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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Kenneth Baker MP

Secretary of State for the Environment 1!) ~
Department of the Environment ( ‘tﬁ *1
2 Marsham Street e
London

SW1P 3EB

2(march 1986
oA

LOCAL AUTHORITY CONTRACTING OUT
A

Thank you for your ietter of/?/ﬁarch.

In view of the fact that legislation is on its way
I am content to accept your view that issuing a White Paper
this summer would not achieve very much. I am ‘glad that
you and William Waldegrave will be pressing the theme of
competition in other ways whenever opportunity offers.

We do, of course, still need to decide whether or
not to modify the proposals set out in the February 1985
Green Paper on Competition in the Provision of
Local Authority Services in the light of comments received.
I understand that you aim to put a paper to H Committee
shortly, and I look forward to seeing your suggestions.

I am copying this letter to the Prime Minister, the
Lord President, and other members of H Committee and to
Sir Robert Armstrong.

Z‘\AMM’,

JOHN MacGREGOR

CONFIDENTIAL
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FROM THE MINISTER FOR LOCAL GOVERNMENT AND THE ENVIRONMENT

SCOTTISH OFFICE
NEW ST. ANDREW'S HOUSE
ST. JAMES CENTRE
EDINBURGH EHI1 3SX

The Rt Hon Kenneth Baker MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

LONDON
SW1P 3EB /7 February 1986
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LOCAL AUTHORITY CONTRACTING OUT /,

I read with interest John MacGregor's letter of 4 \Feyua/ry circulated to

the Prime Minister and to members of H Committee.

I very much hope that it will prove possible to take a competition Bill
next session. Left to themselves, local authorities show little or no
inclination towards increased competition; and we must therefore do all we
can to induce in authorities a more positive attitude to greater efficiency
and effectiveness. There are, I am sure, significant savings to be made
either by having work done in the private sector or because of the
stimulus of competition on the local authorities' own workforce: and these
savings in turn open the way to rate reductions without any reduction in
the standard of the services involved.

The proposal for a White Paper in the summer also has my full support as
I think it is important for us to take every opportunity to publicise our

itment to further tendering for a wider range of local authority
activities and to the introduction of legislation on this subject at the
earliest opportunity. I would hope that Scotland would be seen to be
involved in this process in a significant way; and my officials will be
working closely with yours on the detailed proposals over the months
ahead. :

I am copying this letter to the Prime Minister, to the Lord President,
members of H Committee and to Sir Robert Armstrong.

5 e
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MICHAEL ANCRAM
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Kenneth Baker MP

Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

SW1P 3EB

(P February 1986

e NI

LOCAL AUTHORITY CONTRACTING OUT
Thank you for your letter 7 January.

I welcome your assurance that officials are doing
the detailed work so as to be ready with instructions to
Counsel at short notice. As  you @ sayaiiwe i dotineed  to
demonstrate to the world that we are actively preparing
the legislation. If, as I hope, QL Committee and Cabinet
endorse your Dbid for _legislation on this in 1987-88, it
might help if you could produce a White Paper in the summer
setting out the results of last year's consultations and
the Government's decisions on the scope of the legislation
to be presented in 1986-87.

I agree with your other suggestions for non-legislative
measures. Practical advice on tendering in the new areas
will be particularly useful. The better the tendering
process the " moré "likely 1is it that value for —money
improvements will be achieved.

I am copying this letter to the Prime Minister, to
the Lord President, other members of H Committee and to
Sir Robert Armstrong.

/M st

JOHN MacGREGOR

CONFIDENTIAL
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A MESSAGE FROM THE SECRETARY
QF STATE

Your local councilis elected to provide a vast range of services. Everyone
in your arca benefits, directly or indirectly, from those services.

That makes local government big business. In 1984/85 councils
spent £45 billion - a quarter of all public spending. They employed nearly
three million people — one-seventh of the country’s workforce.

Expenditurconsuchahugescale has to bea matter of serious concern
to all; to Government because of our responsibility for the national
cconomy; to Jocal authoritics because they spend the money; and most
importantly to you thetaxpayer and theratepayer becausc itis your imoney.

Local government has no moncy of its own. Somcone has to
provide it. The domestic ratepayer knows only too well how much he
pays. But few realisc that the taxpayer pays for halfoflocal spending
through central government grants. Fewer still know that the business
ratepayer provides two-thirds of the rest. And pracucally nobody
understands how the system of government grants to local authorities
works.

The resultis that people don’t know why they pay what they do for
Jocal services or why their rates go up or down or why they are higheror
lower than in another local authority arca. What they do-know is that very
many people benefit from local services but make no contribution acall.

