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TOCAL GOVERWMENT FINANCE

an_interim report
The fu

We have taken as A basic mpsumphtion and backgrommd t¢
poliey thinking, the October Manifesto pledge to abolish
domeatic retes recently confirmed by the Shadow Cablnet.

Wa havo retained this ae central %o our poalicy, whatever
Tayfield may recommend, but clearly the detailed congidaration
of alternative local revenus sources would be btest left

until Iayfield has reported.

Wo take the view +het the abolition of all rating must
be seriously coneidered. Without domeatic rates, the
political sanction of the system will virtually disappear.
Tndustrial and commercial ratepayers would be vulnerable
to punitive increased from some ¢couneils and would lack
any representation to apecifically matoh this texation.

The adventages of the total abolition of ratea would
inelude considerable saving in manpower in the Iniand
Revenue valuation division, ad well as the saving of the
conta of administration and reyment of the rate rebate
scheme. The abolition of rates has implications for
water supply charging, but we: are meintaining closa links
with the Water Oycle rolley Group. We wiph to conaider
further the: implications of mboliehing commercial and
industrial rates, becaunse at the present time wer nesd
more Jnformaticm about the effect of abolition on the yield
of corporation tax.

We have concentrated in our early meetings on the
question of controlling the total amowmt of local
government expenditure.

orteomin £ the pent gyete:

Quite apart from the Aisadvantages of the rating gysten
(1ts inherent unfairness, - falling on houscholders onlys
its regressive naturs, and ita lack of tuoyaney) there
are serlous shorteomings in the overall control of Tocal
government finance, The Rate Bupport Urant negotiatiens
establisk an agreed sum of ‘relevant' expenditure by
loeal suthorities which will attract excheguer grants,
tut this in no wey represents the fetal epending of lcoal
authorltieg. Purthermors there is ne statutory way of
limiting the rate oall of loecsl authorities through the
grant mechanism.

The Fate Support Grant order negoiiations have thelr
own inflaticnary momentum, 24 Colin Jones pointed out in
an erticle in the Financial Times on Tth May, beceusa,
the negotistions are not based ob tho result of the HSG
negotintions of the pravicus yoear, but od the eatimated
oufturm expenditure of that year,  Thers ia ancther
inflationary factor in the operation of the Rate Support
Grant {increassa) order, because local authorities know
that they have the safety neb of the incrsase erder to
contritute retrospeetively to their expenditure.

Hinally, the sushioning of domestlc ratepayers thro
the domest!.c e¢lement, ae wall 2g rate nbatgzz, J.‘af'ga:l.y-ugh
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neutralises the deterrent effoat of rates on spendthrift
sounci 18, which is claimed DY enthnminete forr ratas. There
ere, in any csas, other more offestive mothods of making
the electorate foel the impast of injudicious budgeting

by councils.

3. A Celldng ocn loosl 8x aj ture

The priority 1a to idantify an effactive way of
controlling or sbating growth in local government expenditure.
In a time of high inflation, thim: is even mora vitals
%o take the view that the real freedom of looal government
jg in the decisicns taken concepning the provision of
services snd the spshding of money, mwatherr than in the
peieing of revenues, and that, given & 18T alsnment of
flaoretion in the conduot of powers and dutles and
provision of services locel authorities will accept &
more stringent wntroi. over the total amount of thelr
expenditura. {Wer would expeot some reduction in aaff
at DoB, DEY and DHSS, if Oantral Government serutiny of
individual local ssrvices was removed.) We proposa that
Jhe Central Governmont ahould, through negotiations between
ToE snd tha local autkority aasociations, determine in
sdvance, the total level of expendlturs appropriate in the
foilowing Finsmeisl yesr. Nine er oat of thie sum
would be provided by the Exchedl BB & + or Local
Government Allocation (LGA) from ventraliy-raised revenue.
Ten per cemt would be reised looally.

4. The Looal Govermme: Allcoa f

The Tecal Government Alloocation would be expressed in
$orme of vash limits, snd there would be no provision for
an incressa order. The negotiation would. he based on the
needs and servicem of the local autherifjes, but we. would
hope that the formula used would be gimpler then that at
pregent used for R3G.

With the &hﬂlﬂ%ﬁfaa- it will he
poegible to Bimpify conaide s caloulation of
excheguer aid. T+ will, te possible to dispense with ke
domestic element entirely, and if all rates were aholished,
the resources element would slso gt.

The TGA would be made in separate paymhenta %o sounties
and districta. There would in-effect be four different
LGas, paid t¢ Metropolitan Gounties, Metropolitan Diatricts,
non=Metropolitan Counties, and nonsMetropolitan Districts.

5.  Mopltoring

To snsure that Iocsl authorities generslly sontalir
expendifure within the Looal Government Allooation, there
muat be mora scrupulous and popnistiontsd monitering of
manpower and expenditure. This should be operated
jointly by the Looal Authority Associations, the DoE, and
Ihe Comeultative Couneil on Lacal Govermment Finenca.

e latter may need to be reconstituted.



