
three countries" from this sentence; I do not think the description of
the Government's proposals in principle is thereby changed, but if this
phrase is left in it will cause me some embarrassment.

The second point is factual. Chapter 6 does not relate at all to Scotland,
where the existing local authority capital control system works well. I
should like to see the words "in England [and Wales]" added at the end
of the first sentence of paragraph 25. :

I am copying this letter to the Prime Minister, other members of E(LF),
John Wakeham, Bertie Denham and Sir Robert Armstrong.
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STATEMENT BY THE SECRETARY OF STATE

PAYING FOR LOCAL GOVERNMENT

Introduction

1. With permission, I should like to make a statement. Together with
my rt hon friends the Secretaries of State for Wales and Scotland I

have today presented to Parliament a Green Paper entitled "Paying or
Local Government". It makes major proposals for the future financing

of local government in Great Britain.

2. The central theme is the need to bolster local democratic
accountability. To do so, we need a way of paying for local government

which narrows the gap: which exists between those who use, those who

vote for and those who pay for local government services.

3. The three fundamental weaknesses in our present arrangements are:

- the complex and uncertain effect of Government grants to local

authorities;

- the way in which businesses can be heavily taxed to pay for

excessive local spending;
- the unfair burden on householders of the domestic rates.

Non-Domestic Rates

4. Business and commercial ratepayers foot 60% of the local tax bill

but have no vote to influence local decisions.




5. For businesses, rates are uncontrollable overhead costs which can

and do vary from year to year very significantly.

6. Increased business rates lead to higher costs; to lower pay or job
prospects; or to reduced investment. Those who are ultimately affected

are quite unaware of how these extra burdens arise.

7. For all these reasons, non-domestic rates should not be a local
tax. We propose therefore that a uniform non-domestic rate poundage
should be set centrally. Businesses will be protected by indexing the
poundages to inflation, so that they can predict their liability with

confidence.

8. All of the yield of non domestic rates will continue to support
local government expenditure but it will be pooled and redistributed
as an equal amount per adult in all authorities. Transitional
arrangements will be required in each of the three countries to allow
for an orderly move to the new system. We are setting in hand a
revaluation of all non-domestic properties, so that new rateable

values will be available from April 1990.

Government Grants

9. The present grant arrangements are unstable and complex. They
obscure the link between what people pay for local services and what
they get for their money. But the clarity of that link is essential to

local accountability.

10. We therefore propose a new two-part grant structure. First, a

needs grant to compensate authorities for their different needs.

Second, a standard grant - to reduce local tax bills by a standard

amount per adult. Both grants would be fixed in cash, in advance, for
the year in question. Local authorities will know where they stand.
We would remove the whole paraphernalia of schedules, tapers,

multipliers and close ending.




11. Taken together with our proposals on the non-domestic rate, these

grant arrangements will produce the clearest possible relationship
between changes in spending and changes in tax bills. Every extra
pound spent will be met in full by local domestic taxpayers. Every
pound saved would benefit them in full. And that would be true in

every authority in the country.

.Domestic Taxes

12. At present in England, around 35 million adults are eligible to
vote in local elections. Only 18 million are directly liable as
ratepayers. Of these 3 million have their bill met in full by housing
benefit. In many authorities well over 50% of the voters pay no local
rates and therefore have little interest in restraining spending by
the local authority - indeed they have a clear interest that it should

spend more.

13. Under the new Social Security proposals every ratepayer will have
to pay part of their rate bill. That still leaves 17 million adults
with no liability to pay for the local services they use. It still
means that the single pensioner or the single parent will face the

same bill for local services as the house next door with four earners.

14. Rates are a tax on property. They are unpopular because the rates
burden is carried on too few shoulders and needs to be spread more
widely. There are broadly 3 alternatives - a sales tax, local income
tax or a flat-rate community charge. The Green Paper sets out the many
difficulties we see both in a sales tax and in local income tax, and
the feasons why we prefer a community charge. It would be more closely
linked to use of local services and would give all adults a stake in
local spending decisions. As with rates, there would have to be

assistance for those on low incomes.




15. Each local authority would set its own charge and there would
have to be registers of all adults. The registers would be entirely
separate from the electoral register.

16. This proposal would lead to the same local tax bill forthe same
standard of service in all areas. That would lead to significant

changes in the distribution of local tax burdens between authorities.,

There would have to be transitional and safety net arrangements.

17. 1In England and Wales the community charge would start at a low
level, with a corresponding cut in rates. The whole burden of any
increased spending would fall on the community charge from the start,
so that a clear link would exist between higher spending and higher
community charges. In subsequent years there would be further
transfers from rates to the community charge. In some areas rates
would disappear within 3 years; and they would be eliminated in all

- areas within 10 years.

18. Under these proposals some people would be paying local taxes who
presently pay nothing. But those living on their own who presently pay
more than their fair share, including many of the poorest households,
would be better off.

19. The Green Paper illustrates the effects of the proposals had they
been in force in 1984/5. The illustrations show that the changes would
be modest for most people, and that the shift to the new tax would be
both gradual and manageable in terms of household incomes.

20. There are also proposals in the Green Paper to reform the capital
control system, on which I am inviting comments.

Consultation

21. These proposals amount to the most thorough reform of local

government finance this century. It is right that there should be a

substantial period of consultation.




22. We have asked for comments by 31 July. My rt hon friend the
Secretary of State for Scotland will make a statement tomorrow. The
pace of further developments in England and Wales will depend on the

outcome of the consultation process.

Summarx

23. The message from our studies is clear; the way we now pay for
local government undermines local accountability. This is no basis on
which to run democratic local government. It has drawn central
government deeper into conflict with local government. The
alternatives are clear. We can continue down the present path. That is
the road to closer central involvement in local affairs and increased
central control. Or we can face up to the weaknesses in our present

arrangements and provide local government with a financial system to

bolster local democracy. The Government prefers that course and I

commend it to the House.
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Further to my letter of 24 Janudary, I attach a revised draft of my
Secretary of State's Parljdmentary Statement tomorrow. It takes
account of amendments made by Mr Baker over the weekend, and a number
of those suggested by you and copy recipients today.

I should be grateful for further comments by midday tomorrow, 28
January. I am copying this letter to those who recieved my earlier
one.

IO,

R,

ROBIN YOUNG
Private Secretary




CONFIDENTIAL

DRAFT STATEMENT BY THE SECRETARY OF STATE

PAYING FOR LOCAL GOVERNMENT

Introduction

1. With permission, I should like to make a statement. Together with
my rt hon friends the Secretaries of State for Wales and Scotland I
have today presented to Parliament a Green Paper entitled "Paying or
Local Government". It makes major proposals for the future financing

of local government in Great Britain.

2. The central theme is the need to bolster local democratic
accountability. To do so, we need a way of paying for local government
which narrows the gaps which exist between those who use, those who

vote for and those who pay for local government services.

3. The three major sources of weakness in our present arrangements

are:

- the effect of non-domestic rate payments;

- the way in which central government grants are paid; and

- the unfairness of the local domestic tax - the rates.

Non-Domestic Rates

4. Business and commercial ratepayers foot 60% of the local tax bill

but have no vote to influence local decisions.
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5. For businesses, rates are uncontrollable overhead costs which can’

and do vary from year to year very significantly.

6. Business rates are passed on to consumers as higher costs; to
workers as lower pay or job prospects; or to postponed investment.
Those who ultimately pay them are quite unaware of how these extra

burdens arise.

7. For all these reasons, non-domestic rates should not be a local
tax. We propose therefore that a uniform non-domestic rate poundage

should be set centrally in each country.

8. Businesses will be protected by indexing the poundages to
inflation. All of the yield of non domestic rates will continue to
support local government expenditure but it will be pooled and
redistributed as an equal amount per adult in all authorities.
Transitional arrangements will be required in each of the three
countries to allow for an orderly move to the new system. We are
setting in hand a revaluation of all non-domestic properties, so that

new rateable values will be available.

Government Grants

9. The present grant arrangements are unstable and complex. They
obscure the link between what people pay for local services and what
they get for their money. But the clarity of that link is essential to

local accountability.

10. We therefore propose a new two-part grant structure. First, a

needs grant to compensate authorities for their different needs.

Second, a standard grant - to reduce local tax bills by a standard

amount per adult. Both grants would be fixed in cash, in advance, for
the year in question. They will not change thereafter. We would remove
the whole paraphernalia of schedules, tapers, multipliers and close
ending.
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11. Taken together with our proposals on the non-domestic rate, these
grant arrangements will produce the clearest possible relationship
between changes in spending and changes in tax bills. Every extra
pound spent will be met in full by local taxpayers. Every pound saved
wouuld benefit them in full. And that would be true in every authority
in the country.

Domestic Taxes

12. At present in England, around 35 million adults are eligible to
vote in local elections. Only 18 million are directly liable as
ratepayers. Of these 3 million have their bill met in full by housing
benefit. In many authorities well over 50% of the votes pay no local
rates and therefore have little interest in restraining spending by
the local authority and indeed have a clear interest that it should

spend more.

13. Under the new Social Security arrangements everyone will have to

pay at least 20% of their rate bill. That still leaves 17 million
adults with no liability to pay for the local services they use. It
still means that the single pensioner or the single parent will face

the same bill for local services as the family next door with several

adults.

