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The Rt Hon Norman Lamont MP My Ref:
Chief Secretary to the Treasury '

HM Treasury Your Ref:
Treasury Chambers

Parliament Street

LONDON

SW1P 3AG

2% FEB 1990
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LOCAL AUTHORITY CURRENT: ARRANGEMENTS FOR HANDLING THE
1990 SURVEY F S

>
o

Thank you for sending me a copy of your ingér of 14 February
to Chris Patten.

The proposal to produce a better informed decision in July
is welcome, and I can agree to a July announcement on that
basis. My officials will wish to take part in preparing
the exemplifications which go to E(LG) as a basis for the
July decisions.

I remain concerned that the service breakdowns provided
in July will only be illustrative, and that there is no
safeguard against the smaller service blocks subsequently
being ''squeezed'. I am content to see how the new arrangements
which you have proposed work out this year, but if we again
find, as we did 'last year, that lower provision is made
for the smaller service blocks than the Government intended,
this will be interpreted by local authorities as an indication
of 1low priority, and we shall have to find ways another
year to adjust the system accordingly.

I am sending copies of this letter to the Prime Minister,
other members of E(LG) and to Sir Robin Butler.

b

CECIL PARKINSON
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LOCAL AUTHORITY CURRENT: ARRANGEMENTS FOR ‘b47{71/
HANDLING THE 1990 SURVEY

You copied to me your letter of 14 February to Chris Patten. It is
important that we should determine Total Standard Spending on the best
possible information. There is a particular consideration as regards the
police since the amount of specific grant agreed in PES will need to be
translated into spending and found from within TSS. While we are likely by
July to have a good idea of the police pay increase, it seems most unlikely
that by that date we will have reached agreement on any future programme of
manpower increases.

The later we leave the announcement the more reliable the information
on spending needs across all services. I therefore favour an autumn
announcement but recognise the practical difficulties that this would present.
John McGregor's suggestion that we reach preliminary decisions on the
aggregates in July but delay the announcement until the autumn may offer a way
forward. Such an arrangement would spread the task we face and enable us to
review TSS in the light of more up-to-date information on the demands faced
by local authority services and of the discussions on PES bids which officials
will hold over the summer. It would be helpful if officials could examine
whether a satisfactory timetable could be devised on that basis.

I am copying this letter to the recipients of yours.
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The Rt Hon Norman Lamont, MP.
Chief Secretary

Treasury Chambers

Parliament Street, S.W.1.
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The Rt Hon Chris Patten MP

Secretary of State for the Environment
2 Marsham Street

London SW1P 3EB

21 FEB 1990

1991/92 LOCAL AUTHORITY GRANT SETTLEMENT

Thank you for your letter of 12 February about the arrangements
for discussing aspects of the 1991/92 grant settlement with the
local authority associations.

In general, I accept what you propose. I agree that officials
should hold discussions with the local authority associations
along the same lines as last year, not least because to abandon
such discussion at this stage would create suspicion and it is
always marginally useful to know the local authorities' own
priorities. I also agree that it is important that officials are
not in any way committed in advance to the associations'
assessment of the appropriate level of spending.

On the methodology of the Standard Spending Assessments, I agree
that we should be prepared to consider any changes the local
authority associations believe necessary in the light of new
evidence, and that we should discuss with them areas needing
longer term research. However, I believe it is essential that we
reserve judgement on any such changes until we can consider
collectively their detailed implications for individual standard
spending assessments.

On a more detailed level:

g~ Paragraph 1(2) of the draft remit to Working Groups
refers to savings identified by the Audit Commission. While
I would not want the reference removed, we should not pin
too many hopes on it. The impression here is that, at least
in their studies of education, the Commission is placing
less emphasis on quantifying savings and more on ways of
improving effectiveness.

= I gather that some words have fallen out of line 2 of
paragraph 1(4): last year's remit referred to "...new




demands on local authorities, arising from new
responsibilities, Government initiatives or from
unavoidable pressures such as demographic change..." which
still seems apt. The main pressures on education continue
to be those flowing from the Education Reform Act, although
there are also demographic pressures now that, after a long
period of demographic decline, pupil numbers are once again
increasing.

= We did not find it helpful last year that there was no
reference in the remit to the 1989/90 GRE total, even though
this was the basis for all our comparisons in the final
presentation of the figures for 1990/91; indeed, the
education Working Group argued that the remit showed that
the Government should have taken 1989/90 outturn as its
starting point. This point might be met by adding to the
end of sub-paragraph 2 something like "...Audit Commission,
and in the light of the assumptions underlying the 1990/91
local authority grant settlement;".

I am sending copies of this letter to the Prime Minister, other
members of E(LG), and Sir Robin Butler.
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Thank you for copying to me your letter of ‘,‘;,4«‘Fébruary.

For my part, I feel the timetable in 1989 worked reasonably well. While
I can understand some of the concerns expressed both by DOE and other
Departments about the information base on which July decisions are made
and how this might be brought more up to date in respect of pay and
inflation factors if we wait until the Autumn, I feel strongly that we
should stay with decisions and announcement in July.

As you point out, local authorities' budgeting timetable is much tighter in
Scotland and it is helpful for them to have an indication of the overall
settlement as early as possible. Like you I believe it is important to
give authorities a signal through early announcement of the settlement to
influence their decisions on local authority pay, rather than putting us in
the position of either responding to those decisions or being seen to
ignore them by deferring our own decisions to the Autumn. Moreover, I
would not favour an announcement of this important matter during the
Recess. We must consult Scottish local authorities on the grant
distribution proposals by the beginning of November. Ideally, it should
be earlier, but in practical terms, it simply would not be feasible to
achieve consultation on grant proposals by early November if we delayed
our decisions on the settlement until September. Given the complications
we had in Scotland this year over non-domestic rates and the effects of
revaluation, I believe a measure of stability in the arrangements this year
would be most helpful.

I therefore strongly support your conclusion that decisions and
announcement on the local authority settlement should continue to take
place in July.
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I am copying this letter to the Prime Minister and the other members of
E(LG), and to Sir Robin Butler.
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MALCOLM RIFKIND
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SCOTTISH OFFICE
WHITEHALL. LONDON SWIA 2AU

The Rt Hon John Major MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

LONDON

SWIP 3AG 20 February 1990

Deer (ML

PWLB QUOTAS

Thank you for your letter of 14 February. 1 was grateful to hear that
the Commissioners had decided to make reference to local authority
timetables in their circular and I think that this decision and the sue of
the term '"financial investments" to describe "deposits", with the
possibility of further clarification in the circular, remove the grounds for
any unnecessary concern in Scotland about the new arrangements which
you have announced.

I am copying this letter to the Prime Minister, Peter Walker, Chris Patten
and the Governor of the Bank of England.

MALCOLM RIFKIND
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Rt Hon Norman Lamont MP

Chief Secretary

HM Treasury

Parliament Street

London

SW1P 3AG 19 February 1990
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LOCAL AUTHORITY CURRENT: ARRANGEMENTS FOR HANDLING THE 1990
SURVEY "
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Thank you for sending me a copy of your letter of ;A'February to
Chris Patten.

Whenever we take these decisions we must do so on the basis of
the best possible information about all the relevant
circumstances including a realistic view of service requirements
for the year ahead. We should also be aware of the likely
implications for individual service standard spending totals of
any level of total standard spending we agree upon. While we
continue to place so much emphasis on the adequacy of total
standard spending and therefore the accuracy of the community
charge figure for standard spending, we must have service totals
which we can defend in the light of new pressures on services as
well as by reference to the scope for greater efficiency.

I think these factors are more important than the exact timing of
the decision making process, and I agree that leaving all
decisions and announcements until the Autumn might well mean

that decisions have to be rushed in the time available before the
Party Conference.

I am not, however, ccnvinced that we are right to rule out the
possibility of most of the work and provisional decisions being
taken in July, with final confirmation and announcement of those
decisions in late September. This would allow us to have a very
careful airing of the issues in July, but to take a final look at
the overall implications of those decisions, including their
likely impact in terms of SSAs and community charges, in
September before any announcements are made.

We are still discussing what new machinery might apply for the
determination of teachers' pay in 1991-92, but whatever
arrangements are made there will need to be a figure for an
increase in teachers' pay within education standard spending




which can be defended as fair and reasonable. It may well be
that we should leave ourselves scope to take a final look at this

figure in September rather than having to agree in July a total
that will have to accommodate it.

I am copying this letter to the Prime Minister ‘and to other
members of E(LG) and Sir Robin Butler.
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Thank you for your leqpé; of 14 February about the handling of the
1991/92 Grant Settlemént in this year’s public expenditure survey.

Personally I think that I would have preferred to have a single
announcement about local authority finance in the autumn rather than
a preliminary announcement in July and final announcement in
November. This is particularly so this year, since I think that by
July the House will have had more than enough of local government
finance and would have appreciated a short break before next year’s
round begins. As we know from this year, a July announcement
prolongs the period during which our proposals are open to
criticism. In addition, by the autumn we would have a better view
of the pressures on local authority spending in 1991,/92.

I see the practical difficulties which this alternative involves.
If we do opt for an announcement in July, I agree it is important
that we should bring together in a systematic way all the
implications of our decisions against a realistic assessment of the
spending pressures authorities will face, and I shall be making
proposals as to how we might do this.

If other colleagues are inclined to agree with you, I am prepared to
accept your proposal to continue to plan for a July announcement of
the main aggregates of the settlement.

I am copying this to the Prime Minister, other members of E(LG) and
Sir Robin Butler.

CHRIS PATTEN
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary

19 February 1990

s

IOCAL AUTHORITY CURRENT EXPENDITURE:
ARRANGEMENTS FOR HANDLING THE 1990 SURVEY

The Prime Minister has seen the Chief
Secretary's letter of 14 February to the
Secretary of State for the Environment. Her
inclination is that it is right to stay with
the present system and to continue to plan
for a July announcement of the main
aggregates; she feels that there have already
been enough changes without trying to absorb
any more.

I am copying this letter to the Private
Secretaries to members of E(LG).

N
A

PAUL GRAY

Miss Carys Evans
Chief Secretary's Office
H.M. Treasury
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PRIME MINISTER

ARRANGEMENTS FOR HANDLING IOCAL AUTHORITY EXPENDITURE
FOR 199192

While we are still heavily embroiled in issues affecting local

authority spending in 1990-91 it seems strange to be thinking

about the arrangements for 1991-92. But it is necessary to do
sl ol

this if the process is to be orderly. You may like to glance at
S TP : 3

the attached letter from the Chief Secretary setting out his

—_—

proposals.

The essential issue is whether to continue with the traditional

pattern of announcing the main qggregates‘in July with the

further details following later; or to switch to a system in

——

which there are no announcements in July and everything is

handled over a relatively short period during the Autumn. The

Chief Secretary concluded that we should stick with effectively
the status quo. His reasoning seems persuasive to me. You may

however piefer to await reactions from colleagues before giving

your own views.

i) Content to await colleagues reactions?
Or

ii) Do you want to give a firm view at this stage?

NG

PAUL GRAY
16 FEBRUARY 1990

a:\economic\local.mrm
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary e Pohrda

PWLB AND MONEY MARKET MANAGEMENT

I have written separately to you, copying to other
Departments and the Bank of England, about the Prime
Minister's main reaction to the recent papers on PWLB quotas
for 1990-91. The Prime Minister has also commented, however,

k that she wonders whether consideration should be given to
(a whether it is necessary now to retain an organisation like the
M| PWLB at all. She would welcome the Chancellor's views on this.

I am copying this letter to Paul Tucker (Bank of England).

PAUL GRAY

Duncan Sparkes Esqg
HM Treasury
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 15 Feb 1990
ebruary

Do Doee-,

PWLB QUOTAS FOR 1990-91

The Prime Minister has seen the Chancellor's letter of
8 February to the Secretary of State for the Environment and
the subsequent comments from the Secretaries of State for the
Environment, Scotland and Wales and the Governor of the Bank of
England. The Prime Minister is content for the Chancellor to

proceed with the proposed changes.

I am copying this letter to Roger Bright (Department of
the Environment), Jim Gallagher (Scottish Office), Stephen
Williams (Welsh Office) and to Paul Tucker (Bank of England).

i

(4

PAUL GRAY

Duncan Sparkes Esq
HM Treasury
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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

14 February 1990

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

Dover House

Whitehall

LONDON

SW1A 2AU

Dear §ead’ax.) °F State,

PWLB QUOTAS btk P

Thank you for your letter of/l;/rég;:;ry.

I am, of course, all too conscious of the presentational
difficulties of the proposed changes, and they are not undertaken
lightly. But as I explained in my letter I think we must act.

I note your point about the low level of deposits held by Scottish
local authorities. That will, of course, be reflected in quotas,
on the definition proposed.

I also note your comments on timing and the special problems in
Scotland. Legally the PWLB Commissioners have complete discretion
on the way they handle individual cases and I cannot direct them
on what factors they should consider in taking their decisions.
But they consider each case on merits and listen to any arguments
an authority wishes to put forward to them. Treasury Solicitor's
advice is that it is unwise for the Commissioners to try to spell
out too far in their circular the particular factors which they
may consider, since that might constrain their discretion
unnecessarily and limit their freedom to take account of all
relevant factors. Nevertheless the Commissioners have agreed to
include the following sentence in the circular:

"In exercising this discretion, the Commissioners will, if
necessary, take into account any differences in the capital




expenditure control arrangements and timetable of Scottish
authorities and those in England and Wales."

If a Scottish authority considers it faces particular problems
because of the different system or timetable in Scotland, that is
certainly an argument they are free to put to the Commissioners.
The Commissioners will judge whether it causes unreasonable
difficulty in the particular circumstances of the authority and
act accordingly.

