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This letter fulfils my undertaking at Cabinet on 20 October to
write to colleagues about housing expenditure in 1982/83.

COUNCIL HOUSE RENTS

I first deal with the question of rents. In c(81)51 , the Chief
Secretary, Treasury, looks to increase the present average
council house rent of £11.50 a week in England by £4 per dwelling
per week. Colleagues should fully understand the implications of
such an increase -

a. any average increase across the country will produce a
wide spread of average increases as between individual
authorities; and an even wider spread of increases for
particular tenants. If we assumed for housing subsidy

and block grant purposes an average increase in rents of
glh, we estimate that 66 authorities would have to make
average weekly increases of over £5 with a few having to
face increases approaching £10. The estimated impact for
individual authorities of an average increase of £4 is set
out in column 1 of Annex A. And even within those
authorities charging an average weekly increase of £4

or less, many tenants would inevitably face increases of
more than £5;

b. +the rent increases which have so far taken place under
this Government have restored rents to a realistic and
defensible level, However, a further £4 on rents would
represent increases of 35% in cash terms and 23% in real
terms over 1981/82 levels, following on a 40% cash increase
in 1981/82. It would bring average rents to 11.7% of
average male manual earnings - well above the previous
post-war record of 9% in 1973;

c. it would cause an immediate jump of 1% on the RPI in
April which, because of the indexing process, could mean
that public expenditure was adtually increased by more

than the economies made through rent increases. An

increase of £4 in tHE level o% council rents would, on
current PESC conventions, reduce public expenditure in
1982/83 by approximately £600M, having allowed for rent




rebates and supplementary benefit. Against this, a 1%
uprating of other beMe€¥its would cost approximately £270M.
If, in addition, there were to be a 1% impact on the Tevel
of ﬁgge settlements there could be an additional £350M
increase imr total public sector wages;

d. rent assistance would cushion the impact on the lowest
paid. But this does not extend far up the scale. A 2-child
family with the head of housenovrd carning ok below average
adult male manual earnings receives no rent assistance. A
pay increase of 4% next year, in line with our hopes for
public sector pay, would leave this family with only an
additional £3 per week, after tax and national insurance
contributions. We have to consider the consequences of

rent increase of &4 to such people who will also face other
significant increases;

e. comparisons with the position in Scotland are becoming
increasingly embarrassing. The average rent for a Scottish
council house stands at about £7.60 in 1981/82, and even in
1982/83 may not reach the present English average of

£11.50.

Colleagues will be aware that, as I have sought to bring local
expenditure under tighter control, local government has become
increasingly ready to challenge in the courts administrative
decisions by central Government which they have previously been
prepared to accept. The recent Camden case provides a good example.
. T believe there is a material risk that rent increases of &4 per

wegk would provoke litigation, on the grounds that they are not
'reasohable! 3s they are required to be under the Housing Act 1957.
I am consulting the Attorney General on this point, but I cannot
for the moment be at all confident that the courts would not

uphold such a challenge. For the great majority of authorities,
rents will exceed the level required to balance the Housing Revenue
Account, and cannot, therefore, be justified on grounds of local
authorities!' housing costs. Whilst the Housing Act 1980 allowed
but did not compel authorities to charge 'profit rents' the
linkage now established with the block grant system (which I
explain further below) will enable authorities to claim that

they are being given no option but to impose rent increases which
they regard as unreasonable.

This indeed presents a major political difficulty over the direction
our policy on rents will be seen to be taking. Any sizeable
increase next year will raise rents to a point at which the great
majority of authorities (over 300 out of 367, at £4) will be making
profits on their Housing Revenue Account. Under present PESC
conventions, these profits will count as an offset to housing
expenditure, and thus serve to keep expenditure within provision,
only if they are transferred to the general rate fund thus reducing
the cost of ratepayers oflocal services other than housing.

Rate support grant for the authorities concerned will be

calculated on the assumptions that these profits are both

generated and transferred to the GRF, and severe penalties in

terms of increased rates may be imposed if this is not done.