14. Rates are a tax on property and are unpopular because they have
to bear too much weight. In other countries the property based tax
amounts to a much smaller part of local taxation. The rates burden is
carried on too few shoulders. To spread it more widely means moving to
a personal basis of taxation. There are broadly 3 alternatives - a
sales tax, local income tax or a flat rate community charge. The Green
Paper sets out the difficulties we see in a sales tax and local income
tax and the reasons why we would prefer a community charge. There

would have to be assistance for those on low incomes.
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15. Each local authority would levy its own charge and would need
therefore a register of all the adults. The registers would be
entirely separate from the electoral register, as for example
foreigners living in Britain would also have to be on the register as

they would be liable to the charge.

16. This proposal would lead to the same local tax bill for he same
standard of service in all areas. That will lead to significant
changes in the distribution of local tax burdens between authorities.

There will have to be transitional and safety net arrangements.

17. The community charge would start at a low level. As soon as it is
introduced, there will be a corresponding cut in rates. In some areas
rates would disappear within 3 years and be completely eliminated

within 10 years. The whole burden of increased spending would fall on

the community charge, so a clear link would exist from the start

between higher spending and higher charges.

18. Under these proposals some people would be paying local taxes who
presently pay nothing. The main gainers will be those living on their
own who presently pay more than their fair share - that includes a

large proportion of the poorest households.

19. The Green Paper illustrates the effects of the proposals had they
been in force in 1984/5. The illustrations show that the changes would
be modest or most people, and that the shift to the new tax can be

‘both gradual and manageable in terms of household incomes.

Consultation

20. These proposals amount to the most thorough reform of local
government finance this century. It is right that there should be a

substantial period of consultation.
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2l. I hope to receive comments by 31 July. My rt hon friend the

Secretary of State for Scotland will make a statement tomorrow. The

pace of further developments in England and Wales will
outcome of the consultation process. The wide range of
in England will make the changeover more complex here,

necessary to extend consultations beyond 31 July.

Summarx

22. The message from our studies is clear; the way we
local government undermines local accountability. This
which to run democratic local government. It has drawn

government deeper into conflict with local government,

depend on the
rateable values

and it may be

now pay for
is no basis on
central

The

alternatives are clear. We can continue down the present path. That is

the road to closer central involvement in local affairs and increased

central control. Or we can face up to the weaknesses in our present

arrangements and provide local government with a financial system to

bolster local democracy. The Government prefers that course and I

commend it to the House.
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MR NORGFORVE
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Local Government Finance Green Paper

We discussed briefly on the telephone the draft statement by the
Environment Secretary attached to Mr Young's letter of 24#January.
There are two points that I think you might wish to take up.

e First, the language in paragraph 23 seems to me to expose the
losers and gainers in rather unfortunate terms. It seems unnecessary

to volunteer the loss effects quite so openly. I would suggest:

"Under our proposals some peonle would be paying local taxes
who presently pay nothing. But those living on their own
who presently pay more than their fair share, including a
very large proportion of the poorest households, will be
better: off."

. On the period of consultation, I do not see that it is necessary
to concede at the outset that consultation in England and Wales may go
beyond 31 July. You may wish to say that the Prime Minister would prefer
this to emerge in debate, or in separate discussion if the Secretary of
State is questioned, and for the references in paragraph 28 of the draft
statement to be deleted.

O\Yive AMP Uos. rer<d

6\\( L/f.x_e.\f/\(vuk rS \/

(\‘ W‘u*‘ % WUM\AWS:M J B UNWIN
$*ﬁALiYnul_bﬂkkta Ajj“‘”“bkd”)'

27 January 1986
Cabinet Office
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PRIME MINISTER 24 January 1986

RATES GREEN PAPER

Kenneth Baker's statement is fine. It shows that you have

been absolutely right to select him and William Waldegrave as
.,\___________/\

the reform team: they understand the policy and are determined

to sell it properly.

We have one minor comment. Paragraph 7 needs to be amended
slightly to make clear from the start that the non-domestic
rate will be automatically frozen in real terms, rather than

pr—
left to the discretion of the Secretaries of State. The

second sentence of the paragraph could read:

"We propose, therefore, that non-domestic rate poundages
should be uniform in each couné&, and that they should be

constrained by an automatic formula, so that businesses

can predict their future burden with confidence".
—— e

We recommend that you agree to Kenneth Baker's draft, subject

to:

David Norgrove's point on the consultation period.

Our redraft of paragraph 7.

Oomad. WK [l

DAVID WILLETTS OLIVER LETWIN
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PRIME MINISTER

GREEN PAPER: PAYING FOR LOCAL GOVERNMENT

Mr. Baker invited comments on his draft statement on the Green

Paper. e

R—

=

I think it is admirably clear. Note the emphasis on the inner
cities in paraqrggﬁ_i? Paragraph 28, on the timing of
consultatlons, seems to go out51de the _agreement which was
reachea with the Lord Pre31dent. I am pursuing that

e nm—,

separately.

Agree the draft statement subject to colleagues' comments?

A

24 January 1986

VC4AFB CONFIDENTIAL
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01-212 3434

My ref:

Your ref:
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GREEN PAPER: PAYING FOR LOCAL GOVERNMENT

I enclose a first draft of the statement
which my Secretary of State proposes to
make on Tuesday 28 January. He will be
working on it over the weekend, but I
thought it would be helpful to circulate
this . .deaft today.

I should be grateful for any comments on

it as soon as possible on Monday. I am
sending a copy of this letter and enclosure
to the private secretaries of members of
E(LF) and of the Chief Whips in both
Houses, and to Michael Stark in Sir Robert
Armstrong's office.

Unvs F\-lco-tj’
Kb, .

R U YOUNG
Private Secretary

David Norgrove Esq
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DRAFT STATEMENT BY THE SECRETARY OF STATE
PAYING FOR LOCAL GOVERNMENT

Introduction

1. With permission, I should like to make a statement. Together
with my rt hon. friends the Secretary of State for Wales and the
Secretary of State for Scotland I have today presented to
Parliament a Green Paper which makes major proposals for the

future financing of local government in Great Britain.

2. We have called our Green Paper "Paying for Local Government”,

It 1s a suhstantlal document < the outcome of 15 month° of

1nten51ve consideration. The central theme is the need to

S— e ———————————————————————

bolster local democratic accountablllty To do so, we need a way

of paying for ;ocal government whlch narrow; the gaps which exist

e ———— ey ——————— e e t——— "

between those who use, those wbo Vate for, and those who pay for

—

local government services.

3. Oour studies over the past year have revealed three major

——

~ sources of weakness in our present arrangements:

——

the effect of non-domestic rate payments;

the way in which central government grants are paid;

and

the inadequacies of local domestic taxes - domestic

rates.

Non-Domestic Rates

4. Non-domestic ratepayers foot 60% of the local tax

have no vote to influence local decisions.

CONFIDENTIAL
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e For businesses, rates are an uncontrollable overhead cost.

They undermine competitiveness and confidence.

6. Business rates are passed on to consumers as higher costs; to
workers as lower pay or job prospects; or to shareholders as
lower profits. Those who ulimately pay them are quite unaware of

how these extra burdens arise.

9 k" For all these reasons, non-domestic rates should not be a

local tax. We propose therefore that uniform non-domestic rate
—— e ——————

poundages should be set centrally by the Secretaries of State.

—— & e TR

8. Both business and local government will require assurances
about the operation of these proposals.

First, all of the yield of the non-domestic rate will

e

continue to be used to support local government

expenditure.

Second, we will provide in legislation for the real
me——— e

burden of non-domestic rates to be frozen by linking

them to an appropriate measure of inflation.

Third, we are setting in hand a revaluation of all

non-domestic properties.

Finally, transitional arrangements will be required
P—————

in each of the three countries to allow for an

orderly move to the new system.

9. We alsc propose that the yield of the non-domestic rate
should be pooled in each of the three countries and redistributed
in such a way that the local tax bill is reduced by a common

amount per adult in all authorities. This will preserve the

CONFIDENTIAL
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- equalisation of non-domestic rateable resources, but get rid of
the present non-domestic resources equalisation through  block
grant which obscures the 1link between increased local spending

and increased local taxes.

10. These proposals will reduce non-domestic rate burdens in the
inner cities and the older industrial areas of the North and
North West of England. Those are the areas where unemployment is
highest. I hope those who have been concerned about the impact
of high rates on business and about the need to stimulate the
economy of the inner cities will recognise this important aspect

S S LSS TR
of our proposals.

Government grants

35 The present dgrant arrangements are unstable and complex.
They obscure the link between what people pay for local services
and what they get for their money. - But the clarity of that link

is essential to local accountability.

12. We therefore propose a new two-part grant structure. First,

a needs grant to compensate authorities for differences in the

"cost of providing services. Secondly, a standard grant - to

reduce local tax bills in each area by a common amount per adult.
Both grants would be fixed in cash, in advance, for the year in
question. They will not change thereafter. We would remove the

whole paraphernalia of schedules, tapers, multipliers and close

—_—

——

ending.

13. Taken together with our proposals on the non-domestic rate,
these grant arrangements will produce the clearest possible
relationship between changes in spending and changes in tax
bills. Every extra pound spent will be met in full by local
taxpayers. EQery pound saved would benefit them in full. And

that would be true in every authority in the country.

CONFIDENTIAL
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14. But there is no point having clear signals if they are not

given to the right people.

- Domestic Taxes

15. At present, in England, around 35m adults are eligible to
vote in local elections. Only 18m are directly 1liable as
ratepayers. And of those, 3m have their bill met in full by

p———

housing benefit.