My officials have been in touch with yours about the term
"deposits". The circular now refers to "financial investments",
which I hope will be clearer. If not, the point can be further
clarified in the full circular which the PWLB will issue at the
end of March.

Although the timing is tight, I am satisfied that the proposed
changes are necessary and can be justified. But we should not
delay any further. The Commissioners met this afternoon and
approved the changes, which they will notify to authorities
tomorrow afternoon as planned. I attach the final version of
their circular. I will announce the changes to the House with the
attached written answer.

I am copying this to the Prime Minister, Peter Walker, Chris
Patten and the Governor.

Jours sin <e,rol-7 :
/av4¢a/> aﬂe_(

p.p- JOHN MAJOR
[Approved by the Chancellor
and signed on his behalf]
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Treasury Chambers, Parliament Street, SWIP 3AG
O1-270. 30000

14 February 1990

Rt Hon Peter Walker MP
Secretary of State
Welsh Office

Gwydyr House

Whitehall

LONDON

SW1A 2ER

Neow Scc_re,taf] o( State,

PWLB QUOTAS
Thank you for your letter of 13 February.

On your first point, the changes need not increase authorities'
costs to any significant extent. The cost of the bulk of
authorities' borrowing will be unaffected. When interest rates
fall, authorities will not save as much as they would otherwise,
but that is not quite the same as saying that their costs have
increased. Nevertheless, to the extent that higher costs may
arise in 1991-92, that will be a relevant factor in the
negotiations in the local authority settlement for that year.

On your second point, the PWLB Commissioners legally have complete
discretion on how they handle individual cases and I cannot direct
them on which particular factors they should consider. But they
consider each case on its merits and will listen to any arguments
an authority puts to them.

I note your points on timing, but I am satisfied that the proposed
changes are necessary and can be justified. We must not, however,
delay any longer. The Commissioners met this afternoon and agreed
the changes, which they will notify to authorities tomorrow
afternoon as planned. I attach the final version of the circular.
I will inform the House with the attached written answer.




I am copying this to the Prime Minister, Chris Patten, Malcolm
Rifkind and the Governor.

\'joU(S S’moefe,(? .
/@uACM C.,dcf

& P> JOHN MAJOR
[Approved by the Chancellor
and signed on his behalf]
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Treasury Chambers, Parliament Street, SWI1P 3AG
G1-2760" 3000

14 February 1990

Rt Hon Christopher Patten MP
Secretary of State for the
Environment

Department of the Environment
2 Marsham Street

LONDON

SW1P 3EB

/aecu Sec(d'.a.(7 ) f State >

PWLB QUOTAS
Thank you for your letter of 13 February.

I am, of course, only too conscious of the presentational
difficulties of the changes outlined in my letter of 8 February,
but am pleased that you agree to the general principles of them.

On your specific points, the effect in 1990-91 should, as I said
in my letter, be minimal, and I am pleased to have your
confirmation of that. I have some difficulty with the argument
that there will be a cost when interest rates fall. Authorities
will save less than they might otherwise have done, but we will
not have added to their costs. And PWLB rates will still be below
market rates.

Nevertheless, to the extent that higher costs may arise in
1991-92, this will be a relevant factor in our negotiations on the
local authority settlement for that year. But I think we should
stick to the principle that Government imposed additions to local
authorities' costs should be reflected in Total Standard Spending
numbers; how far these costs should be met by the taxpayer through
Aggregate External Finance or by the charge payer should be
determined when the decisions on the settlement are taken. We
should say no more publicly, at this stage, than that "any higher
costs will be relevant to the local authority settlement", but
only if asked, and I would prefer not to include it in my written
answer.




I have not invited the PWLB Commissioners to include the reference
to abnormal amcunts of debt maturing in their circular. As your
officials are aware, Treasury Solicitor's firm legal advice is
that it is unwise for the Commissioners to try to spell out in
their cixrenlar the particular factors they may take into
consideration in dealing with special cases, since that might
actually limit their freedom to deal with all the circumstances of
a particular case and deal with it on merits. I am, however, able
to make the point in the written answer which I will give to the
House and will do so, although the wording has to be very
carefully chosen.

Our officials have already discussed the possibility of defining
the quota in terms of an authority's credit ceiling. I can see
some force in the point, but there is no direct equivalent in
Scotland. If the English authorities themselves raise this point,
however, and if some alternative formula can be devised that the
Scottish authorities accept as equivalent and fair, then I will
consider inviting the Commissioners to adopt that alternative at
an appropriate time. In the meantime, however, I think it is
sensible to stick to the tighter, consistent formula.

The Commissioners considered and agreed the proposed changes at
their meeting this afternoon and they will notify the authorities
tomorrow afternoon as planned. I attach the final version of
their circular and a copy of my proposed written answer, which
your officials have already seen in draft.

I am copying this to the Prime Minister, Peter Walker, Malcolm
Rifkind and the Governor.

Jouts s i—\ce!e/b) .
/&uo\ e afke,:

-JOHN MAJOR
[Approved by the Chancellor
and signed on his behalf]
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DRAFT PQ

To ask Mr Chancellor of the Exchequer what will be the
arrangements for lending to local authorities by the Public Works
Loan Board in the forthcoming financial year.

DRAFT REPLY

Every year the PWLB Commissioners, after consultation with the
Treasury, determine loan quotas for each authority. Borrowing
within these quotas is at very fine rates set by the Treasury.
Additional loans may be made in specific circumstances at higher

("non quota A" and "non quota B") rates.

In recent years the Commissioners have, however, as a matter of
course, made advances additional to the normal quotas available
at quota rates. This was done with the agreement of the Treasury
in order to assist in the management of the money markets. At
present, however, local authorities are, in total, investing very
substantial sums of money with the banking sector, whilst at the
same time borrowing large sums from the PWLB. The combined
effect of this is to cause difficulties in the management of the
money markets. The Government therefore believes it is now
desirable to curtail the availability of funds from the PWLB at

quota rates.

The PWLB Commissioners have reviewed the quota arrangements for
the financial year 1990-91 and have today issued a circular
(number 89) indicating that the quota entitlement for each

authority will be:




‘-.
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noble/12.2/dr.pq

75 per cent of its net reckonable capital payments made

during 1990-91; plus

4 per cent of its net reckonable debt incurred for capital
purposes, being the total amount outstanding less the total

sums held in financial investments on 31 March 1990.

There will be no minimum quota entitlement. The normal
arrangements by which loans may be made under the non quota A and
non quota B facilities will, however, continue to operate. Local
authorities' ability to borrow in the market will not be

affected.

With effect from today the Commissioners will no longer be

prepared, as a matter of course, to make loans available in

addition to the quota and at quota rates.

In order to limit the level of borrowing in the remainder of this
financial year, the Commissioners have also decided to restrict
advances within quota from the date of the circular to
31 March 1990, to not more than one tenth of each authority's

quota for the current financial year.

The Commissioners will be prepared to consider requests from
local authorities for advances additional to normal quotas at
quota rates where the changes 1listed above will cause an
authority exceptional difficulties, for example where it faces

unusually high levels of maturing debt. The decision will be for




noble/12.2/dr.pq

the Commissioners, but I understand that, in deciding whether to
make an advance, they will take into consideration, along with
other factors, the level of the authority's investments and that
the Commissioners are unlikely to be prepared to agree to an
advance if, and to the extent that, it appears to them that these

investments could be used instead.

An authority wishing to borrow from the Board in addition to
quota may also apply for non quota B loans. The Commissioners
will continue to be prepared to consider applications for such
advances where it can be demonstrated that additional capital
finance is needed in the relatively near future. The rate of
interest on non quota B loans is currently 1 per cent above non
quota A loans. From 1 April 1990 I have decided that the rate of
interest on non quota B loans will be 2 per cent above the rate

of interest on quota loans.

At present the interest rate on quota loans is set at the lowest
possible level consistent with the constraints of the 1968
National Loans Act. I have decided that for the future this fine
rate will no longer be appropriate. Quota rates will therefore
be gradually increased so that they are closer to, but still
below, market rates. This will be done by maintaining PWLB rates

when general interest rates fall.




PUBLIC WORKS LOAN BOARD

National Investment and Loans Office Teloghore
Royex House Aldermanbury Square London EC2V 7LR 01-606 732

CIRCULAR NO, 89

Te the Chief Financial Officer
of local authorities in 15 February 1990
Ergland, Wales and Scotiand

QUOTA ARRANGEMENTSFOR 1990-91

As foreshadowed in their Circular No. 86 issued on 8 February 1939, Qeilgp&g&works Loan
Commissioners have reviewed the queta arrangements for the finahcial year-1990-91 anc
have decided that the following changes will be made R

e

The gquota entitiement for each autherity wiil be:
75 per cent of its ret recxonable capital payments made during 1990-9i; plus

& per cent of its net reckonable debt”incurred for capital purposes, belng the total
amount outstanding less the total sum held in financial investments on:3F March 1990.
There will be no finimum qUota entitlément. ™FRE nofmai arrangements by*Whichifoat
may be made under the non-quota A and non-quote B facilities will continue to Operate.

;}mt fcofm. the date of e circular, tre Cdinmiss!.oners % ok
er of course, to make loans availavle In addjtior 1 and”

* % v
O }s’he J

4. In order to limit the leve! of borrowing ing ¢

the Commissioners have ath’“ : ; 1 14,

this circular to 31 March 1990, {0 not more than one-tenth of each auth

year. ' 43 * }Wﬂp W
i A8 &

The limits on carry-over of 1989-9C quotas into 1390-9

the Board's Circular No. 87, issued on 28*March"1989.

lower limit for carry-over from 1930-91 into 199:-92.

.f;'ﬂ', e ; .
gain as stated Jn section 3 o
¢ Commissioners intss

IR e e it
The Commissioners wi ¢ prepared to conslder particular instances qfi exceptiona.
dilficulty or hardship arising from the foregoing changes and to make speclal provision if
they deem it appropriate. In exerclsing this discretion the Commissloners will, IS
necessary, take inté accourt any differences in the capital expenditure control arrange-
ments and budgetary timerable of Scottish authorities_and those in Engla d and “Wales

The new arrangements will be kept under review during the year,
A circular glving full details of the arrangements for lending to local authorities from

Apri! 1990 wili be issued in March. Enquiries relating to this circular may be made t
01-606 7321, extensions 23, 4 or 3L, AR

| H Peattie
Secretary .

T e
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Christopher Patten MP

Secretary of State for the Environment

Department of the Environment

2 Marsham Street

London ,

SW1P 3EB ‘4~ February 1990

o) o A

LOCAL AUTHORITY CURRENT: ARRANGEMENTS FOR HANDLING THE 1990 SURVEY

When John Major and Nicholas Ridley decided on the handling of
local authority current issues in last year's public expenditure
Survey, they agreed to review the arrangements, in the 1light of
experience, before the 1990 Survey. In particular, they agreed to
review whether to continue with decisions and an announcement in
July of the main elements of the settlement for local authority
current expenditure: figures for Aggregate Exchequer Finance
(AEF), Total Standard Spending (TSS) and the Community Charge for
Standard Spending (CCSS). Officials have now discussed the
various issues, and I am writing to set out, in the light of their
discussion, how I think it will be best to carry out this aspect
of the 1990 Survey.

2. All of us involved in decisions on local authority
expenditure and finance will, I think, agree that the issues
raised are both technically complex and politically sensitive. We
need to ensure that the arrangements for the Survey enable those
decisions to be taken on as sound a basis as possible.
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3. It is useful to consider our experience of last year's
timetable. It was, and will be, no easy matter to take decisions
on these matters in July. But at least we know that last year's
timetable works from the practical point of view. It means that
consultation on the settlement can start as soon as possible after
we have final figures for distributable amount of National Non
Domestic Rates. And the service breakdown of TSS and any changes
to the Standard Spending Assessments, can be finalised within a
firm figqure for the total.
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4. Your officials, and those from other departments, have
wondered whether an announcement in July might make it impossible
for us to take full account of information relevant to the
settlement, which emerges slightly later in the year. Clearly, we
need to take our decisions in the light of the best possible
information about all the relevant circumstances - including the
prospects for the economy and public expenditure generally, as
well as local authorities' costs. I have therefore carefully
reconsidered the extent to which it is possible to ensure that
decisions taken in July are taken on the basis of sound

information.

5. As a starting point, I that think it would be possible and
helpful for officials to work out a more systematic way of
bringing together the implications of the numbers under
discussion, well before discussions begin. This may be an area
where you would like your officials to take the lead, but mine
will be happy to give whatever help they can. Departments have
for example suggested that more attention should be paid to the
likely service breakdown of TSS at an earlier stage; perhaps
officials could again consider how exemplifications of this could
be incorporated into the material provided for E(LG).

6. I know that colleagues are particularly concerned that, if
decisions are taken in July, proper account should be taken of the
outlook for pay settlements which affect local authority groups.
The increase in police pay is linked to the underlying increase in
average earnings over the year to May, which is published in mid-

July, and can be predicted fairly accurately at an earlier stage.
The other element of local authorities' costs for which central
government has some responsibility is teachers' pay, on which we
shall need to look to John MacGregor for guidance (though I
understand that it is unlikely that negotiations will have been
concluded by October 1990). There is of course a good chance that
decisions about expenditure in July will precede the outcome of
local authorities' own pay negotiations. But in that case, I can
only say that I think it is important for our announcement to
seek to influence those decisions, rather than for us to come
under pressure to validate what may be excessive increases later

in the year.