In effect, council tenants will be subsidising the services

enjoyed by other local people. Onpresentestimates, some

85 authorities will be meeting 25% or more of their ratefund

expenditure from surpluses on council rents if rents rise on
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average by £4 in 1982/83. 1In another year or two, with further
rent increases, the entirety of some authorities!' rate fund
expenditure could be financed by HRA surpluses largely generated
by the profits made from council rents.

I must stress that even our most loyal supporters in local
government who have accepted many unpalatable decisions we have
been obliged to take in the interests of our economic strategy
will resist this policy bitterly. Local authorities which have
made every effort to contain their expenditure in other ways
nonetheless believe it to be indefensible that their tenants
should be called upon to contribute towards the costs of, for
example, collecting owner-occupiers' dustbins. It will, besides,
undermine the goodwill we have generated on the council estates,
by introduction of the right to buy and the Tenants' Charter.

It is in my view imperative to seek an arrangement which
extricates us from this difficulty while still applying pressure
for rents to rise to whatever level we consider appropriate. I
shall in the first instance write separately to the Chief Secretary
about a possible solution, which whilst securing the level of
HRA income via rents etc which we will agree in our collective
PESC discussions as being realistic, would apply that income in
at least as beneficial a manner as the current convention which
requires a transfer to the GRF. I shall keep colleagues
informed.

For all these reasons, I believe it would be wrong to look for
average rent increases in 1982/83, of more than £1.50, or
13% cash. Even this figure would absorb 50% of the Total

in take-home pay which many council tenants can expect -
see paragraph 2d above. The consequences for individual
authorities are shown in column 2 of Annex A. On my Department's
estimates, which are still highly provisional at this stage, the
additional provision needed to reflect average rent increases
of £1.50 a week as against the £4 a week proposed by the Chief
Secretary is at least £375 million. The ultimate difference
would probably be somewhat greater, since there is evidence
that authorities' expenditure on managing and maintaining their
housing stock is running ahead of provision in the current year.
This level of expenditure must be reduced in line with our eventual
reduction Ferf local authority current expendituregenerally, but
some additional PESC provision on this account will be
unavoidable.
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‘JUSING CAPITAL INVESTMENT

My Department now estimates that 1982/83 provision for housing
capital investment could only be maintained at its 1981/82 level in
real terms, within the original overall provision for housing
expenditure set out in Command 8175, if average rent increases of
gL were assumed for 1982/83. Colleagues are rightly concerned by
the extent to which, in recent years, capital programmes have been
sacrified to revenue. In no service has this been taken to greater
lengths than in housing. Provision for housing investment in
1981/82 is already 45% in real terms below out-turn for 1979/80.
This reduction amounts to 78% of the Government's total capital cuts
since 1979/80.

From the viewpoint of housing policy alone, the cut-back
represents a very serious decline in our ability to respond to a
rapidly deteriorating situation. The total number of households
in England is growing at a net rate of 150,000 a year. The growth
of the housing stock is failing to keep pace. Public sector housing
starts in 1980/81, at 39,000, were the lowest in peacetime since the
early 1920s; private sector starts at 85,000 were the lowest since
1952/53%; and:demolitions are rumning at around 30,000 a year.
Meanwhile, the numbers of dwellings falling into unfitness or serious
disrepair is on the increase. We are allowing part of the enormous
national asset represented by our existing dwelling stock risks to
decline seriously.

I must stress that under our policies public investment in
housing benefits the community as a whole, not merely the council
tenants. The system of grants and loans to private people for
improvement and repair of their houses is the main instrument in our
drive to preserve the dwelling stock. With the present constraints
on their investment resources local authorities are increasingly
unable to afford more than the bare minimum of grants they are
statutorily obliged to provide. The major reform of the grant
system we carried through in 1980 is having correspondingly little
effect. Another corner-stone of our policy is to encourage the
spread of low-cost home ownership. Our programmes in this area -
improvement for sale, homesteading, and shared ownership - are all
critically dependent on a modest input of public expenditure.