16. Under the new Social Security arrangements, everyone will
have to pay at least 20% of the rate bill. But that will still
leave 17m adults without any 1liability to pay for the 1local
services they use. And it will still mean that the  single
pegfipner' will face the same bill for 1local services as the

. v—s 3
multi-adult family next door.

3 i 8 We therefore proposei that domestic rates should be
replaced by a flat-rate charge set by each authority to be paid
by all the adult residents in its area. That will spread the
burden more fairly and more widely among local electors. The
new charge would be known as the "Community Charge". There would

" continue to be assistance for those on low incomes.

18. All adults would need to be registered in the 1local
authority where they live. The registers would be local and
separate from the electoral register. Entitlement to vote would

“be completely unaffected by these proposals.

CONFIDENTIAL




CONFIDENTIAL

TE&ition

18. Our proposals would lead to the same local tax bill for the

same standard of service in all areas. That would cause
significant changes in the distribution of local tax burdens
between authorities. But it is not our intention to produce
large and sudden shifts in the relative bhurdens of local

taxation.

20. We therefore propose to use special safety net arrangements
to protect authorities against sudden changes in their income
arising from the introduction of the new arrangements for grants

and non-domestic rates.

21. We also propose to phase in the new community charge
starting at a low initial level. All ©f the Turden  of. any
increased spending will however fall on the community charge so
that the benefit of the clear link between changes in spending
and changes in the tax bill can begin to take effect from the

outset.

22. Arrangements will be made to phase out the remaining element
of rates. They will disappear in some areas within 3 years of
the introduction of the new proposals will have been completely
"eliminated within ten years. Separate transitional arrangements
are proposed for England, Scotland and Wales.

Results

233 Under our proposals some people would be paying local
taxes who presently pay nothing. They will lose. The main
gainers will be those living on their own who presently pay more
than their fair share - that includes a very large proportion of

the poorest househclds. They will be better off.

CONFIDENTIAL
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24, The Green Paper illustrates the effects of the proposals
had they been in force in 1984/85. For most people the changes
would have been modest. In the first year of the gentle
transition 90% of households would gain or lose less than £1 per
week. Even with the full community charge, changes in local tax

bills would be less than £2 per week for 70% of households.

Capital Expenditure

25. The Green Paper also makes proposals for reform of the local
authority capital control system. Everyone agrees that change is
needed, but there are several possible approaches. We are

putting forward two options in the Green Paper for comment.

26. The first would involve controlling all external borrowing

—

by 1local authorities. But“i they: would- -  be | free ito finance
additional capitai expenditure in other ways. The other option
is a control of gross expenditure. At present the expenditure

——mseasem—

"option looks far more pféctical. But the borrowing option has

attractions if it can be made to work.

Consultation

27. These proposals amount to the most thorough reform of
local government finance this century. It is right that there

should be a substantial period of consultation.

CONFIDENTIAL
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28. We are inviting comments by the 31st July. In the light of
consultation, the Government will be seeking to introduce
legislation on these matters with respect to Scotland during the
next session of Parliament. The pace of further developments in
England and Wales will depend on the outcome of the consultation
process. The wide range of rateable values in England will make
the changeover more complex there and it may be necessary to
extend consultations with representatives of local government
beyond 31 July.

_—
29. Since it may be possible to legislate more quickly on
capital expenditure. We wish to keep this option open. We are

therefore asking for comments by 14 April.

Summary

30. The message from our studies is clear; the way we now pay
for local government now undermines local accountability. This is
-no basis on which to run democratic local government. It has
drawn central government deeper into conflict with local
_government. The alternatives are clear. We can continue down the
present path. That is the road to closer central involvement in
local affairs and increased central control. Or we can face up
to the weaknesses in our present arrangements and provide local
government with a financial system tc bolster local democracy.
The Government prefers that course and I commend it to the

House.
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2 January 1986
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GREEN PAPER ON LOCAL GOVERNMENT FINANCE

You wrote to me on 10 Janmuary with some further comments on the
Green Paper. .

So far as the description of the safety net is concerned, you will
have seen from my letter of 10 January to Keith Joseph that T have
accepted some but not all of his suggestions. As I explained in
that letter, to refer to reviewing the safety net "once the new
system is in operation" could suggest changing things as early as
the second year of the new system. Similarly, your proposed new
sentence about ensuring that changes in average tax bills "a

not unnecessarily large or disruptive" would imply that we

not intending the safety net to be complete. We would immediately
be asked just what size of change we thought was acceptable.

The Green Paper is drafted on the basis that the safety net will
ensure that in the first year the new grant arrangements and the
introduction of a national non-domestic rate do not cause changes
in average tax bills. Having established this, we then go on to
show that how limited the effect of introducing the community
charge would be. That line would not be sustainable if we threat-
ened to allow some of the grant and non-domestic rate effects to
come through. Moreover, the only other options for reducing the
impact of the safety net other than freezing the adjustments in
cash terms would be some form of cash terms reduction in the
adjustments. That would only signal a willingness on our part

to consider imposing the corresponding cash terms increases in tae
tax bills of the losing areas in the North of England. While we
may conclude in due course that that is what we should do, we

have yet to reach a view and I see little advantage in spelling
this out now.

We have previously agreed that the structure of the argument in
the Green Paper should remain unchanged, but that we should look
further during the consultation period at possible ways of
operating the safety net. That must surely be the right approac::
apart from increasing the risk of a hostile reaction to the Green
Paper, the amendments suggested would require a significant amount
of redrafting to other parts of the Green Paper (especially
Chapter 5 and Annex J). There is simply not time to do that it
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we are to publish on 28 January. I recognise that you do not want
to close off options; but on an issue such as this I do not think
we need regard ourselves as being bound hand and foot by the
particular proposition floated in the Green Paper.

Your letter also raised a point about spending expressed in
volume and in cost terms. I accept the need to draw attention to
the latter. I propose, therefore, to include a footnote in

Chapter 1 as follows:

"Expressing the growth of local authority current expenditure
in volume terms, which discounts the effects of changes in
local authority costs (mainly pay) shows the growth of local
authority activity over the period concerned. In terms of
the impact on the economy as a whole, it is better to measure
the growth in cost terms, discounting the growth in local
authority expenditure by the GDP deflator. On this basis,
the annual average growth in local authority expenditure

in England was 5%% in the 1960s, 5% in the 1970s and 1%% in

the 1980s.

It may be helpful to mention one further point, which was raised
in the Cabinet discussion of the Green Paper. I was asked to
have a further look at paragraphs 5.27 and 5.28, on the future
of ratecapping. Having done so, I do not propose to make any
changes. The present draft justifies the continuation of these
powers in terms of the fact that, in the early years of transition
to the new system, new taxpayers would face only modest bills.
In my view, this is the only tenable basis on which we can argue
for retaining this power in the context of the localist/improved
accountability thrust of the Green Paper as a whole. But it
deliberately does not say that capping will be dispensed with
once the transition is complete.

I am copying this letter to the Prime Minister and other members
of E(LF) and to Sir Robert Armstrong.

KENNETH BAKER

The Rt Hon John MacGregor OBE MP
CONFIDENTIAL







Treasury Chambers, Parliament Street, SW(P 3AG

The Rt Hon Kenneth Baker MP

Secretary of State for the Environment i
Department of the Environment W\((%A?%h\ .
2 Marsham Street

London

SW1P 3EB

20 January 1986
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GREEN PAPER ON LOCAL GOVERNMENT FINANCE

Thank you for your letter of 2Qf¢ﬁghuary about safety net
grants and other points I had raised.

I remain concerned about the issue of how safety nets
are to be applied and operated. We have.  not yet had. a
chance to see detailed analysis of the effects of the various
options, and I believe it is essential that we do not commit
the Govermment to any particular course of action yet. My
objective here is simply to ensure that we do not set off
unnecessarily down a single route, without an escape hatch, -
that will lead to hostile criticism and indeed opposition
- especially from our own supporters - about its effects
on different areas. You will appreciate that I am trying
to be helpful to you in the period ahead! But on the
understanding that the necessary analysis will be done
during the consultation period and that none of the options
is yet ruled out, I am prepared not to press my amendments.

On the references to spending expressed in "volume"
terms, I understand our officials have agreed some minor

changes to the text and to the footnote you proposed and
on that basis I am content.

On capping the community charge, it has been clearly
decided at E(LF) and at Cabinet that capping should be
seen as an integral and continuing part of the Government's
policy, and not Jjust for the transitional period alone.
I do not accept that the only tenable basis for arguing
that is in the context of modest bills in the transitional
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period. You point out that the text does not rule out
the possibility of retaining capping after that; the point
will be clearer provided you omit "during the transitional
period" from the 1last sentence of paragraph 5.28, as I
understand our officials have agreed. If you are pressed
on this during consultation you will need to spell out
what the Government's agreed position is.

I am copying this letter to the Prime Minister, to
other members of E(LF) and to Sir Robert Armstrong. :

L(M s%««.u,t\\}

: @(Joma MacGREGOR

CONFIDENTIAL
2
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PRIME MINISTER

LOCAL GOVERNMENT FINANCE GREEN PAPER : FOREWORD

I have just one small comment on the draft foreword

circulated by the Secretaery of State for the Environment

with his minute to you of 9-January. The second sentence of
paragraph 0.2 says that it is a main task of central
Government to establish national policies and priorities for....
industry, among other areas. This might be read as implying
a shift to a more interventionist industrial policy; this
could be avoided, without detriment to the point which the
Secretary of State for the Environment is making here, if the

word "industry" were omitted.

I am copying this to other members of E(LF).