All Decisi $5 550

y So much for the disadvantages which officials have suggested
may accompany a July decision. I should like now to consider a
little more closely what would be involved in practice in
postponing all decisions to the Autumn. I understand that, to
meet the timetable for finalising the local authority settlement,
you need to begin consultation no later than this year's date of
6 November, and that an earlier start would be helpful. I
understand also that your officials need two weeks or so after
final decisions have been taken, to check the numbers and prepare
the exemplifications. The timetable will be even tighter for
Malcolm Rifkind, since budgets in Scotland have to be set by the

end of January.
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8. This is a tall order. To meet your timetable, we should
have to fit in at least two, and possibly three, meetings of E(LG)
between the end of the holiday season and, realistically, the
Party Conference. And we should either have to decide the service
breakdown at the same time, which would make for an even more
complex set of decisions, or finalise it very quickly afterwards.
In addition the timing of the announcement of decisions on local
authority current would be difficult. The announcement of the
outcome should come in the Autumn Statement - the Chancellor and I
would see grave difficulties, not least in terms of market
management, if you and colleagues were tO announce programmes
totalling almost one-sixth of the Planning Total shortly before
the Autumn Statement. We certainly could not guarantee that the
Autumn Statement would be before your deadline of 6 November -
that was not possible last year, for example.

Assessment

9, All this suggests to me that there is a strong case for
retaining a July announcement. I understand that officials
considered another possibility, of doing most of the work in July,
with a final decision delayed until September. But I do not find
this half-way house attractive or indeed practical. It has the
disadvantage of requiring an announcement in the middle of the
Survey. The announcement would also fall during the recess -
though it is obviously for you to judge whether this would be
acceptable to colleagues in the House. Moreover, I suspect it
would prove unrealistic to expect to reach useful decisions in

July, given the other pressures at that time, if we knew that they
could be looked at again in September.

10. I come back to the starting point of this letter. Decisions
about support for local authorities are inevitably complicated and
difficult. With the best will in the world, I doubt that, against
the background of all the other decisions which have to be taken
in the Survey, we can realistically hope to determine the
settlement, from start to finish, in the few weeks between the end
of the summer holiday and the start of November. Given the other
advantages of announcing the main aggregates in July, and provided
that we can take the steps I have proposed to ensure that we have
the best available information at that stage, I hope that you and
colleagues will be content for us to continue to plan for a July
announcement of the main aggregates.

11. I should be grateful for an early response, if possible, so
that we can incorporate our decisions in the wider Survey
guidelines.

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

NORMAN LAMONT
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Copy to The Rt Hon Margaret Thatcher MP
Prime Minister
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14 February 1990

The Rt Hon John Major MP
Chancellor of the Exchequer
HM Treasury

Parliament Street

London

SW1G 3AG
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PWLB QUOTAS FOR 1990-91 ‘
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In your letter qf/ﬁ/Febiuafy to the Secretary of State for the
Environment, you asked copy recipients to let you know whether
they are content with what you propose. The Bank entirely
supports your initiative. We think that it will be helpful in

alleviating the problems that have recently arisen for money

market management, particularly if above-quota 1eﬁding, even at

penal rates, is withheld (other than in exceptional circumstances)
from local authorities which have large amounts of both deposits

and outstanding borrowings from the PWLB.

I am copying this letter to the Prime Minister,
Christopher Patten, Malcolm Rifkind and Peter Walker.
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PRIME MINISTER

MONEY MARKET MANAGEMENT: PWLB QUOTAS AND RATES

You will wish to be aware of some Treasury proposals for

amending the terms of PWLB lending to local authorities. This

arises because local authorities have been cau51ng great

difficulties for money " market management by borrow1ng long term
e ——

R —

f¥om the PWLB at the very fine rates avallable and then

bulldlng up shorft-term dep051ts

— T e— e ————————————————————

The Treasury letter setting out their proposals at Flag A is

very difficult to follow, and you may prefer just to rely on

thie attached one page summary describing both the problem and
the proposals

The package is supported by the Governor (Flag B), but a number
)‘of caveats have been raised by Chris Patten (Flag C), Malcolm
Rifkind (Flag D) and Peter Walker (Flag E). Chris Patten's

letter at Flag C is the most 51gn1f1cant drawing attention to

JR——

the presentational problems in appearing to put an extra

burden on local authorities - by effectively raising their

borrow1ng costs - just when community charge levels are being

—

set. But I gather that the Treasury consider that they can

—ny

satlsfactorlly meet Chrls Patten s p01nts in the draftlng of

the proposed statement ) / ’Ltj ca»J* horron Jo t‘ﬁM% u#*v T -
z 2N Spandd b tenidy
Content to note the Chancellor's proposals and agree to him

proceeding subject to sorting out with colleagues the detailed

points they have raised? <
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MONEY MARKET MANAGEMENT: PWLB QUOTAS AND RATES

The Problem

The Bank controls lnterest rates by keeping the money market short
of funds. IL: 1s becomlng increasingly difficult to malntaln
shortages because local authorities are borrowing long from the

PWLB at very fine rates and building up substantial short-term

deposits at much higher interest rates, a profitable but risky

Em——— - ——

exercise.

~ ————

The Proposal

The right solution would be to requlre local authorltles to use
deposits to repay their debt. But the Treasury was unable to get

| e

the necessary clauses into the Local Government and Hou51ng Bill

e ——— e e S,

]
last summer. e

-

Instead, the Treasury is now proposing:

tightening up PWLB "quotas" (the limits that apply to each
local authorities' access to PWLB funds at fine rates) and
ensuring quotas take into account the level of a local

authority's deposits; 1 . i

P

bringing PWLB lending rates for quota borrowing closer to

(but still ﬁewa) market rates when circumstances permit;

asking the PWLB to stop lending above quotas except at penal

rates or where a local adgﬁeglty might experlence diffieuwlty.

e

The Effect

These measures will not halt local authority financial
intermediation. But they should cut the level of local authority
borrowing from central Government and thus significantly ease the

money market situation.
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PWLB QUOTAS FOR 1990/91
You copied to me your letter of 8 FeS?hary to Chris Patten.

Clearly there will be a cost to local government. I note
your view that it will be minimal for the coming year, but I
would like to leave open the possibility of examining it in
future LA revenue settlements if it becomes significant.

So far as the effect on individual authorities goes, it is
likely that your proposals would leave all Welsh counties bar
one with a quota below their credit approvals for 1990/91.

I would therefore hope that a comparison between quota and
credit approval could be one of the criteria for determining
eligibility for the special treatment you promise in cases
of hardship.

Finally, I note your legal advice that any change will have
to be made by the end of the financial year. Of course
authorities set their budgets rather sooner than that -

1 March is the first statutory deadline but some will
already have reached their decisions. I assume your legal
advice has assured you that it is not already too late to
make changes.

Subject to these caveats, I am content with your proposed
course of action.

I am copying this letter to the Prime Minister, Malcolm
Rifkind, Chris Patten and the Governor.

Approvad by the
Secretary of State and
signed in his absence

The Rt Hon John Major MP
Chancellor of the Exchequer
Treasury Chambers
Parliament Street

LONDON SW1P 3AG
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Rt Hon John Major MP
Chancellor of the Exchequer
Treasury Chambers
Parliament Street

LONDON

SW1P 3EB
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PWLB QUOTAS FOR 1990-91 (W17 [
Thank you for the copy of your letter of»%’Fébruary to Chris Patten

about the circular you intend writing to PWLB Commissioners to issue on
Thursday (15 February).

While 1 have no reason to question the aims which the revised quota
arrangements are intended to meet, the timing of their announcement does
concern me. Scottish local authorities had to determine their community
charges by 29 January and have therefore already taken their key
budgetary decisions for the coming financial year. There is a risk,
therefore, that either or both of the decisions to restrict access to quotas
over the balance of this year and to reduce quotas for the coming year
may affect particular authorities adversely and in ways in which they had
not planned for. I can put it no more strongly than this since we have
not been able in the limited time available to explore these questions and
I doubt, even if we had been given more time, whether we could have
reached a firmer view without consulting local authorities themselves
which clearly would not be possible in the circumstances.

Added to this concern there is I believe a presentational point I have to
bear in mind and this is that, notwithstanding the case for bringing
PWLB quota interest rates closer to market rates over time, the need for
precipitate action arises from the accumulation by certain English local
authorities of large deposits from unused capital receipts. In Scotland
our rules, which prohibit local authorities from carrying out more than
10 per cent of the value of capital receipts generated in a particular
year, have prevented deposits which might be held into the medium to
longer term building up from receipts.

CONFIDENTIAL
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The difference in the budgetary cycle in Scotland may -therefore cause
particular transitional difficulties herewand in a. situation in which the
need for urgent action was not attributable to financial management by
Scottish local authorities. Clearly the risk of the Government being held
to have acted unreasonably in this regard would be reduced if the
Commissioners were able to take account of the Scottish budgetary cycle
in using their discretion in relation to the restriction on the use of
quotas this year as well as the effect of the reduced quotas next year.
I do not know what guidance is given to the Commissioners on the use of
discretion but I do not think that in practice its use in circumstances of
"exceptional difficulty or hardship" would be sufficient to meet my
concern. This is simply that particular Scottish local authorities may be
drawn into deficit next year because they were unable to allow for the
offects of the new arrangements on their budgets when setting community
charges for the coming financial year. The description of the use of
discretion given in paragraph 6 of the draft circular appears to me to be
too restrictive to cover circumstances in which authorities have already
taken decisions for the coming financial. I should therefore like you to
consider adding at the end of paragraph 6 of the proposed circular the
following: -

"In exercising this discretion in respect of Scottish authorities the
Commissioners will take into account the differences in the Scottish
capital expenditure control arrangements and budgetary timetable."

Without such an addition I think we could face enormous difficulties in the
event of judicial review.

On a minor point of definition, it is not clear what definition of "deposits"
will be used in calculating the new quotas. If there was a possibility of
distinguishing between deposits which were essentially held as working
capital for the short term and deposits which consisted of medium to long
term investment when setting quotas, I would be slightly less concerned
about the extent to which the arrangements might bite next year in
Scotland. However 1 recognise the difficulties of providing a suitable
definition and therefore possibly the need to rely also on the
Commissioners' judgement in deciding whether deposits, or a part of
them, might be used to reduce borrowing for capital purposes.

I am copying this letter to Chris Patten, the Prime Minister, Peter Walker
and to the Governor of the Bank of England.

MALCOLM RIFKIND

CONFIDENTIAL
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the Exchequer

The Rt Hon Joh
Chancellor of
HM ‘Treasury
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Thank you for your letter quﬁ”ﬁggfuary about Public Works Loans
Board Quotas for 1990-91.

I can understand your general approach. I agree that we should
address this problem at source rather than seek to prescribe how
local authorities should use their deposits. But I have three
concerns.

First, there are serious presentational problems. Your proposals
represent unavoidable additional burdens on local government just at
the season when community charges are being set and when our
opponents are seeking excuses to put the blame for the level of
charges on our shoulders. As deposits are run down, local
authorities will lose the benefit of the "turn" between the interest
receivable on their deposits and the interest payable on PWLB loans.
And when PWLB quota rates are adjusted more into line with market
rates, authorities will have to pay the higher rates on new loans.
Whilst you are right to say that local authorities have no
expectation of any particular level of interest rates, they have had
the expectation that PWLB rates would be somewhat finer than market
rates, whatever these turned out to be.

The effects of your proposals would be small in 1990-91. For
1991-92 and later years they would be noticeable. I seek your
confirmation that costs will be fully allowed for when we set Total
Standard Spending (TSS) and Aggregate External Finance for 1991-92
and we should state this explicitly when the changes are announced.

Secondly, the proposals could have serious consequences for
individual authorities with an abnormal amount of debt maturing in
1990-91. I understand that it is your intention that the
Commissioners would be able to use their discretion to lend at quota
rates in excess of quotas to assist such authorities. I believe
that it would be right to make this explicit. I suggest adding




"They will, however, consider applications from local
authorities with an abnormally high level of debt due to mature
in the financial year."

after the first sentence of paragraph 3 of the draft circular. The
word "also" should then be added after "The Commissioners will" in
paragraph 6.

Thirdly, your proposals would work harshly in the case of
-authorities which, for whatever reason, have an abnormally high
level of revenue balances or usable capital receipts at the
beginning of 1990-91. These will in general be the authorities who
have resisted the temptation to spend as much as possible of their
receipts this year. This disadvantage of your proposals could
readily be removed by redefining for local authorities in England
and Wales the second element of the quota entitlement as:-

"4 percent of its credit ceiling on 1 April 1990"

In the new capital finance system, the credit ceiling is the measure
of an authority’s credit liabilities which have not been provided
for and is independent of revenue balances and usable receipts
(though it incorporates the receipts set aside for debt redemption
at the start of the new system).

I am sending copies of this letter to the Prime Minister, Peter
Walker, Malcolm Rifkind, and the Governor of the Bank of England.
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MR MILLS

PWLB QUOTAS FOR 1990/91

Thank you for your note of today's date. I must say I have
serious doubts about putting your ideas to the Prime Minister.

At this morning's meeting, having flirted with the idea of limits
on local authorities' expenditure, the Prime Minister was coming
back to the view that Community Charge capping was the right
approach. To suggest that capping should now be linked to the
RPI is surely far too draconian to be contemplated. It cannot be
justified by analogy with the NNDR; the two cases are quite
different given the uniform nature of the new business rating
system. Your idea would drive a coach and horses through the

concept of accountability.

Equally, I do not see how Ministers could contemplate saying that
the Community Charge could only be used for revenue purposes. We
have only just put in place a whole new capital régime for local
authorities, and this too would be effectively torn up.

