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C A B I N E T 

A L T E R N A T I V E S T O D O M E S T I C R A T E S : N E X T S T E P S 

M e m o r a n d u m by the S e c r e t a r y of State for the E n v i r o n m e n t 

*. I n m y minute of 17 D e c e m b e r to the P r i m e Mini s ter : I sa id that I 
planned to consult our supporters in P a r l i a m e n t about the G r e e n P a p e r , 
"Alternat ives to D o m e s t i c R a t e s " ( C m n d 8449). I thought i t would be useful 
to put to co l leagues the b a s i s on which this consultat ion i s about to p r o c e e d . 

2. T h e p r e s e n t posi t ion i s that we have invited comments on the G r e e n 
Paper by 31 M a r c h , and that further in terdepar tmenta l work on "gainers and 
l o s e r s " under the a l t erna t ive taxes should be a v a i l a b l e i n A p r i l . In the n o r m a l 
course of work , I would there fore be coming f o r w a r d to co l leagues in May with 
conclus ions based on this further w o r k and an a n a l y s i s of the r e s u l t s of the 
public consultat ion. T h e G r e e n P a p e r of c o u r s e points to one of the f o r m s of 
L o c a l I n c o m e T a x ( L I T ) and L o c a l Sa l e s T a x ( L S T ) , supplemented by poll tax 
or "reformed r a t e s " , as the front -running a l t e r n a t i v e s i f we go for a new m a i n 
loca l tax. T h e p r e l i m i n a r y a n a l y s i s of "gainers and l o s e r s " publ ished in the 
G r e e n P a p e r suggests that the better off would pay m o r e with these a l t e r n a t i v e s 
than they do with the present s y s t e m . 

3 - Our supporters however w i l l expect us to act before the next G e n e r a l 
E l e c t i o n . T h i s would point, at best , to enactmsnt of l eg i s l a t i on before the 
E l e c t i o n o r , at the v e r y l eas t , the i s s u e of a White P a p e r in 1983 based on 
detailed propos i t ions fol lowed, i f p o s s i b l e , by the publ icat ion / introduct ion of a 
B i l l before the E l e c t i o n . 

E N A C T M E N T O F L E G I S L A T I O N B E F O R E A G E N E R A L E L E C T I O N 

4 - In cons ider ing a t imetable for act ion , we should have in m i n d s e v e r a l 
cons iderat ions . T h e most important i s the t ime which would e lapse between 
the enactment of any l eg i s la t ion to prov ide for an a l t e r n a t i v e tax and i ts 
implementat ion. A s the G r e e n P a p e r explained, in the c a s e of L S  T this would 
he we l l into the next P a r l i a m e n t (1987) and i n the c a s e of L I  T w e l l into the 
following P a r l i a m e n t (the e a r l y 1990s). I n both c a s e s , a s set out in the G r e e n 
P a p e r , p r o g r e s s with computer i sa t ion of P a y A s Y o u E a r n and V a l u e Added 
T a  x i s c r i t i c a l . But other cons iderat ions a r e that a m a j o r tax change needs a 
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long per iod of consul tat ion in o r d e r to ensure a smoothly running s y s t e m , in 
addition to working through the deta i l s ; and that in this c a s e t h e r e w i l l a l m o s t 
c e r t a i n l y be compl ica ted r e p e r c u s s i o n s for the block grant s y s t e m . F o r 
these r e a s o n s , l eg i s la t ion in 1982-83 would be i m p r a c t i c a b l e . L e g i s l a t i o n on 
U  T or L S  T even i n 1983-84 would entai l a dangerous r i s k of inadequate 
cons iderat ion , yet would not advance the s tar t ing date for the new tax. G i v e n 
the t ime that would e lapse between enactment and implementat ion , this would 
lead to s e r i o u s e m b a r r a s s m e n t . ( T h e t imings a r e set out in the annex to this 
p a p e r . ) 

5. If this a n a l y s i s i s c o r r e c t , the only option d i s c u s s e d i n the G r e e n P a p e r 
on which we might be able to introduce l eg i s la t ion in 1982-83, i f we put work in 
hand now in advance of the outcome of consultat ion on the G r e e n P a p e r , i s a 
r e formed rat ing s y s t e m based on cap i ta l va luat ion , which would be implemented 
about 1988 on complet ion of new va luat ions . T h i s , hov/ever, would meet only 
one of the object ions to the rat ing s y s t e m , and i n p a r t i c u l a r would not r e l a t e 
rates to ab i l i ty to pay. I would add too that m y own v i e w i s that such a 
Proposa l i s p o l i t i c a l l y unacceptable to our P a r t y . It would a l s o be poss ib l e to 
include in that l eg i s la t ion , if we wished to do so, some of the a l t erna t ive s for 
red i s tr ibut ing the burden of r a t e s a l i t t l e m o r e f a i r l y . ( P a r a g r a p h s 4 .14-4 . 25 
of the G r e e n P a p e r . ) 