There are however other important considerations lying outside
the field of housing policy. The construction industry is a major
employer particularly of young people. Unemployment in the industry
is now running at 25%. In terms of job-creation, housing
investment is the most cost-effective and fast-acting form of
productive public investment available. In C(81)50, the Chancellor
of the Exchequer estimated the average net public expenditure cost
per job that would be created by an additional £1 billion of

investment +o be of the order of £20,000. As I set out in the
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| certain forms

a input from
the private sector znd produce figures that ar uch more favour-
able. For exzmple, where a ceveloper carries out a "shared owner-
ship off the shelf" scheme for a local authority, net estimated
cost to the Exchequer could be as low as £1,000 per job. By our
gbility to distribute housing resources geographically through our
system of cepital allocstions to local authorities, we can zlso
concentrate 1:ve°tment mne*o 1t is most needed in terms both of

housing conditions

to my paper of 23 June 1981 (MISC 14(81
of housing investment could generate a subst
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To summarise, I realise that the content of this letter presents
colleagues with a number of difficult problems, but I do not
believe I can reduce existing overzll provision for housing
expenditure in 1982/8% in the way the Chief Secretary has proposed.

I am copying this letter to the Prime Minister, to other members
of the Cabinet, to the Chief Whip, the Paymaster General, and to
Sir Robert Armstrong.

Q“Q MICHAEL HESELTINE
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CONFIDENTIAL ANNEX A
AVERAGE 1982/83 RENT INCREASES FOR INDIVIDUAL HOUSING AUTHORITIES

1. The following pages show, for each individual English housing
authority*, what rent increase would be needed in 1982/83, taking
account of its expenditure requirement assessed for block grant
purposes on the method currently proposed, if the national average
rent increase assumed for grant and subsidy were

a) &£4.00
b)) . £3.50.
¥ 3

2. With a £4.00 average increase, the highest individual
increase would need to be betwégna?d %%%r 300 authorities should
be able to generate surpluses on the Housing Revenue Account
(HRA) totalling £380M. The remainder would need to subsidise

the HRA by contributions from the general rate fund, also totalling
£380M.

3. With a £1.50 average increase, the highest individual increase
would need to be between £6, and £7. Around 250 authorities would
still be able to generate HRA surpluses, totalling about £125M.
The remaining authorities would need to subsidise the HRA by a
total of around £420M.

4, The figures are based on as realistic a projection of each
authority's HRA position for 1982/83 as can be obtained from the
latest information on its 1981/82 position, together with latest
Treasury assumptions on pay, prices and interest rates; the result
is necessarily however approximate. They show the rent that would
be required if the authority's HRA surplus or contribution from
rate fund matched the figure calculated for the authority(the

'GRE assessment') for purposes of the 1982/83 grant distribution.
The authority could in practice levy a lower average rent increase
if:-

i) it spent correspondingly less on managing or maintaining

ohe +

*except for a few for which the available data are thought T
be unreliable.




its stock than has been assumed in the czlculations or

it were to sell more council houses than had been

assumed or
ty in terms of
a

or contain its contribution t

that would follow from failure to achieve
o}

HRA to the

ed by its GRE assessment.
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Name of Rent Increase
nousing Needed
S Authority
Macclesficld R Sy
Vale Roral £ 4.43
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Warrinaton 3.65
Cleveland

Hartlerool
Lanabaursh
Middlesbroush
Stockton-on—-Tees
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Cornuwall

Caradon
Cairrick
Kerrier

North Cornwall
Perwith
Restormel
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Cumbria

Allerdale

Barrow in Furness
Carlisle
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South Lakeland
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Devon
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North Devon
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Mid Devon
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Name of Rent Increase
Housing
Authority

Torbay

Torridse

HWest Devon

Dorset

Bournemouth
Christchurch
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Durham