So, unless you have any evidence that DoE Ministers themselves
are contemplating ideas of this sort, I really do not think it is

right to be floating your radical suggestions at this stage.

As to the handling of the PWLB quotas correspondence, I have been
waiting to see a response from the DoE before alerting the Prime
Minister. But I am told that should be available tomorrow.

e .

PAUL GRAY
13 February 1990

A:\ECONOMIC\PWLB.DAS
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13 February 1990

PWLB QUOTAS FOR 1990/91

The Chancellor's letter of 8 February to Chris Patten.

The essence of the problem which the Chancellor wishes to tackle
is that 1local authorities are financing capital expenditure
through cheap borrowing from the PWLB, rather than from their
substantial holdings of receipts which they are 1lending on
the money markets for better returns, or from the money markets
themselves. The size of the flows is such that it is impacting

upon the Bank's control of short-term interest rates.

The Treasury's aim is to reduce money market distortions, not
to cut local authority borrowing. But a secondary, important
objective, 1is to wean authorities away from borrowing at
preferential interest rates. PWLB rates are typically %% below

market rates. Thus total borrowing may be reduced.

Using the PWLB had its value when authorities had few capital
receipts of their own. It was a way of passing on to them
the benefits of the Government's being able to borrow relatively
cheaply. But now that authorities generally have high capital
receipts of their own, PWLB loans are little more than a
disguised subsidy from the taxpayer. Authorities in fact now

have some £11 billion on deposit, four times the 1985 figure.

The Impact of the Change on Local Authorities

This will be marginal in 1990/91. But in 1991/2, as a result
of tighter PWLB quotas in 90/91, a broad estimate is that £2-
3 billion of 1local authority borrowing will be switched from

the PWLB to the markets. This will carry a relatively higher

CONFIDENTIAL
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interest burden. In addition, reducing the differential between
PWLB and market interest rates will lead to a relative increase

in the costs of PWLB borrowing.
There is thus 1likely to be some impact upon 1991/2 Community
Charge levels. DOE have tentatively estimated that 1991/2

average charges could be some £14-16 higher than otherwise.

Policy Implications

The possible impact on 1991 average community charge needs
to be taken very seriously. It is not, in my view, an argument
for not supporting the Chancellor. But, especially in the
light of the Prime Minister's meeting today, it does beg the
question whether action needs to be taken to control local

authorities' financing of capital from revenue.

The new arrangements for local authority finance do not tackle
this directly, but rely on the inherent discipline of the
Community Charge. The evidence from Hampshire, for example,
described today by Chris Patten, is not however very encouraging
that this will work. It would be particularly unfortunate
if, next year, a number of authorities continued to seek to
raise capital through the Community Charge and were able to
claim justification, in whole or part, by reference to the

policy changes now proposed by the Chancellor.

Even apart from the current proposal, the situation described

this morning was serious enough to warrant consideration being

given now to possible ways of ensuring that community charge

can only be used for revenue purposes except (perhaps) where
a specific local electoral mandate to the contrary had been
obtained. It may even be that such controls would need to
go hand in hand with more direct restrictions on maximum charge
levels, for example by limiting future increases to the rate
of inflation, as with NNDR, though one recognises that this

could create difficult problems of accountability.

CONFIDENTIAL
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CONCLUSION AND RECOMMENDATIONS

I understand that other colleagues are 1likely to support the
Chancellor's proposal: it has been extensively discussed at
official level. It is clearly a necessary step in terms of
economic management. But it does run the risk of fuelling
the tendency which has already emerged from local authorities
to seek to use the community charge for capital as well as
revenue purposes. This carries considerable dangers for charge

levels in 1991 and beyond.

I therefore recommend that in endorsing the Chancellor's
proposal, the Prime Minister asks for work to be put in hand
on the possibility of averting this, for example through new
rules which would 1limit the use of community charge moneys
for revenue purposes. This work might also include the
feasibility of 1limiting future increases in Community Charge

to the rate of inflation, as with NNDR.

S S

JOHN MILLS
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3







X
flases s

&/ T 2 MARSHAM STREET
LONDON SWIP 3EB

01-276 3000

0o

e wide
My ref
g%/ Your ref
The Rt Hon John MacGregor OBE Mp <o
Secretary of State
Department of Education and Science '1(1_
Elizabeth House
York Road
LONDON
SE1 7PH /2 February 1990

1991/92 LOCAL AUTHORITY GRANT SETTLEMENT

My officials will shortly be opening discussions with the local
authority associations on two aspects of the 1991/92 Grant
Settlement. These concern work to identify factors affecting
expenditure next year, and on the methodology for Standard Spending
Assessments. Norman Lamont will be making proposals about handling
the local government settlement in the Survey, but we can deal with
these issues separately.

pressures for new spending and on the
scope for savings, but did not commit officials to seek agreement
with the associations. I understand that this approach proved
largely successful, in that although the associations naturally
produced figures which were higher than we were prepared to
contemplate, we were not generally faced with the accusations which
had been made in previous years that departmental officials were
party to these estimates.

I therefore propose that we should adopt the same form of remit for
this year’s discussions. Aan updated version is attached. I think
it would be helpful if officials could again probe and test any

assertions put forward by the local authority side, and could make
sure that the scope for savings is properly examined. They should
also make sure that where the Government has a firm view as to the




amount a new policy should cost that this is made clear. But beyond
that officials should I think avoid committing the Government to
accepting any particular figures for next year’s expenditure as
being reasonable or necessary, as this could make it much more
difficult for us to present the settlement.

Secondly, we shall shortly begin discussions of any changes which
may be necessary to the methodology for Standard Spending
Assessments. It was our hope that having achieved a new
distribution methodology we could avoid unnecessary changes from
year to year. I did, however, promise in the House when the
settlement was debated that we would be prepared to look at any new
evidence with a view to incorporating changes in 1991/92 or later
years. We had also previously agreed to discuss with the
associations the need to commission any longer term research or data
collection which might be desirable to improve SSAs in future. My
officials have invited the associations to put forward any new
evidence which may point to the need to re-examine particular areas.

I am sending copies of this letter to the Prime Minister, other
members of E(LG), and Sir Robin Butler.

CHRIS PATTEN




REMIT FOR DISCUSSIONS ON LOCAL AUTHORITIES' EXPENDITURE

1. As part of the Revenue Support Grant Settlement, the Government will need
to decide on a figure representing what it would be appropriate for authori-
ties to spend in order to provide a standard level of service, both at the
aggregate level and for each of the main services covered by a separate
component of the Standing Spending Assessments. In order to inform this
decision, the Government invites the local authority associations to exchange
information and provide views on the following issues

(1) latest estimates of likely service expenditure outturn in the
" period before the first Survey year, 1988-9, 1989-90 and

1990/91;

(2) for 1991-92 the scope for increased efficiency in existing
services, particularly through the extension of best practice
and in other areas where scope for improvement has been
identified by the Audit Commission;

for 1991-92 the scope for other savings, including re-ordering
of priorities and increasing revenue income; and

for 1991-92 the identification of new demands on local
authorities, arising from new responsibilities, as demographic
change, and assessment of the costs of meeting such demands
with maximum efficiency.

The discussions should assume where necessary the Government's projection of
inflation.

2. The discussions should take place in specialist groups covering Education,
Personal Social Services, Transport, Home Office Services and Other Services.

The views expressed in these specialist or sub groups will be presented to the
Settlement Working Group which will in turn present them in a report to CCLGF.

FLG/DOE
Febuary 1990
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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

8 February 1990

Rt Hon Christopher Patten MP
Secretary of State for the
Environment

Department of the Environment
2 Marsham Street

LONDON

SW1P 3EB
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PWLB QUOTAS FOR 1990-91

As you may be aware, I have become increasingly concerned about
the level of 1local authority investments. These, coupled with
high levels of—~55}rowing from the PWLB, are now causing
unacceptable diffiCulty "~ for our management of the money market.
This poses a threat to the Bank of England’'s control of short term
interest rates - which we simply could not allow to happen. It is
clear that, if present trends continue, we are going to have to
start adopting increasingly difficult and expensive measures to
offset thé effect of local authorities' position in the market. I
have, therefore, come to the conclusion that we must take more
direct and immediate action.

I am aware that there are arguments that the problem will resolve
itself if we wait long enough, that the level of deposits will
fall as the new capital finance constraints start to bite and the
level of capital receipts starts to dry up. But we cannot be
certain that that will happen or how long it will take, and I am
afraid I am simply not prepared to take the risk. My legal advice
is that if we are to act, we should do so before the start of the
coming financial ear, and that if we do not, a decision to act
during the course o¥ the year may be difficult to defend if it
were to be challenged in judicial " Teéviéw proceedings.

P e —
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The most obvious solution would be to require local authorities to
use their deposits to repay debt. Nigel Lawson and I considered
N -5
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that with your predecessor in the Summer and were eventually
persuaded (very reluctantly) not to press it. We do not,
therefore, have the necessary powers to tackle the problem in the
most direct way. We may need to return to that route at some
stage, but in the meantime our officials have been considering a
range of alternative solutions. The most straightforward one
appears to be to use the PWLB quota system to cut the level of
borrowing from the public sed?EE_’S%WEE_EBﬁEy cannot be borrowed
to invest, and there 1is no suggestion that that is Wwhat
authorities in general are doing But it is the combined effects
of the hlgh level

we must address the lattér.

At present, the PWLB quota system, though still in place, does not
bite. Quotas are set each year at the higher of £10 million or
75 per cent of net reckonable capital expenditure plus 10 per cent
of capital debt outstanding at the start of the financial vyear.

But for a number of years, we have encouraged the PWLB to make
addltlonal 1 loans readily available and kept the rates at extremely
competitive levels, because ‘conditions were such that it helped
our management of the markets to have local authorities' borrowing
effectively channelled through the central Government accounts.
That is no longer the position. Indeed the reverse is now true,
and it 1is not sensible to compound our problems by allowing the
PWLB to lend without limit, or to keep undercutting the market by
such a w1de margin.

Sub]ect to any comments you have, therefore, I propose to invite
the PWLB Commissioners to set the quotas for 1990-91 at 75 per
cent of net reckonable expenditure plus 4 per cent of capita ebt
less deposits at the start of the financial year, to abolish the
£10 million quota; and not to lend above quota except at penal
rates or where it would otherwise cause authorities unreasdnable
difficulty, for example, where the authority has an exceptional
pattern of debt redemption and where an authority does not have
deposits which it could use instead.

Our officials have 1looked at the possible effect on individual
authorities, so far as that can be judged with the information
available. The impact will inevitably be fairly arbitrary; it
will hit some authorities harder than others. But the authorities
affected will be able to get the balance of their requirements on
the market, albeit at a slightly higher cost. The extra cost will
be unwelcome, but will only relate to the balance of their
requirements, and I see no alternative. The PWLB Commissioners
will be able to use their discretion to ease any particular
difficulties. They will also continue to act as lender of last
resort, and so no authority will be unable to raise the money it
needs, one way or another.

The full impact of the proposals is difficult to assess
accurately. If we had applied them in 1989-90, they would have




reduced maximum entitlement by a nominal £7.6 billion. But there
is so much slack in the system at present, that actual borrowing
would have been cut by far less, perhaps £2 to 3 billion. That
has to be 1looked at against the fact that authorities currently
hold investments of about £10.9 billion, about four times the
level in 1985.

I attach a draft of the proposed PWLB circular telling local
authorities of the change. As you will see, it includes measures
to contain the level of borrowing in the 1Q§§_ﬁgﬂ_ﬁee§§f%f the
year to prevent forestalling. This is perhaps the most ifficult
part of the package but I see no alternative, and I would be

content for the Commissioners to use their discretion fairly
generously on this point to avoid undue problems. L T

We will keep the impact of these proposals under review throughout
the year, and we can ease them off very readily at any stage if
circumstances permit. On the other hand, I think we must warn
the authorities that if the problems persist or get worse, we may
have to take further action during the course of the year.

Finally, I also propose to bring the PWLB rates up closer to, but
still below, market rates when circumstances permit. The rates
are currently set at the absolute minimum possible consistent with
the constraints of the 1968 National Loans Act to attract as much
of local authorities' borrowing as possible to the PWLB. That is
no longer desirable, and I therefore propose to bring the rates
closer to market levels, by holding them steady when interest
rates generally start té fall. Authorities can have no legitimate
expectation that interest Tates will fall at any particular time
in the year; if we warn them in advance, they can have no
legitimate basis for complaining if the PWLB rates take longer
than others to fall, and no basis for argulng that we have imposed

an unexpected coSt ¥ —— o ol

Authorltles are already aware that we are concerned about the
level of their deposits and have a good idea that we are
considering taking action of some sort. But we need to tell them
quickly what we propose. The PWLB usually give authorities an
indication of the quotas for the year ahead in February, followed
by a further detailed circular at the end of March. Unless you
have any over-riding objections, therefore I will invite the PWLB
Commissioners to issue a circular on the 1lines of the attached
next Thursday afternoon (the 15th).
—_— e — e

The Commissioners have their next meeting on Wednesday and I
understand there is a meeting of the Capital Programme Working
Party with the local authorities on Thursday. Given the nature of
the changes, I think it would also be appropriate to announce them
to the House, by way of a written PQ, for answer after Prime
Minister's quéstions on Thursday. ~That Written Answer would also
include the inter®st raté Thange outlined above. (The interest

L it —i
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rates are set by the Treasury not the PWLB Commissioners). My
officials would clear the text with yours.

Could you and copy recipients please let me know that you are
content by next Thursday morning at the latest. I would be happy
to discuss, if you wish. I am copying this letter to the Prime
Minister, Malcolm Rifkind, Peter Walker, and the Governor.