L4

70 January 1986

Department of Trade and Industry

JF5AVD
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PRIME MINISTER

RATES GREEN PAPER

England and Wales have agreed on 1 October as the closing

date for consultation. Scotland is sticking on 30 June.
———

The Green Paper goes to bed on Monday night.

e ——

If the consultation periods remain different, it will, as

Cabinet recognised, make a nonsense of the months of consultation

in England and Wales after Scotland has closed.
pe—

The Department of the Environment say the extra time is

needed to allow Department of Environment Ministers more
iebig e e

opportunities to persuade. I guess they fear they migat

also be pushed into legislating in the 1986/87 session if

consultation closes before the summer, though I have no

evidence of this.

If they were both to close on, say 31 July, a delay in legislation
% 4 ._\
for England and Wales beyond 1986/87 could be justfied by

referring to the greater complexity of the position in England

and Wales.

Agree that the Lord President should be invited to bring

the three Ministers togefher urgently on Monday to try to

reach agreement? [J (7mu4dt "Lbo, AAJ/_
ST AT e i i

However, agree also that if he fails, they should be allowed

to go ahead with different consultation periods?

o

If there are different consultation periods, that would

again have to be justified\5§—;g¥g;;5ce to the greater complexity
and scale of England and Wales.

A;;x:tlrlgnnﬂ»qf'<ﬁchs(lgrk)

P =

17 January, 1986.
JD75
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RATES GREEN PAPER

We spoke this morning about my letter of 16 January to Robert Gordon
on this subject.

First, may I correct a rather important error in that letter. I said
that comments on the proposals for England and Wales will be sought by
31 October this year. I should have said 1 October. That was of course
the date previously mentioned and I hope that typing error did not
confuse anybody.

The date of 1 October was subject to agreement with the Secretary of
State for Wales. I can now confirm that his office have told me that
although he would still prefer an earlier date, he is content to join
us with 1 October.

I am copying this letter to the private secretaries of other members
of E(LF) and Michael Stark in Sir Robert Armstrong's office.

‘IM Mcnﬁ
Kk, .

R U YOUNG
Private Secretary

David Norgrove Esqg
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LOCAL GOVERNMENT FINANCE GREEN PAPER: FOREWORD

Thank you for copying me the draft foreword circulated under cover of your
letter of 9 January to the Prime Minister.

In general terms I think the draft is fine. I do, nonetheless, have a
number of relatively minor drafting suggestions which could, in my view,
tighten up the presentation in a few places.

Paragraph 0.6 The reference to domestic rates understates our
dissatisfaction with them. I offer the following alternative to the second
sub-paragraph:

"Domestic rates are paid by only a minority of local electors, and
vary in a way that has little or no regard to the use made of the
present range of local authority services. The cost of funding local
services is carried on far too few shoulders"”.

The final sentence of paragraph 0.6 reads rather awkwardly. An alternative
might be:

"So in almost every respect the existing local government finance
system makes it virtually impossible for local electors to link what
they pay to what they - or the community - receive in return."

Paragraph 0.8 Given our firm views on the broad thrust of the reforms set
out in the Green Paper, I suggest deleting the word "possible" in the last
sentence. Furthermore, as the transitional periods for abandoning domestic
rates in Wales and Scotland are far shorter than that proposed for England
it would be better if - in the same sentence - "gradually" were replaced by
"in a measured way".

Paragraph 0.9 On the same theme the second sub-paragraph would be better
expressed as follows:

"A phased replacement of domestic rates by a community charge paid by
every adult resident in each local authority area”.

/AS some ...

The Rt Hon Kenneth Baker MP
Secretary of State for the Environment




As some of the variations between the countries - for example the pace at
which domestic rates will be abandoned and the means of achieving this -

may not be widely perceived as "detail" I offer the following alternative
to the final sentence of this paragraph:

"The same general principles would apply throughout Great Britain,
although within this framework the packages proposed for England,
Scotland and Wales differ in a number of respects to take account of
their circumstances. The main difference relates to the pace at which
domestic rates should be replaced by the community charge, and the
detailed mechanisms for achieving this shift. Northern Ireland ....".

As regards the procedure for gathering comments, I feel the following
format would best serve to avoid confusion:

"In England, comments on this Green Paper should be sent to the
Department of Environment ......to arrive no later than [ ] 1986.

In Wales, views should be submitted by the same date, tO ¢vecees
ThScetland "sesviv s

The address for comments in Wales on the capital control proposals will be
provided by officials.

Finally I am still very uneasy about the prospect of us having different
periods of consultation north and south of the border. When I raised this
matter in Cabinet, I suggested that 31 July could well be a date that all
of us would be able to live with; and the case for a common date was
widely supported by colleagues. I understand that Malcolm Rifkind has now
come to the view that 31 July could be accommodated in Scotland. This
being so - although I understand your reservations - I urge you to
reconsider your attachment to 1 October as the end date for consultation in
England. A six month consultation period should be more than adequate to
give all the main issues a good airing. Discussion on the technical detail
will, of course, need to continue right through to the Bill stage. In my
view it would be far easier for us to rationalise a different timescale for
legislation in Scotland as against England and Wales than to come up with a
plausible explanation of why the period of consultation should vary on a
package of reforms which — as we emphasise in the foreword - are founded on
the same principles throughout Great Britain. My vote would therefore be
for a consultation period ending on 31 July. If you still believe that an
8 month consultation period is absolutely essential in England then we will
clearly need to discuss the issue again. In any event I accept that there
is no case for varying the date as between England and Wales.

I am copying this to the Prime Ministeﬁ//;ther members of E(LF) and to Sir
Robert Armstrong.

e

e

——
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Your Secretary of State and Mr Ancram met my Secretary of State and Mr
Waldegrave yesterday. The ~discussed the correspondence about a
uniform non-domestic ragéxin Scotland, which culminated in Mr
Rifkind's letter of 14 January, and the question of the different
consultation periods for England, Wales and Scotland raised by my
Secretary of State's letter of 14 January.
on non-domestic rates, agreement was reached on an amendment at
paragraph 8.31 of the Green Paper. The peanultimate sentence will now
read as follows: "Until such moves took effect the Government would
propose to retain ‘industrial de-rating, and to control non-domestic
rate poundage increases by linking these tO some general index of
price movement (see paragraphs 2.27-2.28)." It was of course accepted
that the proposal to cap Scottish non-domestic rate poundages would
quickly be raised as soon as consultations get under way.

Oon the consultation period, your Secretary of State decided to seek

comments on the Creen Paper by 30 June this year. The text is being
amended accordingly. Subject to agreement with the Secretary of State
for Wales, comments on the proposals for England the Wales will Dbe
sought by 31 Octcber this year. It was agreed that our 2 Departments
and the Welsh Office will need to consult closely as decisions are
formulated on our White Paper and your legislation, and that it wculd
be desirable for the White Paper on England and Wales to be published
before the Scottish Bill. Your Secretary of State stressed the
importance of publishing the Bill as soon as possible, but considsred
it unlikely that he would be able to do that before Christmas.

ing this letter to David Norgrove at No 10, the private

v
ies of other members of E(LF), and Michael Stark in Sir
Armstrong's office.

R U YOUNG
Private Secretary

Robert Gordon Esg
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LOCAL GOVERNMENT FINANCE GREEN PAPER

The Prime Minister 'is content, subject
to the views of colleagues, with the draft
foreword to the Local Government Finance
Green Paper attached to your Secretary of
State's minute of 9 January.

I am copying this letter to the
Private Secretaries to the other members
of E(LF) and to Michael Stark (Cabinet
Office).

David Norgrove

Robin Young, Esq., ,,ﬁ%
Department of the Environment. QY
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The Rt Hon Kenneth Baker MP
Secretary of State for the Environment
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LOCAL GOVERNMENT FINANCE GREEN PAPER: NON-DOMESTIC RATES
IN SCOTLAND
{,1/’.""

Thank you for your letter of 13/anuary.

Having now had an opportunity to read the E(LF) minutes to which you
refer, I am surprised that you should consider that the form of words in
the draft Green Paper as considered by Cabinet last week does not reflect
E(LF)'s decision. Moreover, my understanding is that Cabinet approved
the text of the Green Paper circulated under cover of C(86)1 without
amendment. I think it is really too late in the day to be proposing
changes to the Scottish Chapter which are quite unacceptable to me
because of the major political difficulties to which an explicit commitment
to moving to a uniform poundage in all authorities in Scotland will expose
me.

We will obviously need to discuss urgently and I understand that our
offices have been able to arrange a meeting between you, me,

William Waldegrave and Michael Ancram at 5.00 pm tomorrow. I look
forward to seeing you then.

I am copying this letter to the Prime Minister, other Members of E(LF)
and to Sir Robert Armstrong.

e e’ |

HMP01422
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LOCAL GOVERNMENT FINANCE GREEN PAPER: NON-DOMESTIC RATES IN SCOTLAND

£ .
In George Younger's letter to me of 8 ggnuafy, he proposed an
alternative form of words for the paragraph in the Scottish Chapter of
the Green Paper dealing with the non-domestic rate in Scotland. I am
afraid that I cannot accept what he proposed, because it still does
not reflect the decision of E(LF) that we should prefer uniform
non-domestic rate poundages rather than freezing the existing pattern
of non-domestic rate poundages which is the other alternative
canvassed in Chapter 2 of the Green Paper.

I understand very clearly the problems which George was trying to
circumvent in the draft he suggested, and I do not wish to be
unhelpful. I hope therefore that the attached, further revised, draft

will meet his points and ours.