The present system is unsatisfactory. Virtually everyoncacceepts
that whatis nceded 1s a system which is both fair and comprehensible.
That is why the Government has carried outa scarching review of how we
pay for local government. Its conclusions and proposals for change have
been published in the Green Paper, Paying for Local Government. The
Government is now inviting cveryone who will be affected by the
proposals - local clectors and ratcpayers, industry and commerce, and
local government itsclf - to comnient on those proposals.

To help the process of consultation this leafletis intended to provide
a summary of the proposals and the reasons for them.

/‘
K ETH BAKER
Se ry of State for the Environment

PAYING FOR LOCAL GOVERNMENT
THE NEED FOR CHANGE

At present, tocal government
spending consumes about a
quarter of all taxes paid in the
United Kingdom. )

Thatlevel of spending and
the burden it imposcs on taxpayers
cannot be ignored by central
government. Simee 1979 the
Government has tried to
encourage local councils to curb
their spending. To do this it relied
upon local ratepayers’ reluctance
to pay hagh rates to persuade
counaillors to keep spending
down.

There has been some success
in containing the growth of local
spending. Butscrious flaws in the
way we pay tor local govermiment
have come to light. These flaws
distort the impact of a counail’s

spending decisions on Jocal
electors and so weaken local
democratic pressures against high
rates. The main reasons for this
are:

business ratepayers who danot
have a vote pay well over half the
extra rates needed for any increase
inlocal spending;

only just over half of the local
clectorate are liable to pay rates;

the system of grants from the
Governmentis so complex that
local electors are notaware of the
rcal costs of Jocal services, nor can
they see any clear hink between
changes in what their councils
spend and changes in their rate
bills.

LOCAL AUTHORITIES' CLAIM ON THE TOTAL TAX BURDEN
UNITED KINGDOM 1984/85

Local taxation (rates)

Ceontral Government
1axes on ncome,
expenditure and
capital, and
national insurance
eic. contributions

Taxes to
> qQrants
to loent
nhnries Ay
) VG g




JETTER LOCAL ACCOUNTABILITY

Centragovernment has a
respossbility to manage the
nation: cconomy. Italso hastolay
down plicies and prioritics for
publiczrvices which are provided
Jocallyput where there is a national
interesan standards.

Deal government’s role is to
providservices in a way which
reflectiocal circumstances and
local cbice. So government
grantsnd local taxes should be
designd ina way that makes Jocal
clector awarc of the real costs of
SCrvice.

Ffective local accountability
must dow local elcctors to decide
the levi of services they want and
how mch they are prepared to
pay fothem.

he Government believes
the preent system of local
govch\cnt financc weakens local

accountability. Becausc the cost of
extra spending is not clear to local
clectors, councils may be tempted
to incrcase spending rather than
hold down rates.

Oncanswer to the problem
might be for the Governmentto
take over the funding of key
services —such as education—by
transferring the costs from Jocal
raicpaycis to natioial taxpaycrs.
But this would reduce local
discretion and increase direct
interference from Whitchall. The
Government rejects this approach.

The Government’s preferred
approach is to reform our system
of local government finance so as
to make sure that local
accountability works properly.
That is what the proposals in the
Green Paper are designed to
achicve.

THE GOVERNMENT’S PROPOSALS .

The rr\m proposals in the Green
Paperre:

a uiform national non-
domeciicrate set by Government,
with te proceeds distributed to all
local athorities in proportion to
the nunbers of adults in their area;

a pased replacement, overa
perio®f up to ten years, of
dome:ic rates by a community

charge which cach authority
would set and which would be
paid by every adult residentiniits
arca;

a much simplified grant
system, which would compensate
for differences in local authorities’
needs and provide additional help
in the form of a flat-ratc sum per

adult.

I'he Government beheves
that these proposals would:

protect non-domestic
ratcpaycrs;

giveall clectors a stake in their
council’s finances;

ensure that the full cost of extra
spending by a council is met by its
own clectors;

cnable electors to see the link
between what they pay and what
they get;

give local authornities greater
certainty about the level of grant
they will get.

The present system, forall
its shortcomings, hasbeen buitup
over many years. The
Government accepts that chanzes
cannot be madg overnight. Th:
Green Paper, therefore, proposcs a
phased move towards new
arrangements.

NON-DOMESTIC R ATES

In 1984/85 non-domestic rates —
thatis the rates paid by industry,
commerce and mstitntions —
contributed over X7 billion
towards local spending n
England. Over half the total rate
bill comes trom this source.