Jours Simeecels .
/avJKCM G/l&J
f.r.JOHN MAJOR

[Approved by the Chancellor
and signed on his behalf]
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DRAFT PWLB CIRCULAR TO LOCAL AUTHORITIES

QUOTA ARRANGEMENTS FOR 1990-91

1. As foreshadowed in the Board's Circular No. 86 issued on
8 February 1989, the Commissioners have reviewed the quota
arrangements for the financial year 1990-91 and have decided that
the following changes will be made.

The quota entitlement for each authority will be:

75 per cent of its net reckonable capital payments made
during 1990-91; plus

4 per cent of its net reckonable debt incurred for capital
purposes, being the total amount outstanding less the total
of sums held on deposit on 31 March 1990.

There will be no minimum quota entitlement.

3 The Commissioners will no longer be prepared, as a matter of
course, to make loans available in addition to the quota and at
quota rates. The normal arrangements by which loans may be made
under the non-quota A and non-quota B facilities will continue to

operate.

4. In order to limit the level of borrowing in the remainder of
this financial year, the Commissioners have decided to restrict
advances from the date of this circular to 31 March 1990, to not

more than one-tenth of each authority's quota for the year.

5. The limits on carry-over of 1989-90 quotas into 1990-91 will
remain as stated in section 5 of the Board's Circular No. 87,
issued on 28 March 1989. The Commissioners intent to set a lower
limit for carry-over from 1990-91 into 1991-92.

6. The Commissioners will be prepared to consider particular

instances of exceptional difficulty or hardship arising from the
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foregoing changes and to make special provision if they deem it

appropriate.

1. The new arrangements will be kept under review during the

year.

8. A circular giving full details of the arrangements for
lending to local authorities from 1 April 1990 will be issued in

March. Enquiries relating to this circular may be made to ......
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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

21 December 1989

The Rt Hon Robin Leigh-Pemberton
Governor

The Bank of England

Threadneedle Street

LONDON

EC2R 8AH

ave
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When we met on-the 7 December we talked briefly about your letter
of 28 November about local authority swaps. You will since have
seen Paul Gray's letter recording the Prime Minister's views with
which I wholly agree.

I cannot see that it would be sensible for the Bank to get
involved in administering the outstanding contracts, far less
contributing towards the costs. This is not a mess of the
Covernment's making, far less the Bank of England's, and the
losses, though highly unwelcome to the individual banks, cannot
possibly be said to represent a systemic risk to the banking
system. We have worked hard to get the banking system to
understand that they cannot, and must not rely on the Bank of
England to bail them out if they get into difficulties; and we
have also tried to get the markets to understand that we do not
stand behind the 1local authorities. I cannot see how we could

reconcile either of those with your stepping in now.

As I indicated to you, I have less difficulty with your suggestion
of a review of existing legislation to see whether anything needs
to be done to achieve greater certainty in future for banks
dealing with counterparties not covered by Section 35 of the
Companies Act or by the Local Government Act, where clarification
is now being provided by the courts. As I told you, I doubt if
there is major problem - or indeed, any at all of




substance - beyond the 1local authorities. And I am not yet
convinced that the solution is necessarily a comprehensive "safe
harbour" provision. In some cases it may be better simply to
confirm that the body has no need to, and cannot enter into swaps.
But I am content for my officials to go through this with yours.
My officials will be in touch with yours to discuss, but strictly
on a basis of "no commitment". I would not wish these discussions
to be made public at this stage, since it may only stimulate
wholly unjustified expectations.

Copies of this letter go to the Prime Minister and Chris Patten.

A
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Treasury Chambers, Parliament Street, SWIP 3AG "‘7/(("

The Rt Hon Christopher Patten MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

SW1P 3EB

] /C December 1989
a/\/ C[V(/i

LOCAL GOVERNMENT FINANCE

Thank you for copying to me your minute of 18 December ~to the
Prime Minister. It is encouraging to have confirmation that local
authorities are making good progress in their preparations for the
introduction of the community charge. I am sure the decision to
front load grant payments next year will help to ease any cash
flow problems for them, if there are still residual difficulties
in sending out community charge demand notices.

2. I have read the report of the consultation procedures on the
grant settlement for England next year. I appreciate that it is
difficult to gauge the overall response. I thought it might be
helpful therefore to let you have my own views.

3. We need of course to bear in mind that there is always quite
strong disquiet about the RSG settlement at this time of year. It
is customary for local councils' first draft budgets (or bid
figures) to involve substantial increases in proposed expenditure.
Councils then draw the 'horrendous" community charge/rating
implications of such budgets to the attention of their local MP
and encourage him to lobby for improved treatment. Inevitably
there is bound to be more activity this year when the system is
changing. It is only when those representations are rejected that
local councils reconsider whether the budget might be cut back and
the revised plans financed in a different way - for example by
more use of revenue balances. As you have said, we need to
reinforce and encourage that process this year.

4. The high CC figures of £340-£350 which you mention need to be
seen in this light. They are of course well above the published
£278 for the CCSS - but that was, in turn, well below our central
view of likely actual CCs. It is of course that realistic
estimate of CCs which has already been taken into account in the
RPI forecast in the Autumn Statement. Most of the increase would
have occurred anyway, even without the CC, as a result of
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increases in rates. So there is no question of the very high
figures quoted in your minute adding a further 1 per cent to the
RPI forecast we have already published.

5. Secondly in 1990-91 there is a massive number of complex
interacting changes to local authority current finance being
introduced. It would be quite extraordinary if a relatively large
number of local authorities did not lose from the redistribution
of grant resources (which inevitably results from the decisions to
make changes in the assessment of relative needs underlying the
Standard Spending Assessments) and if these losers were not
vociferous in their concern. Indeed it 1is the shift in the

rather than the introduction of the community charge per se, which
has generated much of the concern. The vast bulk of local
councils will have hoped to see some long-held grievance or other
about their needs assessment redressed in the new SSA and a grant
distribution more to their liking introduced. Within this zero
sum game, inevitably there has to be disappointment as well as
satisfaction.

6. In the 1light of this, there is bound to be a considerable
degree of disquiet this year - just as we saw at the last major
change in the local government finance in 1986-87. (I think there
were at least a dozen or so backbenchers who failed to support the
RSG settlement then.) So we must be prepared for a similar degree
of dissension with this settlement; and I very much welcome and
support the efforts you and David Hunt are making to keep that

number as low as possible.

7. Finally, you are right to emphasise that the causes of
concern about the grant settlement are very diverse. They are by
no means capable of resolution by belated tinkering with our
existing grant proposals - even if, within the tight RSG
timetable, there were time for substantive changes to our plans.
Any attempt to tinker further with the settlement at this stage
would in my view be counter-productive, since it would very
seriously damage the credibility of the whole community charge
policy. We recognised this danger in October, when we decided to
introduce transitional relief and to fund the safety net from
April 1991. As you will recall, that is why we agreed then that
package must be the final one, as you have emphasised. We should
therefore respond to the threats of spending increases of the
order of 10%-20% quoted in your minute by applying the full rigour
of the new policy - including our policy on community charge

capping.

8. I therefore strongly support your view that the task must be
to stand our ground and rally the waverers.

9. I am copying this letter to the Prime Minister, Geoffrey
Howe, Ken Baker, John Major and Tim Renton.

et

/(/p\,J
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STATEMENT ON LOCAL GOVERNMENT FINANCE IN WALES

O a cheot
Further to my lett earlier today, I now attach a final
text of my Secretary of State's statement. This contains 2
minor amendments to the earlier version, in paras 7 and 10.

Copies go to Paul Gray at No 10 and to the Private
Secretaries to the Secretaries of State for Scotland and for
the Environment, to the Chief Secretary and to the Chief
Whip.
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S R WILLIAMS

Tim Sutton Esq

Private Secretary to the

Lord President of the Council
Privy Council Office
Whitehall

London




LOCAL GOVERNMENT FINANCE IN WALES: PARLIAMENTARY STATEMENT
BY SECRETARY OF STATE FOR WALES, 18 DECEMBER 1989

1. With permission, Mr Speaker, I would like to make a
statement about local government finance in Wales. I have
already made it clear that in order to assist local
authorities in Wales I would announce the 1990/91 grant
Settlement before Christmas. I propose to lay the Reports
for 1990/91 on Wednesday; but I am today placing in the
library a paper detailing my Settlement decisions. I will
be sending copies of the Reports and of further technical

data to all Welsh local authorities on Wednesday.

2. In summary, the Settlement provides for a realistic
level of Total Standard Spending of £2,114.5m, well up on
the equivalent figure for 1989/90. Aggregate External
Finance at £1,738.5m is increased by no less than 8.6%.
Within this, and as compared with my provisional estimates
in November, Revenue Support Grant has been increased by a
further £10.4m to £1141.3m, and the distributable amount
from the non-domestic rating account has been reduced by the

same amount to £443m.

3. This is an excellent Settlement. It is good for
non-domestic ratepayers because a uniform poundage of 36.8p
across Wales will provide the certainty and stability they
have been seeking and because their contribution of £443m,
which is only 20% of local government spending, is over £10m

lower than I predicted in November.

4. 1t is good for community chargepayers because it

presents local authorities with an outstanding opportunity to
keep community charges down. They know, and their

electorate will know, that the burden of overspending is
borne entirely by chargepayers. This will bring realism to

the local authority budgeting process.




5. The increase in Total Standard Spending should allow
authorities to maintain and, where appropriate, to develop
services - particularly if councils achieve the efficiency
savings which the Audit Commission has identified and which,

commendably, they have been seeking.

6. There is no reason for local authorities to budget to
exceed Total Standard Spending and no reason for the average
community charge in Wales to be more than £173. This is the
true measure of the excellence of this Settlement for the

Prineipality.

7. Chargepayers will expect their councils to set their
community charges in line with this Settlement. They will
very quickly appreciate that expenditure increases which
exceed this will result in higher charges and will wish to
satisfy themselves that they are not being asked to pay the
price of overspending and inefficiency. It will be for
councils, and particularly those whose spending exceeds

their standard spending assessment and who set higher

charges, to justify their decisions to their electorate.

Similarly chargepayers will not expect those councils whose
spending falls below their standard spending assessment to
increase their spending by more than I have allowed for if
they are already efficiently providing an appropriate level

of service.

8. I intend to introduce a scheme of community charge
transitional relief, carefully tailored to reflect Welsh
circumstances. For 1990/91 I am providing £20m in grant to
fund this scheme; resources will also be made available for
the following two years. This scheme replaces and improves
upon the safety-net I proposed in July: it is carefully
targeted and cost-effective. I have placed in the Library
provisional details of the communities which may receive
additional grant. The scheme is fully funded by the
Government and an area safety net will not be required.
This additional grant will reduce the average community

charge which should be payable in Wales to about £165.




9. In addition community charge rebates will be available
for those on low incomes and I urge all chargepayers who may
be eligible for a rebate to apply for one to their local
councils. Those on the lowest incomes in Wales will
actually be better off with the community charge than if

they had received a 100% rebate under the old rating system.

10. Under this excellent Settlement central government and
non domestic ratepayers will together finance around 85% of
local government revenue expenditure in the Principality.
It follows that only 15% of local government expenditure
will be met by chargepayers. In the light of this

chargepayers have every right to expect their local councils

to protect their interests by budgeting sensibly, by
containing their spending to affordable levels and by

keeping the community charge low.
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STATEMENT ON LOCAL GOVERNMENT FINANCE IN WALES

We spoke on Friday afternoon about the Lord President's
request that my Secretary of State should bring forward his
statement from Wednesday to this afternoon. My Secretary of
State reluctantly agreed and I now attach the text of our
statement.

Copies go to Paul Gray at No 10 and to the Private
Secretaries to the Secretaries of State for Scotland and for
the Environment, to the Chief Secretary and to the Chief
Whip.
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S R WILLIAMS

Tim Sutton Esq

Private Secretary to the

Lord President of the Council
Privy Council Office
Whitehall

London




LOCAL GOVERNMENT FINANCE IN WALES: PARLIAMENTARY STATEMENT
BY SECRETARY OF STATE FOR WALES, 18 DECEMBER 1989

1. With permission, Mr Speaker, I would like to make a
statement about local government finance in Wales. I have
already made it clear that in order to assist local
authorities in Wales I would announce the 1990/91 grant
Settlement before Christmas. I propose to lay the Reports
for 1990/91 on Wednesday; but I am today placing in the
library a paper detailing my Settlement decisions. I will
be sending copies of the Reports and of further technical
data to all Welsh local authorities on Wednesday.

2. In summary, the Settlement provides for a realistic
level of Total Standard Spending of £2,114.5m, well up on
the equivalent figure for 1989/90. Aggregate External
Finance at £1,738.5m is increased by no less than 8.6%.
Within this, and as compared with my provisional estimates
in November, Revenue Support Grant has been increased by a
further £10.4m to £1141.3m, and the distributable amount
from the non-domestic rating account has been reduced by the

same amount to £443m.

3. This is an excellent Settlement. It is good for
non-domestic ratepayers because a uniform poundage of 36.8p
across Wales will provide the certainty and stability they
have been seeking and because their contribution of £443m,
which is only 20% of local government spending, is over £10m
lower than I predicted in November.

4. It is good for community chargepayers because it

presents local authorities with an outstanding opportunity to
keep community charges down. They know, and their :
electorate will know, that the burden of overspending is
borne entirely by chargepayers. This will bring realism to

the local authority budgeting process.




5. The increase in Total Standard Spending should allow
authorities to maintain and, where appropriate, to develop
services - particularly if councils achieve the efficiency
savings which the Audit Commission has identified and which,

commendably, they have been seeking.