I am copying this to the Prime Minister, other members of E(LF) and to

Sir Robert Armstrong.

oA

KENNETH BAKER PRV,

M Rifkind Esq MP
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8.:3% The Government’s objective is to find a fair basis for
determining the burden on non-domestic ratepayers in Scotland,
both within Scotland and in relation to thosé in England and
Wales. This will mean taking powers to set the non-domestic rate
poundage centrally. For the reasons outlined in Chapter 2, the
Government prefers the option of moving to a uniform poundage in
all authorities in Scotland and, over time, towards a uniform
rate poundage throughout Great Britain. However, this will not
be possible until rateable values are assessed on the same basis
in each country. Separate transitiond.arrangements will Dbe

required in Scotland.
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GREEN PAPER ON LOCAL GOVERNMENT FINANCE

At Cabinet yesterday we discussed safety net grants and agreed that
there should be further study during the consultation period of what
sort of transitional arrangements might be appropriate. I am writing
to stress the importance I attach to the point I raised yesterday
that the Green Paper should not close off any options, either about
how the original safety nets should be applied or about how they might

be phased out, and that this should be clearly expressed in the
Green Paper.

You circulated new proposals for safety net grants with your
letter to Keith Joseph of 3 January. Like Keith, I do not feel we
are in a position to decide now that they are definitely preferable
to your earlier proposals. They produce large cuts in the potential
community charge in some authorities (Kensington, Westminster and
the City in particular), but some significant increases elsewhere.
I do not think we can agree to these without a full study of the
possible pattern of rates and community charge over the whole of the
transitional period.

I therefore support Keith's amendments to your proposed re-draft
of paragraph 4.43. But I also propose that you add a further sentence
after your second sentence, to say:- .

“It is for consideration how these safety net grants should
be applied so as to ensure that shifts in the total amount
raised in local domestic tax in each rating authority are
not unacceptably large or disruptive."

Some consequential amendments are also needed to the Chapters
on Scotland and Wales. Paragraph 8.38 should reflect the wording
Keith has proposed for paragraph 4.43,. And the first sentence of
paragraph 9.38 should read "If these changes were allowed to feed

CONFIDENTIAL CMO
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through immediately into local domestic tax bills ..."; "completely"
in the second sentence should be omitted; and the final sentence should
be amended on the lines Keith has suggested for 9.43: "Once the new
system is in operation, the basis of these arrangements could be
reviewed."

My officials have made some other detailed drafting points.
There is one I should like to mention here. Paragraph 1.27 refers
to the "growth in the volume of .. local authority current
expenditure”. My strong preference is to give growth figures deflated
by the GDP deflator, not by growth measured against specific indices
of pay and prices. This is a point which has wider importance, for
example in discussions of trends in NHS and defence spending. I think
it is important not least for these wider reasons, to change the chart
to use figures deflated by GDP deflator.

I am copying this letter to the Prime Minister and other members
of E(LF) and to Sir Robert Armstrong.

CONFIDENTIAL
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Thank you for your letter of 7 January.

I think your proposed draft on the section on specific grants is now
broadly acceptable. I would propose, however, to substitute "for
example" for "in particular".

The syntax of the first of your suggested amendments on the safety
nets entitlement looks a little odd - perhaps there is a typing
error? The crucial amendment would seem to be the omission of the
reference to "all future years" and I am content to delete that.

Your second amendment on the safety net is a useful improvement and I
will incorporate it in the final version; but I think we do need to
retain the reference to the e needed to evaluate the safety net. We
simply do not have the information needed to conduct a proper
assessment now. The crucial question will be what impact withdrawal of
the safety net would have on local authority tax. biY¥s. That wilkl very
much depend on local authority expenditure patterns and the scale of
the central Government contribution towards local authority spending
at the time, neither of which can be predicted with any accuracy at
this distance. Moreover if we refer to reviewing the basis of the
safety net "once the new system is in operation" it could suggest that
we would radically alter the arrangement as early as the second year.

The figures I circulated were intended to do no more than give an
illustration of the sort of range of effects that could be produced by
withdrawal of the safety net. I shall of course be presenting worked
up policy proposals to colleagues in due course on the full range of
issues discussed in the Green Paper.

o I am copying this letter to those who received copies of yours.,

e

/
KENNETH BAKER /QW,/%Z ;
/

The Rt Hon Sir Keith Joseph MP
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MR. INGHAM

RATES

Suggested line to take is below.

David Norgrove

9 January 1986




POINTS TO MAKE ON RATES

i) Government recognises the very strong case for change.

Present system widely recognised to be over-complicated,

unfair and increasingly unworkable.

ii) The Government are firmly committed to reform.

iii) The proposals in the Green Paper are radical; the result

of extensive discussion.

iv) Designed to strengthen local democracy, creating stronger
links between local authorities and local electors, with fair
treatment for business.

V) The Green Paper will be published around the end of the
month. Consultation will be extensive and genuine. Final

decisions when results are known.

vi) Timing of legislation in England and Wales is not yet
decided.

vii) Pressures for reform are even greater in Scotland than
England and Wales (Scottish revaluation). Legislation for
Scotland may be taken forward more quickly, though again
results of consultation will be taken into account.

viii)Emphasise again that Government committed to reform, and
belief that proposals offer a practicable alternative to the
present discredited system.
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LOCAL GOVERNMENT FINANCE GREEN PAPER FOREWORD

I promised to let colleagues see a draft of the
short foreword that I am proposing to include in

the Green Paper on Local Government Finance.

The draft is attached. Details of the timing of
consultations for Scotland and Wales should be
settled next week. It would be helpful if
colleagues could let me have any comments
quickly so that the material can be prepared for

printing.
I am copying this to other members of E(LF).

73

K B
9 January 1986




FOREWORD

0.1 This Green Paper is the product of a searching re-examination of the way
we pay for local government. It began with two fundamental questions. What is
the role of local government in this country? Does the present local government
finance system help or hinder the performance of that role?

0.2 There is a clear distinction between the roles of central and local gov-
ernment. The main task of central Govermnment is to establish national policies
and priorities for defence, foreign affairs, industry and the economy as well as
for public services - such as education - which are provided locally but where
there is a national interest in standards.

0.3 Within this overall national framework, the main role of local government
is to provide services in a way which properly reflects differences in local
circumstances and local choice.

0.4 A council's powers to raise taxes locally, and the grant it gets from the
national Government, should be designed to ensure that the council can provide
adequate services. They should also be designed to ensure that the local elec-
tors know what the costs of their services are, so that armed with this know-
ledge they can influence the spending decisions of their council through the
ballot box.

0.5 Effective local accountability must be the cornerstone of successful local
government. All too often this accountability is blurred and weakened by the
complexities of the national grant system and by the fact that differences arise
between those who vote for, those who pay for, and those who receive 1local
government services.

0.6 The present local government finance system does not strengthen 1local
accountability. Local authorities' main income sources are non-domestic rates,
domestic rates, and block grant. All of them are unsatisfactory.

Non-domestic rates are paid by businesses and public institutions to
whom local authorities are not directly answerable.

Domestic rates are not paid by all local electors, and vary in a way
that has little or no regard to the use made of local authority
services. The burden of rates is carried on too few shoulders.

Central Government grants are calculated in a very complicated way
that conceals the real cost of local services from the local elec-
torate.

So in almost every respect the existing local government finance system makes it
very difficult for local electors to see what they pay for what they get.

0.7 We must put this right. If people can understand the costs of the differ-
ent services providéd_to;them, and if the costs are fairly distributed, they can
then make sensible chqféés not only about the balance between local priorities
but also about the overall level of spending.




0.8 This Green Paper describes a way forward. It recognises that our present
position has been reached over many years and that it would not be realistic to
seek to overturn the present arrangements, however justifiable the case for
doing so, in one wrench. It therefore sets out a possible path for moving grad-
ually to a position where local accountability can again become the determinant
of expenditure and priorities in local services.

0.9 The main features of this approach are:

a national non-domestic rate with the proceeds distributed to
local authorities in proportion to the numbers of adults in their
area;

a gradual transition from domestic rates to a community charge which
each authority would set to be paid by every adult resident in its
area;

a grant system which compensates for real differences in 1local
authorities' needs, and provides additional help in the form of a
flat-rate sum per adult.

The same principles would apply, though with detailed variations, in England,
Scotland and Wales. Northern Ireland is not covered by this Green Paper.

0.10 Taken together with other recommendations on capital expenditure, fees and
charges, and local authority budgeting contained in later chapters of the Green
Paper, these proposals amount to the most radical re-structuring of local gov-
ernment finance this century. They will provide both a new impetus to local
democracy and a much fairer basis of local taxation.

0.11 Our thanks are due to the special advisers who contributed to the Studies
leading up to this Green Paper: Professor Christopher Foster, Dr. Richard
Jackman, Lord Rothschild, Dr. Christine Whitehead, Professor Tom Wilson and, in
the early stages, Mr. Justice Hoffman. Their breadth of experience has been
invaluable.

KENNETH BAKER
MALCOLM RIFKIND
NICHOLAS EDWARDS

General comments on this Green Paper should be sent to the Department of the
Environment, Room N6/12, 2 Marsham Street, London SW1P 3EB, to arrive not later
than 1 October 1986.

[Equivalent references to Scotland and to Wales.]

Comments on capital expenditure - Chapter 6 - should be sent by H to H in
respect of England and H in respect of Wales.