Chester—1le—Stireet
Darlinaton
Derwontside

Dur ham

Eacsinaton
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Exzst Sussex

Erishton VS . £-1.1&
Eastbourne ' : ; £-0.17
Hastinsas . o3 £ 3,00
Howe : : £ 1.54
Lewes £ ; ' ' Rty £ 0.70
Rother N 2 £ E.18
Wealden £ 0.56
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Basildon
Braintree
Brentwood
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Name of Rent Increase
Housing Needed
Authority
Thurrock £ 3.04
Uttlesford £ 2.63

Gloucestershire

Cheltenham
Cotswold
Forest of Dean
Gloucestear
Stroud
Tewkesbury
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Hameshire

Basinastoke and Deane
East Hampshire
Eastleish
Fari»=ham
Gosrort

Hart

Havant

New Forest -
Portsmouth

Rus hmoor
Southamrton
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Winchester
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Hereford
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Mzlwern Hills
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Worcester '
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Wyre Forest
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Name of

Housing

Authority
Wxt ford ‘
Welwyn Hatfield

Humbaerside

Beverl oy
Boothforry
Clecthorres
Glanford

Great Grimsby
Holderness
Kin2ston uron Hull
North Wolds
Scunthorre

Icsle of Wiaht

Medina
South Hisht

Kent

Ashford

Canterbury

Dartford

Dower

Gillinsham

Gravesham
~Maidctone

Rochaster uron Medway

Sevenoaks 5

Sherfway

Swale

Thanet ,

Tonbridse and Mxllins

Tunbridoe Wells

Lancachire

Blackburn
Blackrool
Burnley
Chorlay

Frlde
Hyndburn
Lancacster
Fendle
Preston :
Ribble Valley
Rossendale

Rent Irdcrease
Needed

£ 2.14
£ 4.49
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Housing ced Rent Incresces
: .;:.uthority Newdod
South Ribble .
West Lancashire
Wrre

Leicestershire

Blaby

Charnwood

Harboroush )
Hinckley and Bosworth
Leicester

Melton

North West Leicestershire
Oadby and Wiastan
Rutland
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Lincolnshire
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West Norfolk
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Name of Rent Increase -
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hame of Rent Increase
Housing Nerded
Authority

Somerset

Mendig
Sedasmoor
Taunton Deane
West Somizrset
Yeowil
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Staffordshire

Cannock Chase

East Staffordshirse
Lichfield
Newcastle—under—Lyme
South Staffordehire
Stafforgd

Staffordshire Moorlands
Stoke—on-Trent '
Tamworth
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Suffolk
——
Babersh
“Forest Heath
__Irpsuwich
Mid Suffolk
=% Edmundsburv
Suffolk Coastal
Waveney
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Surrey

Elmbridse

Ersom and Ewell
Guildford

Mule Valley :
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Runnymade

Srelthorne
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Strztford on Avon g & £ 3.73
HWarwick £ 4.00

Wnst Sussex
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Mid Sussex
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Wiltshire
HKennet

North Wiltshire
Salisbury
Thamesdown

West Wiltshire
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Kame of
Housing
Authority

Tyne and Wear

Gateshead
Newcastle uron Tyne
North Twvneceide
South Tvneside
Sunderland

West Midlands

Birminsham
Coventry

Dudl ey
Sandwell
Solihull
Walsall
Wolwerhameton

West Yorkshiire

Bradford
Calderdale
{(irklees
Leeds
Wakefield

_Greater London

Grezter London seneral
City of London

Camden -
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Hackney -
Hammersmith and Fulbhan
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Kensinaton and Chelsea
Lambeth
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Barnet
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Cravdon

Ealins
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Housing Needed
Authority :

Enfisld

Harinsey

Harrow

Haverins

Hillinpadon

Houncslow
Kinsston—-uron-Thamss
Merton

Newham

Redbridse
Richmond—uson-Thames
Sutton

Waltham Forest

4.72
2.11
1.4S5
0.€0
3.96
3.03
2.43
2.00
3.14
2.73
3.33
0.57
9.47
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