6. There is no reason for local authorities to budget to
exceed Total Standard Spending and no reason for the average
community charge in Wales to be more than £173. This is the
true measure of the excellence of this Settlement for the
Principality.

7. Chargepayers will expect their councils to set their
community charges in line with this Settlement. They will
very quickly appreciate that expenditure increases which
exceed this will result in higher charges and will wish to
satisfy themselves that they are not being asked to pay the
price of overspending and inefficiency. It will be for
councils, and particularly those whose spending exceeds
their standard spending assessment, who choose to do so to
justify their decisions to their electorate. Similarly
chargepayers will not expect those councils whose spending
falls below their standard spending assessment to increase
their spending by more than I have allowed for if they are
already efficiently providing an appropriate level of
service.

8. I intend to introduce a scheme of community charge
transitional relief, carefully tailored to reflect Welsh
circumstances. For 1990/91 I am providing £20m in grant to
fund this scheme; resources will also be made available for
the following two years. This scheme replaces and improves
upon the safety-net I proposed in July: it is carefully"®
targeted and cost-effective. I have placed in the Library
provisional details of the communities which may receive
additional grant. The scheme is fully funded by the
Government and an area safety net will not be required.
This additional grant will reduce the average community
charge which should be payable in Wales to about £165.




9. In addition community charge rebates will be available
for those on low incomes and I urge all chargepayers who may
be eligible for a rebate to apply for one to their local
councils. Those on the lowest incomes in Wales will
actually be better off with the community charge than if
they had received a 100% rebate under the old rating system.

10. Under this excellent Settlement central government and
non domestic ratepayers will together finance around 85% of

local government revenue expenditure in the Principality.

In the light of this chargepayers have every right to expect
their local councils to protect their interests by budgeting
sensibly, by containing their spending to affordable levels

and by keeping the community charge low.
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 6 December 1989

LOCAL AUTHORITY SWAPS

The Prime Minister has now had the opportunity to consider
the points raised in the Governor's letter of 28 November to the
Chancellor. She considers that this is a matter to be settled by
the courts. If the present court judgement is upheld on appeal,
she does not consider it would be appropriate to try to arrange a
financial solution along the lines set out in the Governor's
letter or for the Government to take the measures set out on
page 3 of his letter.

I am sending copies of this letter to John Gieve
(HM Treasury) and Roger Bright (Department of the Environment).

PAUL GRAY

Paul Tucker, Esq.,
Bank of England.

CONFIDENTTIAT,
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.PRIME MINISTER

BITATERAL WITH THE CHANCELI.OR: 6 DECEMBER

I have agreed with the Chancellor's office three main items for

tomorrow's agenda:

i) Local Authority SWAPS You did not have a chance over

the weekend to see the papers at Flag A. I assume you
will want to support the Chancellor in his continuing
resistance to the Governor's proposal that the

authorities should play a role in bringing about a

financial settlement of the Hammersmith and Fulham and

,_—--—-———-‘-'—*‘—‘M Y
related cases. -

Bank of England appointments You saw the latest note

from the Chancellor about the proposedAappointment‘gg

Mr. Coleby 1n last night's box.

/\W;D ‘\ﬁ |
@ s\

Markets You will want to have the usual round-up

discussion with the Chancellor. Next week we move into
the busy period of the month for new economic figures

with for example:

retail sales and producer prices, both for

November, on Monday;

— i
—)

unemployment/earnings and the quarterly balance of
payments figures on Thursday;

the RPI on Friday.
/ —
G
(PAUL GRAY)
5 December 1989




PRIME MINISTER

LOCAL AUTHORITY SWAPS: HAMMERSMITH AND FULHAM

The Bank of England has been consistently pressing for the
Government to take some action to ease the position of the banks
who stand to lose as a result of the Court ruling on the

Hammersmith and Fulham and other similar cases.

Both Nigel Lawson and the present Chancellor have been

unsympathetic to this pressure. They have taken the view, which
I think you share, that this is an issue for the courts to

resolve; and if, as a result, the banks lose out because they
e e 4

were unwise enough to have entered into transactions now judged
“n re i

to have beenfiiiégal then so be it.
{

The Governor has, however, now sent the Chancellor the further
attached letter and, for the first time, copied it to you. You
will see he is proposing that the Bank should act as mediator to

bring about a financial solution whereby:

the local authorities should make some ex gratia
payment to the banks. What he means, though he does
not say it, is that this part of the bill should fall
on Community Charge payers;

O T T P e N

the banks should also make a contribution;

/’v’\rﬂv’ﬂa/\/~\,f\,_\,_\’_\’_y’N,\,v‘,a_

{\J - if need be the Bank of England itself would also chip
0

s R O P
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The Governor sees some sort of package of that sort as necessary
to egasiiithe good name of the City.

My impression is that the Chancellor continues to be unimpressed
by these arguments, as I assume are you. But the Chancellor will
I think want to mention this to you briefly at your bilateral
next week.

bo
PAUL GRA
1 December 1989

c:\wpdocs\economic\swaps




+Copies to The Prime Minister
The Secretary of State
. ‘ for the Environment
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Ther Governor Gondore EGCIK SAH
28 November 1989

The Rt Hon John Major MP
Chancellor of the Exchequer
HM Treasury

Parliament Street

London

SW1P 3AG

e /

I regret having to come back to you on the matter of local

P

authorityiswgps, but I feel I must because the implicafions of the

judgment in the Hammersmith and Fulham case for the City and for

the financial system are so serious.

Since we spoke I have received the strongest representations from
my central bank colleagues at our last meeting in Basle. More
generally, the Bank is coming under increasing pressure to make
its views known; and, more immediately, I have received the
enclosed letter from Sir Jeremy Morse as President of the British
Bankers Association to which I have had to reply by making it
clear that I am continuing to urge the Government to review
urgently the question of "safe harbour" protection for
counterparties in relation to entities not covered by the
Companies Act, and by advising that, until this question has been
resolved, banks would be unwise to enter into contracts unless
they can be sure that those contracts are legally valid and

enforceable.




The problem is not simply that the Hammersmith judgment is seen as
unjust in that it rewards the authority which has been found to
P— -

have acted outside the law. The more fundamental problem, as I
explained in my letter of 28 June to your predecessor, is the

doubt raised about how far a contract entered into in good faigg_

in London can now be relied upon. It is in this sense that the
integrity of the City is seen to be impugned even though none of
the City institutions involved have been shown to have conducted
themselves irresponsibly; indeed they appear to have done all
that they could to establish the validity of the contracts by

making proper enquiries and relying on legal advice, including the

Henderson opinion obtained and circulated by the Audit

CofiMission. Against that background it is the Government's
w

unwillingness to help resolve the situation in the light of this

fundamental concern that so astonishes overseas banks and their

authorities. We are already aware that some foreign banks

operating here have received instruction from their head offices

not to engage in any transactions with local authoEiE:;bor other

unincorporated bodies where doubt arises as to their ability to
fulfil contractual obligations; and one French bank has
approached us for a loan facility to help it to hedge its
uncertain exposure to local authorities.

I can understand that it is difficult for the Government to
legislate now to legitimise retrospectively the transactions which
the Courts have just declared illegal. We have therefore been
considering whether there is another possible approach.

One possible alternative,_iﬁ_;he judgment is upheld on appeal,
would be to try to arrange a financial solution. This might

involve the following -

(1) persuading the local authorities involved that, to protect

their name, they should agree to pay on an ex-gratia basis

a proportion of the cost involved in servicing the

outstanding contracts to maturity;

persuading the bank counterparties to contribute to a
solution by accepting reduced servicing on the outstanding

contracts.




A shared contribution of this kind by the contracting parties
would be seen as a gesture towards upholding the principle of the
enforceability of contracts in London. In addition, the Bank

could make its own contribution by -

(a) taking over if necessary the administration of the

outstanding contracts; and

if necessary, in the last resort if the local authorities
and bank counterparties could not come to an agreement
which covered the full amounts outstanding, by ourselves

contributing something to the settlement.

It is likely in any event to be quite impracticable to reverse all
the matured contracts and service payments already made under
existing contracts up to the point at which servicing was
interrupted, not least because some of the counterparties may no
longer exist. These payments would therefore have to be let lie.
If the Courts were to insist that they had to be unwound it would

presumably be necessary to legislate to clear up the mess.

Any such initiative would have to be blessed by the Government.

It would still need to agree -

(1) to sanction by the Secretary of State under Section 19(1) of
the Local Government Finance Act 1982, with the effect that

neither the Government itself nor the District Auditor would

pursue the local authorities or their officers for making or

receiving payments under the arrangements;

to undertake to introduce if necessary legislation
legitimising the ex-gratia payments (which may be easier than
the swap transactions themselves) if those payments were to be
challenged in the Courts (for example by chargepayers); and,

crucially,

to undertake to review existing legislation (across the board,
covering all unincorporated entities such as building
societies, friendly societies, mutuals and pension funds as

well as local authorities and other public sector bodies) with




the aim of ensuring that any contract entered into in good
faith, and covered by a warranty as to its legality, would be
enforceable even if it subsequently transpired that the

contract was ultra vires.

The Government might present these undertakings as a reflection of
its concern that the principle cf the sanctity of contracts should
be reinforced and that unincorporated bodies, like companies,

should be answerable for their actions.

Because of the importance I attach to these issues, I am copying

this letter to the Prime Minister and to Chris Patten.
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Thank you for your letter of 16 November about the: implicatioos af

the judgment in the case against Hammersmith and Fullram.

I am indeed aware of the concerns which you describe, and T am
continuing to oress upon the Government the extreme impoctance off
finding a resolution of both the problems the judgment causes im
the case of swap transactions with local authorities and of the
wider oroblem of “"safe.harbour™ protectiaon forC counterparties im
ralation to entities not covered by the Companies Act.

meantime it cannot be. £or me to interp

avents emphasise that 1t :







BRITISH BANKERS

TELEPHONE: OI1-823 4001t

CSIDENT

TELEX 388364

The Rt. lcn. Rcbir ~ich-Pemberton,
Governor , ;
Bank -of En

Threadneed

London,

EC2R B8AH

\W A5,

I sent to you, on 3 November, copies of my letters to the
Chancellor of the Exchequer and the Secretary of State for the
Environment drawing attenticn to the deep unhappiness and
concern felt by members of the British Bankers' Association as
result of the Judgment in the Hammersmith and Fulham case.

16 Novemper 198¢

You are, I know, aware that these concerns extend well beyond
local authorities and swaps, because the Judgment has far
reaching implications for transactions of a non-lending nature
with all unincorporated bodies not covered by the Ccmpanies Act.

It is perhaps indicative of the severe jolt to confidence
suffered in the London markets that many banks have been
considering urgently the status of non—lending contracts
into with building societies, mutual societies, friendly
societies, pension funds and the like. The absence of a
"safe-harbour" protection for counterparties - such as 1is

entered

provided for companies under Section 35 of the 1985 Act - 1is
causing banks to question whether it is wise for them to
continue to deal with such bodies while there remains a legal
risk, however remote, that contracts freely entered into in gocd

faith by both sides might be declared at some future time to be

ultra vires.

eek the Bank's guicdence as to whether

[ have been asked to
prudence

these fears mav be misplaced and, 1f not, whether
should dictate that banks would be unwise to contlnue to
transact non-lending business with unincorporated bodies.

comfort you might be able to give to our members would be

greatly appreciated.
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01-276 3000

My ref:

Your ref :

The Rt Hon Norman Lamont MP

Chief Secretary

HM Treasury

Parliament Street

LONDON

SW1P 3AG ;L November 1989
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Thank you for your letter of 31 October agreeing to my proposals for
an improved cash ineentives scheme.

I agree, of course, that the scheme should be limited to areas where
there are special problems. My officials are in touch with yours
about how this can best be achieved.

Copies of ‘this letter go to E(LG) members and to Sir Robin Butler.

Fa )

-\
-

ﬂj“/n
/ f

TR

/ : ///

S/

“

f/‘
i
V4

CHRIS PATTEN







DEPARTMENT OF SOCIAL SECURITY
Richmond House, 79 Whitehall, London SW1A 2NS
Telephone 01- 210 3000

From the Secretary of State for Social Security
(\,@ﬂ/\/\

The Rt Hon Norman Lamont MP

Chief Secretary

HM Treasury 7/((

Parliament Street

LONDON SW1P 3AG November 1989
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LOCAL AUTHORITY CASH INCENTIVE SC??MES

I have seen Chris Patten's letter of 17 October, and am content with
his proposal that an improved-Scheme should be announced as part of
his Statement on homelessness.

Copies to go to members of E(LG) and to Sir Robin Butler.

TONY NEWTON







1O DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary

6 November 1989

e

LOCAL GOVERNMENT FINANCE

Thank you for your letter of 3 November
enclosing the exemplifications which will be
issued with your Secretary of State's
statement today. The Prime Minister has seen
this material which she has noted without
comment.

I am copying this letter to the Private
Secretaries of members of E(LG), the Chief
Whip and to Trevor Woolley (Cabinet Office).
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PAUL GRAY

Roger Bright Esq.,
Department of the Environment




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary

6 November 1989

LOCAL GOVERNMENT FINANCE

Thank you for your letter of 3 November
enclosing the announcements which your
Secretary of State proposes to make today.
The Prime Minister has seen this material
which she has noted without comment.

I am sending copies of this letter to
Steven Catling (Lord President's Office),
Jim Gallagher (Scottish Office), Roger Bright
(Department of the Environment), Peter
Wanless (Chief Secretary's Office) Miss
Gillian Kirton (Lord Privy Seal's Office) and
to Trevor Woolley (Cabinet Office).

e
LA

PAUL GRAY

Stephen Williams, Esq.,
Welsh Office
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Local Government Finance

3.55 pm

The Secretary of State for the Environment (Mr. Chris
Patten): With permission, Mr. Speaker, I should like to
make a statement about the local authority grant
settlement for England for 1990-91.