2
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Ref. A086/72

PRIME MINISTER

Local Government Finance Studies: Draft Green Paper

RAGA C(86) 1

BACKGROUND

In October 1984 the Cabinet accepted the view of the then
Secretary of State for the Environment that the present local
government finance system was suffering severe strains and that
present policies could not hold the position very far into the
life of the next Parliament. They therefore agreed that he
should set in hand a study to inEEify the best way forward.

The study was announced at the 1984 Party Conference.
(CC(84) 32nd Conclusions, Minute 7).

2 Since then the present Secretary of State for the

Environment has developed proposals for a fundamental reform of

B T

the local government finance system. These have been refined in

discussion with the Ministerial Sub-Committee on Local
Government Finance (E(LF)). Attached to C(86) 1 is the draft of
the consultative Green Paper setting out the proposals agreed by

E(LF), which it is proposed to publish on 28 January.

—————— sl

B The main thrust of the proposals is to rely to a greater

extent on local accountability. To this end local authorities

will lose their power to raise revenue without limit from

non-domestic ratepayers, and the amount of Exchequer grant will

be fixed. The whole of the burden of any marginal increase in
expenditure, and conversely the benefit of any reduction, will
therefore in future fall wholly on domestic local tax payers. A

community charge will be introduced and will progressively

replace domestic rates, so that all adults will bear their share

of the cost of local authority services, not just occupiers.

|
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MAIN ISSUE

4, The main issue is to endorse in general terms the draft
Green Paper as a basis for consultation.

b The proposals have been subject to extensive discussion in
E(LF). They have been carefully constructed so that the impact
between areas and on different household types has been judged
to be politically acceptable. The Secretary of State for the
Environment will no doubt emphasise that it will not be possible
at this stage to seek to modify any particular part of the
package without reopening the whole.

The Community Charge

652 The proposal likely to attract the greatest public
interest - and the fiercest political controversy - is that to

replace domestic rates with a community charge. The Green Paper

(paragraph 3.41) indicates that the Government‘expect domestic
rates to have been phased out completely within a decade. You
will want the Cabinet to endorse the principle underlying the
new tax - that all adults will pay - and to recognise that new
systems of registration and enforcement will be needed. You
will also want them to endorse the commitment that rates should

be totally eliminated at the end of the transitional period.

The Safety Net Grant
93 E(LF) agreed to a 'safety net grant' to prevent the very

large increases in domestic tax bills which would result from
the removal of resource equalisation. The safety net grant will
prevent transfers of resources between local authority areas at
the outset, and so (at least initially) will perpetuate the
present cross subsidy from the south to the north. But, as has
been pointed out by the Secretary of State for Education and
Science and others, the safety net grant will perpetuate some of
the unfairness of the present arrangements, and in particular
will blur the relationship between local authority spending and

the level of the community charge. The community charge will be

2
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higher in the south than in the north for an equivalent level of
service so long as the safety net is there. The Secretary of
State for the Environment has proposed in a letter dated
3 January to the Secretary of State for Education and Science
that the Green Paper should keep open all the options about the
rate at which the safety net grant might be removed. He
proposes that the Green Paper should make it clear that the
grant will not be increased in cash terms, so that at the very
least it will wither on the vine, but that there will be a
review once the effects of the new system are clear. Subject to
minor drafting points, the Secretary of State for Education and
cience is content with this, as will be the other members of
E(LF).

0% The Secretary of State for Education and Science may refer
to this, but I suggest that there is no need for this complex
issue to be discussed in Cabinet: there is probably agreement
among E(LF) Ministers about the desirability in principle of
moving to a system without the safety net grant, but there are
complex technical problems as well as the politics of the
north/south issue, and it is not necessary for the Green Paper

to be explicit on how or at what pace this is to be achieved.

Scotland
9. The Green Paper (paragraph 8.48) represents the conclusion

of E(LF) that it would be acceptable to legislate to introduce

the community charge in Scotland in advance of reform in England
and Wales. The Cabinet will wish to note that the Secretary of

state for Scotland regards this as a political imperative,
RS A T .

although it is not without political and practical difficulties.

But they should recognise that to introduce legislation in the

e o

1986-87 Parliamentary session, the Secretary of State for
e RO - Mol

Scotland will need to complete his consultation by the end of

e

 April, ie in three months rather than the nine months being

allowed for England and Wales. (As presently drafted,rfgg‘date

proposed for Welsh consultation is a compromise between those

3
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for England and Scotland, and this will need to be tidied up).
The Cabinet will need to consider whether it is defensible to

impose a tighter timetable in Scotland, given that the

fundamental issues are identical north and south of the border
and many organisations - for example the CBI - would normally
respond on a Great Britain basis. There must be a risk that
allowing only a short period for consultation in Scotland would

prejudice the success of the consultative exercise.

10. There is a further difficulty in Scotland, of which you
should be aware, although it should not require discussion at
this meeting. This is that in E(LF) the Secretary of State for
Scotland argued for fixing the Scottish non-domestic rate at the

-_—

same level as in England (on the grounds of equity to industry).

This would, however, lead to a shortfall in yield of at least

£250 million, which would either have to be met by the

Excheguer,ggy English or Welsh ratepayers, or by Scottish

NS
ratepayers. E(LF) made it clear to the Secretary of State for
——

Scotland that there was no question of the two former courses.
We understand that Mr Younger is now reconciled to a higher
Scottish non-domestic rate, although the Green Paper (paragraph

8.29) is not explicit on this.

Interaction with the Housing Benefit Scheme

11. The Secretary of State for Social Services has expressed

concern about the increased Housing Benefit (HB) case load which

will follow from the introduction of the community charge, and
proposed at the last meeting of E(LF) that the community charge
should be excluded from the HB scheme. There are some
difficultiés with this proposal, and he and the Secretary of
State for the Environment were invited to consider the

interaction of the proposals further. In the meantime the Green

Paper assumes in the exemplifications that the 20 per cent

contribution rule will apply (ie in line with the Social

B
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Security White Paper), while saying that the detailed design of

assistance schemes will need consideration (Annex J, paragraphs

J.39-43). This should not require detailed discussion.

/‘“"l’: o e

Capital Expenditure

12. The Green Paper also sets out (in Chapter 6) alternatives
for the reform of the capital control system in England and
Wales. There have already been discussions with the local

authority associations on these issues, which will have much

less impact on the public than the proposals for the community

charge. The Secretaryﬁgf State for the Environment is therefore
R
proposing a shorter consultation period, so that the option of

legislating next year may be keﬁz open,

Education Funding

13. You will wish to note what paragraphs 1.51-1.52 of the
draft Green Paper say about the arguments against central
funding of education. The general argument being developed at
this point calls for a rebuttal of the idea of central
Government taking over a large field of spending from local
authorities, and education is the obvious example. Paragraph
4,47 presents the case for a possible extension of specific
grants for education. The intention has been not to limit the

realistic room for manoeuvre in MISC 122.

HANDLING
14, You will wish to ask the Secretary of State for the

Environment to introduce his paper. The Secretaries of State

for Scotlaﬁé and for Wales will wish to comment, as no doubt

will the Chancellor of the Exchequer, . the Lord President of the
Council, the Chancellor of the Duéﬁg'of Lancaster, the Home

Secretary and the Secretary of State for Education and Science

among others.

15. On a minor point, you will wish to ask the Secretary of

State for the Environment over whose names the foreword might

-,
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appear. It would seem appropriate for it to be in the name of
e

the three territorial Ministers involved.

CONCLUSIONS
15. You will wish to reach decisions:
TIN5 Ao addy
14 to endorse the principle of local agcouldadeddi-ty and
the introduction of the community charge as the corner

stones of future policy;

1A% to confirm whether a shorter consultation period for

land i ble; s .,
Scotland is acceptable Q/uAyva { /}P( izjij

i1y to agree on the publication of the Green Paper,

provisionally on 28 January.

ROBERT ARMSTRONG

8 January 1986

6
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The Rt Hon Kenneth Baker MP

Secretary of State for the Environment

2 Marsham Street

LONDON

SW1P 3EB 8 January 1986

E‘m Lotz ;

LOCAL GOVERNMENT FINANCE GREEN PAPER

Thank you for your letter of 3 l}anuary.

I could not accept the precise form of words you have suggested to cover
non-domestic rates. You are asking me to commit myself to a separate
Scottish rate whereas the E(LF) minutes are clear that the option of
different poundages in different territories should be left open. In the
hope of saving time tomorrow I wonder if you would be prepared to
accept the further redraft which I attach?

On timing, I have made clear all along and colleagues have accepted the
particular urgency of the need for reform in Scotland; paragraph 9 of
C(86)1 reflects the position which I am in no doubt I must maintain -
consultation period to end of April and the option of a Bill early in the
1986/87 session.

I am copying this to the Prime Minister, members of E(LF) and to

Sir Robert Armstrong.
L(Mn it




8.31. The Secretary of State's long term objective is to find a fully
satisfactory basis for determining the burden that non-domestic
ratepayers in Scotland should be asked to bear. This will certainly
require him to take powers to fix centrally the poundage that is
appropriate in each area. Before he reaches a decision on that however

he would want to be able to compare the Scottish basis with what is

emerging in England (and that cannot be done validly until after 1990).

In the meantime, because the immediate priority is to give the greatest
possible reassurance to non-domestic ratepayers in Scotland of a degree
of stability in their rate burdens, the Secretary of State proposes that
the Scottish legislation should freeze the existing poundages in each area.
In the years immediately after the legislation comes into operation, the
frozen poundages will be increased in line with one of the general indices

of price movements.