Probla rie from cas a

While we favour the imposition of cesh limits for local
authority expenditure, we recognise that thers may ba &
number of contingencien: whioh lemd te overspending or
local authorities running out of money before the financlal
year ends. These arat

a) unexpected levela of inflation. To contemplate an
ineroase order to kesp pace with inflation would run
oounter to the cash limlts principle. In thie:
circumstance, the authority must make aconcmias by

n  ecutting capital expenditure schemes first, and then
reducing sorvices or standards or running dewn staff.

b) edditienal dutles or commitments given %0 locel
£ithordties Ty Cemtrsl Oovermment. In the introduction
of logisiation or nationelly~agreed pay settlementa,
Parliament or Cantral Government add %o the outgoings
of the local council, In these clrcumgtances, &
spechific. grant should be made in rogpect of the cost
of the additicnal commitmonts during the financial
year.

We suggest that wherever appropriate, new legislation
should be accompanied Ly an appraisal,agreed with tha
Local Authordty Aest¢im%lons, of the revenue and man-—
powst implicaticns for local authoritiss. The
game should apply to loan ganction for capital
projecta. The revenue implications of loan sanotion
for, say, new nurdery school buildings must be
vragogniped., We feel that the spanding deypartmenis
of Whitehsll must adopt & corporate approach within
the Government in their relationship with local
governmenta.

¢} local extravegenoe oy slack turdgeting., Whera the
Tocal authority ia directly responsible for over—
spending, they should net ba resoued by Qentral
dovernment, tut should have the opticn of either
cutting thelr capitel programmes, reducing their
servioes, cr levying & thavge, with the approval of the
Seoretary of Statesom all their eleotors in that
finanoial year. This would have the merit of
identifying the sxtmvarfama of the. loeal coungil
with the herdship experienced by the slectorate.
The charge will not be operated ag a regular sourde
of local revenue but only as & sanction against
profligate spending.

d) unexpected contingencies, for example, natural
dipasters, oil poilution or the influx of large
numbers of immigrents, will otvicusly place exira-—
¢rdinary pressures on looal authoritley and speotal
arrangoments would have t0 be made in these vases.

Budgzetary programmes

We believe that there im scope for mome flexibillty in
tha budgeting of local suthorities and in particuler
thet 1t should be poasibler t¢ tremsfor meney from
capital to revenue acoounts end vice versa, todter
pricrities and oring in new opticne as clrcunstancas change.
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We are considering the merits of rolling quinguennial
tudgetary cycles of both capital and revenus axpenditure.

These would provide the flexibility naeded, but would
bave serdous implications for the opermtion of key
seotor approvel for loan panction. We wish to study
tha questlon of finence for capital expenditure in more
detail.

co k")

Wla resognise ihat, partloularly in Metropolitan areas,
thers 18 congiderable dissetisfactlon with the levying of
county precertd. Distriet ocouncile regent having ¢
solleot money for a County Counoil, which might be
sontroiled by a dlfferent Party, or ILEA, or the Water
Anthority. It alsio provides an alibi for the oounigil
which attempts to conoeal its own finanoial weaknesgcB.
With the sbolition of domestic rating, we think the +ime
ig oppertume for sbolishing pracepts, and giving each
authority ite own revenus.

We sxpect Regionsl Water Authoritiss to move to
airect billing cver the next few years, and this is
glgo the view of the Water Ggola Policy Group. The
apacial arrangemont for the olica: Authority to bild
County Gouncils should be retained. The IGA wonld be
peid geperately to countles and diatricts, within and
sutside metropoliten areas, snd such additionsal Llocally~
raiged revenue as may be approved would alsc be collacted
by each authoxity.

Togally-Raised Reyenueg

Returning to the question of rating, we accept thet,
in epite of its mdvantages, %his tax ie not suited o
the scope of services provided by local government today.
We agres that about ten per cent of looal authordty
revenme should be raised locally throngh buoyent and
progresaive taxes. We shall look at this in mere detail
at & letar stage in our disousasiona, taking account of
the Tindings of the Iayfisld Report.

Local Authority 3§ cog

T+ %8 not the poliey of the Barty it reorganiss local
government, and ¢eriainly pot e lemve half open dcora.
For the advocates of reglonal government. Wa recognise,
however, that the 1972 recrganisatien hae created a
number of problews, particularly: in the duplisation of
services at county and district level and at Whitehall,
continual bickering over agenociss, and inoreased in staff.
At 8 later stage we intend to rsv.}tew sarvices, funotion
by funetion, to remove duplication, and to see if they
are properly in the publie sector.

Manpower

The Government estimates that 55 per cent of the cost
of looal government im taken wp by palarice and wages.
Tocal Govermment is @ labour intencive serviocs, and is,
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thus, particularly susceptible te wage inflation. The
Government bas recognised this in ite Remunemtion
Charges and Grants Bill by +aking powers to withheld R3G
from Authorities which disregard pay Llimits.

Reorgenigation undoubtedly generated inoreasas in
both steffing and salary levels, It iz cstimatod
thet the planning requirements of the new authorities
rapresent a seventy per cent increase over pre-1972
staff numbers. Inereases in population of the new
digtriet councils also led 1o a unique spiral of pay
inflation, largely for senior officers' salaries.

We believe that the manpower requirementa of all
loeal authorities sghould be strietly monitorsd.

o know that nationally-agreed pay settlements for-
the police and temchers are subjlect of the direct
approval of the Home: Scorstary and Education Seoretary
respectively. We belleve that pay agresments negotlated
through the National Joint Councll for other local
sutherity employees should bs subjeet to the approvel
of the Secretary of Btate for the Environment.
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