I am today sending a consultation paper to the local
authority associations setting out my proposals. Copies
are being sent to each local authority, and are available in
the Vote Office. The consultation paper summarises the
various reports which will be made later this year. Drafts
of two of the reports, dealing with the distribution of grant
and the calculation of relevant population, have also been
circulated. There are also exemplifications showing the
amount of grant and the community charges which, on
certain spending assumptions, would result for each area.
In this first year of the new system a number of basic
definitions and principles have to be set out, and that
accounts for the large amount of mategial. It may help the
House if I outline the main features of the proposals.

My right hon. Friend the Member for Cirencester and
Tewkesbury (Mr. Ridley) proposed in July that the total of
external support, known as aggregate external finance, for
local government services next year, should £23-1
billion, an increase of 8-5 per cent. over the figure for this
year on a comparable basis. That support comprises three-
elements: the yield from business rates, specific grants, and
revenue support grant.

To calculate the yield from non-domestic rates, I have
now made a firmer estimate of the national non-domestic
rate multiplier for 1990-91. On the basis of the most
up-to-date information available about the effects of the
1990 rating revaluation, I estimate that the multiplier for
1990-91 will be 36p for England. That figure will be
provisional until I have final information about the effects
of the revaluation, which will be available before the
revenue support grant report is laid before the House; but
I would expect it to vary only very slightly, if at all. It also
includes a small allowance for reductions in rateable
values in cases where the initial valuations turn out to be
high.

Using that multiplier, I estimate the yield from
non-domestic rates in 1990-91, and hence the amount to be
distributed to local authorities, will be £10,428,500. That
estimate represents the total amount which I expect
charging authorities to receive in respect of rates paid by
private businesses, by the nationalised industries, and by
local authorities themselves, together with a contribution
in aid in respect of Crown property. I have made allowance
for a number of factors, such as rate income forgone as a
result of empty properties and of charitable or
discretionary relief, and for losses in and costs of
collection. The amount estimated to be collected from
private businesses and the nationalised industries is in line
with the Government’s commitment that the yield from
these sectors will be broadly the same in real terms as in the
current year, 1989-90.

I anticipate that specific grants and transitional grants
will amount to £3,182 million. Further details will be
available at the time of the Autumn Statement.

I am proposing that revenue support grant should.bc
£9,490 million. Our principal objective in distributing
grant is to ensure that, in general, if each authority spends
so as to provide a common standard of service, the
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community charge could then be set at the same level in
every area before allowing for the transition arrangements.
My right hon. Friend announced in July that the
Government consider that it would be appropriate for
local authorities to spend £32-8 billion in total in providing
services, an increase of 11 per cent. over the amount which,
on a comparable basis, we thought it appropriate to spend
this year. In order to distribute grant, we shall need to
calculate an assessment for each authority of what it would
cost to provide services locally to a common standard,
consistent with that total.

The proposed method for making these assessments,
known as the standard spending assessments or SSAs, is
set out in the documents published today. SSAs replace
grant-related expenditure assessments in the present
system. In summary, the SSA for each authority will be
based on an assessment for each of the main services for
which it is responsible. It will be calculated using
information for each authority about factors which lead to
differences in the costs of providing services to a common
standard. In this way, we can take account of variations
between authorities in the costs they face. These proposals
take account of recent research, extensive discussions
between officials over the last year, and of the views of the
local authority associations.

SSAs are central to the new grant system. Apart from
the transitional arrangements, the relationship between an
authority’s budget and its SSA determines the community
charge for that area. If spending is higher than the SSA,
the community charge will be higher than the national
community charge for standard spending, and vice versa.
It is therefore important that the methods used to calculate
these assessments should be fair and right.

If authorities were each to spend at the level of their
SSA, the community charge in each area would-be-about
£278. The final figure will not be known until we know the
number of people on community charge registers. This
figure, the community charge for standard spending, will
be the benchmark for accountability. It will appear on the
bill which each chargepayer will receive and will help
chargpayers to assess the policies and performances of
their authorities. In this way, councils will be made
accountable to those who must pay for their activities.

The existing system of grant-related expenditure
assessments had become over-complex and difficult to
explain. We have therefore introduced a simpler, more
understandable method. [Interruption.] 1 appreciate the
fact that all these things are relative. As now, the method
is applied to each authority, using objective measures of
the cost of providing services such as the number of pupils
to be educated and the number of miles of road to be
maintained. There has been discussion about the factors to
be taken into account and the weight to be attached to
each, and the associations have put forward a range of
alternative suggestions. In my view, the proposals which I
have made represent the fairest judgement between the
various viewpoints. [ believe that they provide the best
basis that can be devised for distributing grant.

In place of the 63 separate assessments in the present
GRE system there will be 13 components: 11 covering the
ﬁye major services—education, social services, fire and
civil Qefence, police and highway maintenance—another
covering all other services and one reflecting the financial
costs of capital expenditure. In general, the method
proposed involves fixing a unit cost of providing each
service and multiplying this by the number of clients for
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that service Qur original proposals were placed in the
Library las December. For some services we have
amended thes proposals after discussion. In particular, in
response to representations we are proposing to include an

allowance for overnight visitors—to reflect the demands

that tourists make on local services—and to recognise

gparately tre costs of flood defence and coast protection
work. I know that these matters are of particular concern
to hon. Members from the areas affected.

The consultation paper also describes the transitional
arrangements. As my noble Friend Lord Hesketh
announced en 11 October, it is intended that the area
safety net will be for one year only. For t!}_gv[olglpw'frfg three
years the Exchequer will pay for protection for those areas
which lose as a result of introducing the community charge
and telated changes._In_1990-91 chargepayers in_these
argas will be expected to find the first £25 of any loss to
their area, but above that there is full protection. Gaining
apeas will receive about half their gains in the first year,

__and the full gain in the second year. It is right that the new
system should be phased in, but gainers will still see
substantial gain from the start.

My right hon. Friend proposed in July two transitional
grants to provide extra help for chargepayers for inner
Tondon boroughs, and in areas with very low domestic

“rateable values. These grants will significantly reduce
¢ommunity charges in some areas.

I have included with the consultation paper exem-
plifications showing the amounts which each area would
receive under these proposals. I stress, however, that
figures for authorities are provisional at this stage, and will
change, though in most cases only marginally, when local
authorities notify me in December of the number of adults
that they have included in their community charge
registers. '

The exemplifications also show what the community
charge would be in each area if local authorities spend at
the same level as their income from rates and grant in
1989-90, adjusted for changes in function, and increased to
be consistent with spending of £32-8 billion in total. It is
these charge levels which it is intended should form the
basis of the transitional relief scheme announced last
month to help principally those former ratepayers,
pensioners and the disabled who would otherwise face

__increases of more than £3 a week. This relief scheme will
_cost about £300 million in 1990-9T In addition 9-5 million
people will receive help through community charge
benefits. Many individuals will, therefore; see theif bills
substantially reduced.

I have asked the local authority associations to respond
to these proposals by 4 December. I hope to lay the formal
documents before the House in early January for debate
later that month. The proposals amount to a substantial
package of support for local authorities. The amount of
external support has increased by 85 per cent. If
authorities budget sensibly and spend in line with the
Government’s assumptions, the average community
charge next year should be about £278. If they can do
better, charges will be lower. But if their spending increases
faster, charges will be higher. Local authorities are now
answerable to their chargepayers for their decisions.

Mr. Brian Gould (Dagenham): The Secretary of State
knows that we and many others have long attacked the
poll tax proposals as being inherently complicated and
unworkable, and fundamentally unfair. He and his
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predecessors have tried to deflect that attack by taking
refuge in misleading generalisations, and false and
unrealistic assumptions. I am sorry to say that we have
heard no improvement today. The mixture is much as
before and the more additions that the right hon.
Gentleman makes to the whole ramshackle structure, the
more unconvincing and unstable it becomes.

At the heart of the illusions that the Government have
sought to create is the fairy tale that the poll tax average
is or could be £278. That figure is a hopeless mirage. It has
increased - with remarkable rapidity. The Government’s
estimate in 1986-87 began at £170. By 19 July it had risen
to £275. Will the right hon. Gentleman confirm that, even
in the interim, it has risen by a further £9 from £269—the
true figure on 19 July because of the £200 million
transitional specific grant—to £278? Does he agree that
there is plenty of room yet for growth? Will he confirm that
even if the figure were halfway accurate, local authorities
could not be expected—indeed, he does not expect this of
them—to meet that figure immediately or even in the
foreseeable future? If that were the case, scores of Tory
authorities would be pilloried by him as overspenders.

Will the Secretary of State confirm—and this is the
most fundamental point—that the figure is an invention
because it is based on an invention? He estimates a level of
local government spending of £32-8 billion, but that figure
is based on an assumed level of spending this year rather
than the actual level of spending. Does he acknowledge
that all the local authority associations, irrespective of
political control or allegiance, agree that that basic error
leaves local authorities £1-6 billion adrift?

Will the right hon. Gentleman accept that the basic
error is compounded by a further error on inflation? One
assumes that the inflation rate has been calculated at the
forecast of the Chancellor of the Exchequer of 4-5 per
cent., rather than the actual retail price index figure. When
that is taken into account as well, it leaves a shortfall of
£2-5 billion. Will the Secretary of State further agree that
every last penny of that shortfall will have to be financed
out of poll tax, as it is not covered by grant or aggregate
external financing, and that means that the figure of £278
is hopelessly out of touch with the reality, which is far in
excess of that figure?

Does the Secretary of State also recognise that his basic
errors on the side of optimism are added to by the view
that he and his officials have taken in making their
calculations? They believed that they could safely assume
100 per cent. registration and collection. Will he confirm
that everybody who has studied the issue knows and
understands that that is hopelessly optimistic? Those
errors invalidate the figure of £278 which the Secretary of
State described as the “benchmark for accountability”.

The consequences of those errors are serious. Does the
Secretary of State acknowledge that for local authorities,
with their obligation to deliver services, the errors mean
that they are faced with Government sanctioned pay
increases to teachers, firemen and policemen far in excess
of the actual inflation figure, let alone the Chancellor’s
fairy tale, and that they will have no option, therefore, but
to cut services further? In view of that shortfall, will he tell
local authorities this afternoon where he expects those cuts
to be made? Should local authorities employ fewer
teachers, social workers or home helps? Will he concede
that, if his benchmark is so hopelessly wrong, so too are all
the other calculations that flow from it?




& 69

Local Government Finance
[Mr. Brian Gould]

It can already be seen that the transitional relief scheme,
for example, will fail to help most single people, those who
will be liable to pay for the first time or those who do not
own or rent their homes and who will most need help.
However, it will miss its target by an even wider margin
because it proceeds on the basis of a ludicrously low
notional poll tax figure. Many who believe that they
qualify for transitional relief will find that they are paying
far more than an additional £3 a week and many of those
who will pay more than £3 a week will not qualify for
transitional relief.

Is the statement not typically uninformative about the
needs formula used, and is not the formula itself, is so far
as we know what it is, open to detailed objections? Why,
for example, are overseas visitors excluded from the
overnight visit figure that is included in the formula? Does
not the statement keep up the long and unfortunate
tradition of telling us nothing we need to know about the
business rate? Is not the 36p figure useless and wholly
uninformative for individual business men until they know
the effects of revaluation? Is it not equally clear that the
Confederation of British Industry has been rebuffed in its
request for a £2 billion reduction in total business rate?
Will the Secretary of State confirm that in saying that the
business rate will be kept at the same level in real terms he
is using a figure for the RPI different from that used to
calculate local government spending? Is it not an
astonishing inconsistency to use two different inflation
rates in the same statement? .

Is it not sad to see the Secretary of State so bogged
down in a morass not of his creation and from which he
cannot extricate himself, but is it not even sadder to
contemplate the future of local government and the
services for which it is responsible and the future of those
millions who depend upon and pay for those services when
they, too, become the victims of this Government’s
obsession?

Mr. Patten: First, [ welcome the hon. Member for
Dagenham (Mr. Gould) to his new responsibilities. I can
say without qualification that I hope that he enjoys his new
job for as long as the hon. Member for Copeland (Dr.
Cunningham) who we hope has enjoyed doing it for the
past six years.

The hon. Gentleman seemed to base his questions on
the principle that, whatever the level of local authority
overspending this year, we should validate it. That is not
remotely the Government’s position, and nor, I imagine,
would it be the position adopted in the new-look
Monklands, East financial policy that the Opposition are
pursuing. We are allowing for an increase of 11 per cent.
in spending by local authorities next year—over what we
believe they should have spent this year. The Audit
Commission has suggested savings of '£900 million that
local authorities could make. The authorities have made
about £350 million of those savings, so they still have some
way to go.

Our central support for local authorities will increase
next year by 84 per cent., and I think that that is a fair
settlement. It is a challenging settlement. If all
Government Departments received equivalent settlements,
I think that they would be quite pleased.

The hon. Member for Dagenham referred to the
standard community charge figure. That figure represents
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what local authorities would have to charge if they were
spending at a reasonable level. The figure has increased
from £275 to £278 since July because of the increase in the
number of exemptions. The hon. Gentleman is netting off
the grant for the Inner London education authority and
for low rateable value areas and so is not comparing like
with like. I repeat that the community charge of £278
represents the figure that local authorities should have to
charge to provide a reasonable service.