CONFIDENTIAL

® CONFIDENTIAL ‘&

A ﬁ‘.,'.:;‘{s /s

DEPARTMENT OF EDUCATION AND SCIENCE &Q (\

ELIZABETH HOUSE YORK ROAD LONDON SE1 7PH
TELEPHONE 01-934 9000

FROM THE SECRETARY OF STATE

The Rt Hon Kenneth Baker MP

Secretary of State for Environment

2 Marsham Street

LONDON

SW1 ~/] January 1986

Aew /(fws R

GREEN PAPER ON LOCAL GOVERNMENT FINANCE,

Thank you for your letters of 31 December and 3 January
covering various aspects of the Green Paper.

In the light of what you say I do not wish to press further
for my suggestions on derating local authority property

and on students although I welcome your suggestion for further
discussion between our officials on the latter point after
publication of the Green Paper. I think that we are now

close to agreement on the treatment of specific grants and
would be ready to agree to your wording with some small
amendment as follows:

"There will remain a role for certain existing specific
grants such as that for police expenditure. There may
also be a case for new specific grants - in particular

in the education field in support of the Government's
objective of raising standards at all levels of ability."

Your letter of 3 January attaches a helpful note on the
implications of reducing the safety-net. I welcome your

view that we should keep our options open in the Green Paper,
given that there is now hardly time to go for substantial
changes. Nevertheless I think that your proposed re-draft

of paragraph 4.43 could go further in that regard. In particular,
the draft still refers to an authority's safety net entitlement
being "fixed in cash terms for all future years". I think

that that sentence would be better expressed thus:

"And the real value of an authority's safety net entitlement
would progressively decline in future years, perhaps
by fixing it in cash terms."

The last two sentences of the paragraph might read:

"But under these arrangements, if an authority's level

- CONFIDENTIAL Continued/ ...
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of spending remained unchanged, the average level of
tax bills for its residents would also remain unchanged
when the new system was introduced. Once the new system
is in operation, the basis of the special arrangements
could be reviewed."

I do not think that the clause about "sufficient time elapsing
to permit a proper assessment" should be retained: we have
the information to conduct a proper assessment now.

If these modest changes to your text can be agreed, the
last sentence of paragraph 5.14 should then say that the
adjustments "could" (rather than "would") be frozen in cash
terms for subsequent years.

I doubt that we could or should decide now on the merits

of the new (and substantially different) safety net arrangements
illustrated in your note. At first sight, they are not themselves
free of difficuXty. The effect of equalising the precepts

of upper tier authorities on a population basis is borne

by the residents of lower tier authorities in the area of

each upper tier authority. This can lead to substantial

changes in average tax bills, and in the case of Greenwich

to an increase of nearly £60 per adult, which is larger

than most of the changes which we have been concerned about

in the North. The proposal gives some relief to the inhabitants
of such authorities as South Bucks and Chiltern, but it

does so at the expense of other residents of the same low-spending
counties, so that people in Aylesbury Vale face an average

tax bill of £181 (against £153 at present) and those in

Milton Keynes an average tax bill of £194 (against £160

at present). This infliction of substantial tax increases

in low spending areas is not a great improvement on the

previous proposals. Meanwhile Sheffield and Newcastle actually
experience some small decrease in average tax bills at the
expense of lower-spending districts in the same county.

Moreover, this somewhat artificial limitation to county

areas of the equalising effect of the new system brings
different results according to the variation in domestic
rateable values within the county. Areas with the lowest
rateable value in Cumbria and Durham see increases in average
tax bill per head of only up to £12 (while other areas in
those counties experience a decrease from a low base). But

in Lancashire, where the range of rateable values is greater,
there is an increase in average tax per adult of £27 in
Burnley, £25 in Pendle and £22 in Hyndburn. In the case

of Pendle and Hyndburn this takes them well over halfway

to the unsafety-netted levels of local tax which were previously
found unacceptable in E(LF).

I think myself that we shall need to adopt a system which

bases the safety-nets on an acceptable rate of change for
each area. We shall not be able to withdraw them uniformly

Continued/...
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by one-third, one-half or whatever as illustrated in your
note. But all this needs further examination, and I suggest
that officials should be asked to do more work, after the
Green Paper is published, on the practicalities and merits
of various transitional schemes.

I am copying this letter to the Prime Minister and other
members of E(LF) and to Sir Robert Armstrong.

A

c

e i
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CABINET OFFICE.,
WHITEHALL, LONDON SW1A 2AS

Chancellor of the Duchy of Lancaster Tel No: 233 3299 g

7471

6 January 1986

Robin Young Esq
Principal Private Secretary
to the Secretary of State for Q? ~ ()/“\
the Environment P ‘vytzy'
Department of the Environment
2 Marsham Street
LONDON
SW1lP 3EB

2

i (&L
7(."——( '
GREEN PAPER ON LOCAL GOVERNMENT FINANCE

The Chancellor of the Duchy was interested to see David Norgrove's
letter to you of 31 December, recording your Secretary of State's
discussion with the Prime Minister.

The Chancellor has commented that, while he accepts the importance
of rebutting criticisms of the kind mentioned by your Secretary of
State; he would emphasise the need to take the argument to those
o¥fering criticisms; for example by challenging them to present
their alternative, while illustrating the arbitrary, unfair and
indefensible nature of the current rating system which these new
proposals are to replace, and how unworkable and burdensome
(particularly in economic terms) would be a local income tax. In
effect, the purpose would be to expose the inadequacies of the
position on local government finance of the Government‘s
opponents.

I am copying this letter to David Norgrove, the private secretaries
to members of E(LF) and to Michael Stark (Cabinet Office).

{
‘ ”Kwy.s' ‘
ANDREW LANSLEY J\\ i

Private Secretary
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PRIME MINISTER 6 January 1986

RATE REFORM: SAFETY NETS

Kenneth Baker has cunningly revised the 'safety net' so that

e —————

it gives fewer bonuses to the North and makes life easier

for London.

e e —————

As Kenneth says, it should be possible to phase out domestic

ﬁ\‘w
rates within ten years even in London if this new 'safety

net' is kept constant in cash terms over the whole perlod

The City would need special arrangements, but ratepayers in

Westminster and Kensington & Chelsea would gain, and the

changeover from the existing system to the_he;qarrangements
would cause domestic tax bills per adult in the rest of
Inner London to rise by an average of less than 5% a year
more than they would otherwise have done. Outer London

domestlc tax blllS would be almost unaffected

The DoE hint that pha31ng out the safety net altogether over

ten years - as Kelth Joseph wants - would make life too
difficult for inner Londoners. Their figures suggest that

total phasing out of the 'safety net' would roughly double
the effect of the new system on domestic tax bills in Inner
London, causing them to rise by an average of about 10%

a year more than they would otherwise have done.

We recommend that the Green Paper should:

l. include the revised 'safety net';
'/ﬂ:\-
e

leave open the possibility of phasing out the

'safety net' altogether in due course.

0L LL

OLIVER LETWIN




PRIME MINISTER

I am not clear whether you decided in favour or against a
presentation to Cabinet next Thursday about the iniquities

of the rating system. (You were concerned that too extensive
a discussion of this would give an opportunity for sceptics

to question the need for any reform at all.)

You toyed with the idea of a presentation before Cabinet starts,

i.e. in effect starting 15 minutes early, at 0945, have the

presentation on rates and then go into parliamentary affairs,

foreign affairs, community affairs and then the Green Paper.

I think this would look odd)wnd 3 ava vk U vﬁ\d&.{;(jm AMM T)(

Agree that Mr Baker should describe the problems of rates

. . /
when he introduces his paper? =

LYAS

DAVID NORGROVE ,_L
3 January 1986 C)%;f
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2 MARSHAM STREET
LONDON SW1P 3EB
01-212 3434

NQQ (\ 3 My ref:

Your ref:

_r January 1986

bea, Sex etam, @ Statz,
LOCAL GOVERNMENT FINANCE GREEN PAPER

Your officials have sent mine a copy of the draft chapter on Scotland
for inclusion in the Green Paper.

There are two points of substance on non-domestic rates. We agreed at
E(LF)(85) 6th that the Green Paper should come down firmly in favour
of the uniform rate rather than capping. Subsequently it was agreed at
the meeting Willie Whitelaw chaired on 19 December that English
ratepayers would not subsidise a reduction in the uniform Scottish
rate to the English average.

The draft text now suggests that you would "cap" the non-domestic rate
in Scotland until valuation practice were aligned North and South of
the border, with the implication that this would be at a uniform rate
throughout Great Britain. I find it difficult to accept that
formulation. Even if Scottish and English rating practice were aligned
there would probably still be problems in moving to a common rate,
because of the higher spending of Scottish authorities. And it is
difficult tc sustain the argument in Chapter 2 that a uniform rate is
the best proposa. for England if we argue we should cap non-domestic
rates in Scotland for an unspecified period. I attach a redraft of
paragraph 8.31, which I hope you can accept.

My other concern is on timing. At E(LF)(85) 6th we agreed that there
should be no commitment to early legislation in Scotland. Indeed we
doubt that it is feasible to draw together the major legislation
required in time for the 1986/7 session. To introduce ill-thought
legislation on a quick timetable would damage no further the cause of
reform.

I would therefore much prefer the references to the urgency of the
need for reform in Scotland to be toned down. You could still mention
that it would be feasible to legislate separately - and earlier - in
Scotland than in England but without making it plain that you are
aiming for 1986/7. This would require amendment in particular of $.34
and 8.45.