6. C o l l e a g u e s , and, i n p a r t i c u l a r , the C h a n c e l l o r of the E x c h e q u e r and the 
S e c r e t a r y of State for Educat ion and S c i e n c e , w i l l w i s h to note that there m a y 
be some support for reducing r a t e b i l l s by t r a n s f e r r i n g some or a l l of the cost 
of education to the E x c h e q u e r , as d i s c u s s e d in p a r a g r a p h s 5 and 6 of Annex B 
to the G r e e n P a p e r . T h e r e a r e obvious di f f icul t ies : we would appear to go 
back on a Manifesto commitment ; t h e r e would be an addit ional f inanc ia l 
burden for the E x c h e q u e r r e q u i r i n g some tax or taxes to be i n c r e a s e d ; and 
°nr supporters in the l o c a l education author i t i es would not be happy with a 
diminution of the ir r o l e . 

A W H I T E P A P E R B E F O R E A G E N E R A L E L E C T I O N 

7 - A n a l t erna t ive to enactment of l eg i s la t ion before a G e n e r a l E l e c t i o n 
would be to set our sights on the i s s u e of a White P a p e r next y e a r , so that we 
enter the G e n e r a l E l e c t i o n with a convincing posture on an a l t erna t ive tax. 
T h i s would m e a n that we would r e a c h a conc lus ion on a package i n the s u m m e r , 
after we have completed further work on "gainers and l o s e r s " and a n a l y s e d the 
response to the G r e e n P a p e r . 

N O N - D O M E S T I C R A T E S 

8 « In cons ider ing domest ic r a t e s , we must bear i n m i n d that although non
domest ic r a t e s do not come d i r e c t l y within the scope of the G r e e n P a p e r , d i s 
content with them i s growing s teadi ly and that we s h a l l c o m e under i n c r e a s i n g 
P r e s s u r e to state our intentions as to the ir future f o r m and scope. T h i s d i s 
content w i l l d i m i n i s h to the extent that inflation i s brought under c o n t r o l . 
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Chapter 10 of the G r e e n P a p e r m a k e s c l e a r , however , that the only r e l i a b l e 
safeguard for the non-domest i c s ec tor following a move to a new domest i c 
sys tem would be to e x e r c i s e contro l over non-domest i c poundages in a way 
which would effectively t u r n non-domes t i c r a t e s into a n a s s i g n e d revenue . 

C O N C L U S I O N 

9. In the l ight of the t imetab les s u m m a r i s e d i n the annex, I inv i te 
col leagues ' v i e w s on: 

a. whether to decide now to l eg i s la t e in 1982-83 for "re formed" 
d o m e s t i c r a t e s ( p a r a g r a p h 5); 

b. whether to examine urgent ly the poss ib i l i ty of taking over a l l or 
p a r t of f inanc ia l r e s p o n s i b i l i t y for education f r o m l o c a l government 
(paragraph 6); 

c . whether ins tead to p r o c e e d towards the i s s u e of a White P a p e r i n 
1983 following cons iderat ion this s u m m e r of the outcome of consultat ion 
on the G r e e n P a p e r (paragraph 7). 

M H 

Apartment of the E n v i r o n m e n t 

F e b r u a r y 1982 
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ANNEX 

CONSIDERATIONS FOR REFORM OF DOMESTIC RATES 

Scheme i r w /  o • 

^ w o i v i n  g L e g i s l a t i o  n p o s s i b l  e E a r l i e s  t i m p l e m e n t a t i o  n 

i n i  f enacted i  n 

L I  T 
82/3 83/4 82/3 83/4 

LST 
No • Doubtful 1991 1 19911 

No Doubtful 19872 19872 

P  U Tax 
kef, 

<**ed Rates'
N  o

 Yes
 Doubtful
 Yes

 1985^
 19885

 1 9 3 6 3 

19895 

Not 
e s :
 1 See Green Paper, paras 6.42 - 6.43 

2 " n n , para 5.13 
3 DOE/Treasury estimate 