The hon. Gentleman referred to registration. So far
registrations are going very well. I cannot guarantee that
they will go quite as well as in one local authority area in
Scotland where the registration figure was 106 per cent.,
although we can aim for that and we hope that
registrations will be as successful as they have been in
Scotland.

The hon. Member for Dagenham referred to the needs
formula. As he knows, we have set out in considerable
detail in the distribution report the basis on which the new
needs formula is based. It is a simpler and better formula
than the last one, taking into account, as it does, the cost
of providing a service to the client and the number of
clients. It is based on substantial research and lengthy
discussions with local authorities, but perhaps in the next
few weeks the hon. Gentleman will have suggestions to
make about how we could modify it. He may, for example,
think that we have been wrong to provide so well for the
education needs of young children in Birmingham,
Liverpool, Manchester and inner London, although I
rather doubt it. If the hon. Gentleman has any suggestions
about how we can improve the needs formula, we shall
look forward to hearing from him in due course.

The hon. Gentleman’s main argument was that we were
wrong to replace domestic rates, or, to put it more correctly,
wrong to introduce the community charge. There is at least
one thing on which hon. Members on both sides of the
House agree: the domestic rating system is inequitable and
it should go. The difference between us is that the
Government have advanced proposals for replacing the
domestic rating system, whereas the Labour party, I am
afraid, has not. The Opposition periodically make a
proposaland then takeitaway again. [ am sure that the hon.
Gentleman will have read the motion tabled by the
Dagenham constituency Labour party at the Labour party
conference, which called the party’s proposals “unaccept-
able electorally and administratively”. I assume that those
proposals have now been dumped. However, we look
forward to a time when the Opposition will be prepared to
make the change from domestic rates and also meet the
challenge of suggesting an alternative.

Several Hon. Members rose——

Mr. Speaker: Order. I know that this is a very
complicated statement, but we have a busy day before us.
The Front-Bench spokesmen have taken about 30
minutes, I will give a comparable time to Back Benchers.
May we have brief questions please?

Sir Hugh Rossi (Hornsey and Wood Green): Is my right
hon. Friend aware that the London borough of Haringey
is still at the top of the league, with a community charge
of £554? In the poorer areas of my constituency where
rateable values are low, the £3 threshold will be
insignificant for my constituents. It is absurd that
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j 5 Wwith permission, Mr Speaker, I should 1like to make a
statement about the local authority grant settlement for England

for 1990/91.

2. I am today sending a consultation paper to the local
authority associations setting out my proposals. Copies are
being sent to each local authority, and are available in the Vote
Office. The consultation paper summarises the various feports
which will be made 1later this year. Drafts of two of the
reports, dealing with the distribution of grant and the
calculation of relevant population, have also been circulated.
There are also exemplifications showing the amount of grant and
the community -charges which on certain spending assumptions would
result for each area. In this first year of the new system a
number of basic definitions and principles have to be set out,
and that accounts for the large amount of material. It may help
the House if I outline the main features of the proposals.

3. My RHF the Member for Cirencester and Tewkesbury proposed in
July that the total of external support, Kknown as Aggregate
External Finance, for local éovernment services next year should
be £23.1 billion, an increase of 8%% over the figure for this
year on a comparable basis. This support comprises three
elements: the yield from business rates, specific grants, and
Revenue Support Grant.

4. In order to calculate the yield from non-domestic rates I
have now made a firmer estimate of the national non-domestic rate
multiplier for 1990-91. On the basis of the most up-to-date
information available about the effects of the 1990 rating
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revaluation, 1 estimate that the multiplier for 1990-91 will be
36 pence for England. This figure will be provisional until I
have final information about the effects of the revaluation,
which will be available before the Revenue Support Grant Report
is laid before the House; but I would expect it to vary only very
slightly, if at all. It also includes a small allowance for
reductions in rateable values in cases where the initial
valuations turn out to be high.

5. Using this multiplier, I estimate the yield from non-domestic
rates in 1990/91, and hence the amount to be distributed to local
authorities, will be £10,428% million. This estimate represents
the total amount which I expect charging authorities to receive
in respect of rates paid by private businesses, by the
nationalised industries, and by 1local authorities themselves,
together with a contribution in aid in respect of Crown property.
I have made allowance for a number of factors, such as rate
income foregone as a result of empty properties and of charitable
or discretionary relief, and for 1losses in and costs of
collection. The amount estimated to be collected from private
businesses and the nationalised industries is in line with the
Government's commitment that the yield from these sectors will be
broadly the same in real terms as in the current year, 1989-90.

6. I anticipate that specific grants and transitional grants
will amount to £3,182 million. Further details will be
available at the time of the Autumn Statement.

7. I am proposing that Revenue Support Grant should be £9,490
million. Our principal objective in distributing grant is to
ensure that, in general, if each authority spends so as to

provide a common standard of service, the community charge could
then be set at the same level in every area before allowing for
the transition arrangements. My RHF announced in July that the
Government consider that it would be appropriate for local
authorities to spend £32.8 billion in total in providing
services, an increase of 11% over the amount which, on a
comparable basis, we thought it appropriate to spend this year.
In order to distribute grant, we shall need to calculate an
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assessment for each authority of what it would cost to provide
services locally to a common standard, consistent with that

total.

8. The proposed method for making these assessments, known as
the Standard Spending Assessments (or SSAs), is set out in the
documents published today. SSAs replace Grant Related Expendi-
ture Assessments in the present system. In summary, the SSA for
each authority will be based on an assessment for each of the
main services for which it is responsible. It will be calculated
using information for each authority about factors which lead to
differences in the costs of providing services to a common
standard. In this way we can take account of variations between
authorities in the costs they face. These proposals take account
of recent research, extensive discussions between officials over
the last year, and of the views of the local authority associa-

tions. v

9. Mr Speaker, SSAs are central to the new grant system. Apart
from the transitional arrangements, the relationship between an
authority's budget and its SSA determines the community charge
for that area. 1If spending is higher than the SSA, the community
charge will be higher than the national Community Charge for
Standard Spending, and vice versa. It is therefore important
that the methods used to calculate these assessments should be
fair and right.

10. If authorities were each to spend at the level of their SSA,
the community charge in each area would be about £278. The
final figure will not be known until we know the number of people
on Community Charge Registers. This figure, the Community Charge
for Standard Spending, will be the benchmark for accountability.
It will appear on the Bill which each chargepayer will receive

and will help chargepayers to assess the policies and performance
of their authorities. In this way councils will be made
accountable to those who must pay for their activities.
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11. The existing system of Grant Related Expenditure Assessments
had become over-complex and difficult to explain. We have
therefore introduced a simpler, more understandable method. As
now, the method is applied to each authority, using objective
measures of the cost of providing services such as the number of
pupils to be educated and the number of miles of road to be
maintained. There has been discussion about the factors to be
taken into account and the weight to be attached to each, and
the Associations have put forward a range of alternative
suggestions. In my view the proposals I have made represent the
fairest judgment between the various view points. I believe they
provide the best basis that can be devised for distributing

grant.

12. In place of the 63 separate assessments in the present GRE
system there will be 13 components: 11 covering the five major
services (education, social services, fire and civil defence,
police, and highway maintenance), another covering all other
services, and one reflecting the financing costs of capital ex-
penditure. In general, the method proposed involves fixing a
unit cost of providing each service and multiplying this by the
number of clients for that service. Our original proposals were
placed in the Library last December. For some services we have
amended these proposals after discussion. In particular, in
response to representations we are proposing to include an
allowance for overnight visitors (in order to reflect the demands
tourists make on local services), and to recognise separately the
costs of flood defence and coast protection work. I know that
these matters are of particular concern to Hon Members from the
areas affected.

23 The consultation paper also describes the transitional
arrangements. As my Noble Friend Lord Hesketh announced on 11
October, it is intended that the area safety net will be for one
year only. For the following three years the Exchequer will pay

for p}otection for those areas which lose as a result of intro-

ducing the community charge and related changes. In 1990/91
chargepayers in these areas will be expected to find the first
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£25 of any loss to their area, but above that there is full
protection. Gaining areas will receive about half their gains
in the first year, and the full gain in the second year. e 1S
right that the new system should be phased in, but gainers will
still see substantial gain from the start.

14. My RHF proposed in July two transitional grants to provide
extra help for charge payers for inner London boroughs, and in
areas with very low domestic rateable values. These grants will

significantly reduce community charges in some areas.

15. I have included with the consultation paper exemplifications
showing the amounts which each area would receive under these
proposals. I should stress, however, that figures for authori-
ties are provisional at this stage, and will change (though in
most cases only marginally) when local authorities notify me in
December of the number of adults they have included in their

community charge registers.

106 The exemplifications also show what the community charge
would be in each area if local authorities spend at the same
level as their income from rates and grant in 1989/90, adjusted
for changes in function, and increased to be consistent with
spending of £32.8 billion in total. It is these charge levels
which it is intended should form the basis of the transitional
relief scheme announced last month to help principally those
former _ratepayers, pensioners and the disabled who would
otherwise face increases of more than £3 a week. This relief
scheme will cost about £300 million in 1990/91. In addition, 9%
million people will receive help through community charge
benefits. Many individuals will therefore see their bills
substantially reduced.

17. Mr Speaker, 1 have asked the local authority associations to
respond to these proposals by 4 December. I hope to lay the
formal documents before the House in early January for debate
later that month. The proposals amount to a substantial package
of support for local authorities. The amount of external support
has increased by 8%%. If authorities budget sensibly and spend
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in line with the Government's assumptions the average community
charge next year should be about £278. If they can do better,
charges will be lower. But if their spending increases faster
charges will be higher. Local authorities are now answerable to

their chargepayers for their decisions.
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NEW BURDENS ON LOCAL GOVERNMENT

/ I am enclosing the latest list of central government initiatives,
having financial and manpower implications for local government,
which have been notified to my Department during the last six
months.

hThe first list contains details of 34 proposals which are likely to
fresult in increased demands on local authorities. This compares with
the 17 items identified in the spring trawl. Although at least 12 of
|the items are unlikely to have more than a minimal impact, 7 may
have a potentially major impact on local government.

Many of the initiatives still remain unquantified. I recognise that
it is not always possible to produce meaningful estimates at an
early stage: nevertheless I should be grateful if, wherever
possible, my officials are at least given an order of magnitude.

.

“I recognise that various issues have emerged recently but I am
nonetheless disappointed with the high number of new burdens. Local

l'authorities often complain about the cumulative impact of burdens
placed on them and, with the community charge coming into operation
in England and Wales next April, we ought to be particularly careful
about placing extra demands on them that lead to higher charges.

The new burdens procedure is also concerned with proposals likely to
lead to overall savings. In the latest period we were notified of 3
such cases (compared with 4 last time). None of the savings appear
to be significant This compares poorly with 34 additional burdens
and it is all the more important that colleagues look very closely
at the scope for reducing the demands on local government,
especially when they are already proposing additional burdens
elsewhere.




A new system for selective monitoring of major burdens placed on
local government was introduced this year and led to the first trawl
of relevant sponsors in July. This will become a regular feature of
the burdens drill. My officials are as always very grateful for
sponsors’ help in taking these initiatives through and more
generally for helping administer the whole burdens procedure.

I am copying this letter to the Prime Minister, members of E(LA) and
Sir Robin Butler.

&
P P CHRIS PATTEN

(Approved by the Secretary of State
and Signed in his Absence)




INITIATIVES AFFECTING LOCAL GOVERNMENT - 13 MARCH-12 SEPTEMBER 1989 -
POSSIBLE EXPENDITURE AND MANPOWER IMPLICATIONS

A POTENTIAL INCREASES

PROPOSAL

1. Proposed EEC
Regulation for

the production and
marketing of fresh
meat.

2. Sheep Scab-
Proposed Statutory
controls.

3. Bovine Spongiform
Encephalopathy (BSE).
Use of certain offal

in meat products.

4. Charging for
Residue Testing.

-

5. Guidance to LAs
on improvements in
hygiene standards
during poultry
processing.

6. Notification and
verifiication
procedures for newly-
marketed foods for
particular nutritional
uses which are not

the subject of
specific EC
Directives.

ORIGINATING
DEPARTMENT

FINANCIAL AND
MANPOWER
IMPLICATIONS

Any increased costs
to local government
should be recovered
from industry.

Increased costs of
licensing system
will be offset by
savings resulting
from one national
compulsory dipping
period.

Extension to local
authorities' existing
procedures unlikely
to result in
significant extra
costs.

Not yet quantified

Any increased costs
should be minimal.

Not yet quantified
but unlikely to
result in significant
costs.

CURRENT STATUS
WHERE KNOWN
AND OVERALL
COMMENTS

Currently
under
discussion in
Brussels at
Commission
Working Group
level.

New controls
to be intro-
duced in the
autumn.

Consultation
letter issued
on 26 July.

Local
authority
Associations
consulted on
4 August.

Draft guidance
being sent to
LAAs for

their
assessment

of implica-
tions.

Proposals to
implement EC
Directive at
an initial
stage.




PROPOSAL ORIGINATING

DEPARTMENT

7. Draft Regulations MAFF/DOE
on Bottled Water and
water used in Food
Production (Quality
Standards) .

8. Introducing MAFF/DOH
higher standards for

home produced and

imported egg products.

9. Straw and Stubble
burning.

10. Proposals
following the Elton
enquiry into
discipline in schools.

11. Regulations on
school records.

12. Batho Report on
tree preservation.

1 Licensing of
sale of unauthorised
fuel in smoke control
areas.

FINANCIAL AND
MANPOWER
IMPLICATIONS

Not yet quantified.

Not yet quantified.

Many months before
possible effects on
LAs workload could
be quantified, but
likely to be small.

Financial consequences
in 1990/91 being met
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