Copies of this go to the Prime Minister, Members of E(LF) and Sir
Robert Armstrong.

i1~ F\-&CH}:S :

,5?9 KENNETH BAKER
(Apprred “= 3"’-{\" 5 A Jetrfe, 4
Jhate ad sapmed & by abranc)

The Rt Hon George Younger







DRAFT PARAGRAPH 8.31

The Government 1s proposing to set a uniform national rate to

apply throughout Scotland. Industrial de-rating will continue if

deemed appropriate after the 1990 revaluation of non-domestic

rateable values. The present range of non-domestic rate
poundages is from 8 to H. Suitable transitional measures woulid
be required to ease the move to a uniform poundage. Subsequent
increases in the uniform poundage will be linked to a general
index of price movements (paragraph 2.8). This would provide a
guarantee of much greater stability in the rate burden levied on

industry and commerce in Scotland.
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2 MARSHAM STREE
LONDON SWIP 3EB

01-212 3434

My ref:

Your ref:

b, January 1986

LOCAIL GOVERNMENT FINANCE %EEDIES: SAFETY NETS

In my letter of 31gpe€g%gér I offered to circulate a further note
before Cabinet on January about the implications of reducing the
safety net. I had already received a letter on the same subject from
Nick Ridley when I replied to you. John MacGregor also wrote on 23
December; and there was a futher letter from the Private Secretary to
the Prime Minister on 24 December.

The promised note is attached. As you will see, with a more precisely
defined safety net it looks as though it would be possible to phase
out rates even in London within 10 years. But this would be much more
difficult if the safety net were withdrawa. Outside London, the
phasing out of the safety net over the sane ten-year period looks
feasible, but a commitment to do so would open up for debate difficult
arguments about the North/South shift.

In view of the very difficult presentational and operational issues
involved I am strongly of the view that we should keep our options
open in the Green Paper and consider in the light of consultation the
scope for faster erosion of the safety net than is already implied by
the decision to freeze it in c¢ash terms.

Colleagues may fzel, however, that the present draft does not make it
sufficiently clear to cur supporters that the real value of the safety
net will in fact deciine over time. To remedy that I would propose to
amend paragraph <.43 as follows:

"The Government therefore envisages that special arrangements
would be 1n*roduced to avoid any 51gd1flcant shlfts in the huraen

system. These arrangements would takv the form of a "safety ret'
which would prevent changes in the level of local authorities'
income from rate support grant and non-domestic rates in the
first year of the new system. The method of setting the safetly
net would ensure that authorities could not benefit from any
increase ir expenditure betweeen now and the introcduction of the
new arrangements. And the amount of an authority's safety net
entitlement would be fixed in cash terms for all future years so
that its real value would progressively decline. Changes in the
balance of local taxation within a Iocal authority, arising from
the widening of the local tax base by the introduction of the
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«

community charge, would begin to feed through immediately. So
would the effects of any increases in spending. But under

these arrangements for the level of spending under the new system
the average level of an authority's local tax bills would be
virtually unchanged. Once the new system is in operation and
sufficient time has elapsed to permit a proper assessment of its
impact and effects, the basis of the special arrangements could
be reviewed."

I am copying this letter and the attached note to the Prime Minister,
to other members of E(LF), and to Sir Robert Armstrong.

A

KENNETH BAKER

The Rt Hon Sir Keith Joseph MP
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PROPOSED LOCAL GOVERNMENT FINANCE SYSTEM: AREA EFFECTS ON LOCAL
DOMESTIC TAX BILLS

B Discussions of the area effects of the proposed 1local
government finance package have concentrated on two main issues:

i. there could be worryingly large community charges in
high rateable value London authorities which would make
the phasing out of rates in 10 years difficult to
achieve;

there would be big North/South shifts if the policies
were implemented without a safety net arrangement; but
if a safety net is used, low-spending authorities in
the South would forego the gains to which they would be
entitled under the new arrangements.

2. The Annex to this note illustrates the effects for all
English authorities of the new financial arrangements with full,
partial, or no safety nets. The figures apply to the total bill
faced by the ratepayers of an area - for example the rate or
community charge figures for Westminster include the precepts of
the upper tier authorities of Inner London, in particular ILEA.

Loondon

S In the attached illustrations the safety net has been
redefined so that it does not prevent changes in the 1local
. contribution of ratepayers in different parts of an upper-tier
authority's area arising from the change in the basis of
precepting from rateable value to population. This is consistent
with our aim of allowing the local taxation changes to begin to
come through immediately. The practical consequence is that, to
take inner London as an example, ratepayers of ILEA 1living in
boroughs with high rateable values who consequently now meet a
high proportion of ILEA's spending, will in future pay on the
same basis - pro rata to population - as ILEA ratepayers living
in other boroughs.

4. This has an important effect on local tax bills in all high
rateable value areas, but particularly those in inner London.
For example, the present per adult tax bill of £508 in Kensington
would be reduced to £288 as we moved to a 100% community charge.
The highest local tax bills would be those of the biggest
. cverspenders, but even Camden and Islington would have local tax
bills of less than £400, and the operation of rate-capping and
precept control between now and 1990 could make them
substantially lower. On this basis the phasing out of rates even
in London within a l0-year period seems feasible.

CONFIDENTIAL - CMO
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5. The withdrawal of the safety net would actually make it more
difficult to phase out rates in inner London over 10 years. This
is because the safety net would benefit all ratepayers: of
high-spending 1ILEA, which accounts for -some 40% of 1local
government spending in inner London. So the residents of all
inner London boroughs would be worse off as a result of the
withdrawal of safety nets, and the local tax payments per adult
in some of the high spending boroughs would rise to very high
levels indeed - £756 in Camden, and around £600 in five other
boroughs.

The North/South Shift

6 Concerns about the potential losses to the North, or the
failure to realise gains for the South, are of course two faces
of the same coin. Without a safety net the new policies would
imply a 1loss of £327m to the three Northern regions and a
corresponding gain of £327m to the South (within this overall
gain would be concealed a loss of £475m to London offset by a
gain of £470m for the rest of the South East).

s The detailed effects of this for residents in individual
local authority areas are shown in the Annex. At one extreme,
residents of Sheffield are £120 a year better off than they would
otherwise be as a result of the safety net. At the other
extreme, residents of Chiltern are £99 a year worse off than
they would otherwise have been.

8. These are perfectly manageable sums. Outside London, it

would be possible to phase out the safety net over the ten year
period of the change from rates to the community charge. However,
the presentational problems of the scale of the North-South shift
" would remain.

Approach in the Green Paper

9. The Green Paper as at present drafted steers a middle course.
It proposes a safety net which is frozen in cash at the first
year level and "withers on the vine" thereafter. This avoids the
presentational problem of taking money from the North, but even
with inflation at only 3% it would cut the real benefits to high
spenders by a third over a ten-year period.

10. In view of the presentational difficulties of the
North/South shift and the possible practical problems in London
of phasing out the safety net this low-profile approach is the
right one to adopt in the Green Paper. It Keeps options open and
gives room for manoeuvre if reactions to the Green Paper show
that a faster phasing out of the safety net than erosion by
inflation would be a feasible option.

CONFIDENTIAL - CMO




CONFIDENTIAL - CMO

1o The table below is based on 1984/85 spending levels. All
figures are based on the expenditure of both wupper and lower
tier authorities in the local authority area named. since it 1is
the combination of rates and precepts that determines the size
of the bill faced by local taxpayers.

2. The table shows the following:

Column 1 The degree of overspending/low spending per
adult in the area :

Column 2 Average local tax bills per adult in the area
with domestic rates and the new arant
arrangements including a full safety net (this
is broadly the present position)

Column 3 . Average local tax bills per adult in the area
with a 100% communitv charge and the new grant

arrangements including a full safety net

Columns 4.5.,6 As column 3, but with a safety net of only 2/3,
%, or 1/3 the value of a full safety net

Column 7 As column 3 but with no safety net
Column 8 The value of the safety net per adult in the
area. This 1s the difference between the full

safety net and no safety net figures shown 1in
Columns 3 and 7.

CONFIDENTIAL - CMO
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Effects On Local tax Bills Of Saf iet Ooti (pounds per adult) CONFIDENIIAL — CMO
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Effects On Local tax Bills 0f Safety Net Octions (pounds oer adult) CONFIDENTIAL - CMO
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Effects On Loczl tax Bills 0f Safety Met Ootions (pounds per adult) ;
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: _ CONFIDENTIAL - CM
Effects On Local tax Fills Of Safety Net Ootions (oounds oer adult) A o
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Effects On Local tax Bills Of Safetv Met Ootions (pounds per zdult) CONFIDENTIAL - CMO
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: g 15, CONFIDENTIAL - CMO
Effects On Local tax Bills Of Safely Wet Ootions (pounds per adult)
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CONFIDENTIAL -
Effects On Local tax Bills Of Safety Net Ootions (oounds per adult) - e
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CONFIDENTIAL - CMO

Effects On Local tax Bills Of Safety Met Ootions (oounds oer 3cult)
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10 DOWNING STREET

From the Private Secretary 2o 1986
anuary

LOCAL GOVERNMENT FINANCE

The Prime Minister was grateful for the Lord
President's minute of 23 December reporting the decisions

taken at E(LF) on 19 December.

I am copying this letter to Michael Stark (Cabinet

Office).

DAVID NORGROVE

Miss Joan MacNaughton,
Lord President's Office.
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