SOURCES OF RATE INCOME — ENGLAND 1984 /85

Schools,

Commmrcial

Disadvantages of the present
system

‘Non-domestic rates arc nota

satisfactory local tax for several
reasons.

First, the size of the non-
domestic ratepayers’ contribunon
micans, on average, they
contribute £1.50 for every L1 paid
by the domestic ratepayer —ye:
they have no vote or sanction cver
how much thercouncil spends. The
domestic ratcpayers~who doiave
the vote —mect less than half'the
rates bill. Thisfis untairto
businesses and weakens the
accountability of councils to local
clectors. 1

Scecond, non-domestic rate
poundages vary cnormously from
onc part of the country to anotier—
in 1985/86 from 151pinthe L to
347p in the £. These variations—
which arc caused by local authority
spending policies over which the
non-domestic ratepayer has ne
control —damage cconomic
cfficiency and distort
COmpCtitiveness.

Third, the cost of non-
domestic rates is ultimately passed
on - for example through higher




prices - to people who may well
not live in the area. So the eftects of
high rates on businesses donot
nccessarily fall on those who voted
for high spending.

Fourth, non-domestic
properties arc heavily concentrated
in particular arcas. This mcans that
there are major differences in the
amount of iIncome authoritics can
raisc through the rates. Complex
government grant arrangements
arc needed to even out such
differences. This weakens the link
between changes in spending and
changes in local taxation.

Proposed system
To tackle these problems, the
Green Paper proposcs:

a uniform national non-
domestic rate, sct by the
Government;

income from non-domestic
rates should be pooled and
distributed to all councils as a
common amount per adult;

increases in the non-domestic
rate should be tied to the rate of
inflation;

local councils should have
discretion to sct a local non-
domestic ratc up to a limitof,
say, five per cent of the national
uniform rate, and keep the
proceeds.

Before the new systemis
introduced there would bea
revaluation of non-domestic
propertics in time to mtroduce
new values on 1 April 1990. There
would be arrangements to phasein

shaaflacte nf hath thoe rou: tlvv’\f aon
NS CLICTIS O OOIN LAC TTValaliln

and the move to the national non-
domestic rate, because local
businesses will have to be
protected from sudden changes.
The Government believes

that this approach would:

increase local accountability;

remove the cconomically
damaging variations in busincss
ratcs;

provide greater cartamty for
businesses;

cnsurc continuity of income for
local councils;

allow a radical simplification of
the grant system.

DOMESTIC RATES

Yardsticks for a local tax

The Government considers that
any local tax must satisfy three
main tests:

Each of these tests is
important. But the testof
cncouraging local accountability is
crucial.

the Government believes that they
fail the other tests:

chey take little account of
people’s usc of services;

itis almostimpossible to sce
any rclationship between changes
in rate bills and changes in council
spendig;

rates fall on too tew shoulders.

Only 18 million of the 35
million clectors in England are
liable to pay rates. About three
million of them have their rates
paid n part by rate rebates, and a
further three million have therr
rates pand in tull,

These factors mean that
councillors cannot be clearly
accountable to their clectors for

. their spending deaisions. Partof

the problem will be tackled by the
Governiment's proposal in its
review of the social security
system to make all ratepaycrs pay
at lcast 20 per cent of their rates
bill. But this reform will sull leave,

almost half'the clectorate paying
no rates; and it will not deal with
the underlying weaknesses of the
domestic rating system.

The Government has
therefore concluded that domestic
rates must be replaced by anew
local tax if local accountability is to
be improved.

Alternatives to domestic rates
There arc only three types of tax
which would be capable of raising
the amount of revenue currently
produced by domestic rates:

a local sales tax;
alocal imcome tax;

a tax on residence -
community charge.

A local sales tax

To produce the income currently
raised by domestic rates alocal
sales tax would have to be levied at
an average rate of 6%2 per centon

top of VAT. Butit would not be

‘workable within the British

PROPORTIONS OF THE ELECTORATE PAYING FULL OR PARTIAL RATES
ENGLAND 1984/85

Non-householders
paying no rates

Householders
payng full rates

iS it [‘:Chnicauy adcquatC? - - Householders  Householders
it fair? Disadvantages of domestic paying no retes  paying partial rates
X rates » v .

A Recaiving rebates
Although domestic rates are
technically well tried and tested,

ocs it encourage local
d atic accountability?




structure of local government.
And while it would be paid by all
consumers, it would be
administratively complex and its
yicld would be very uneven
between councils.

Abovcall, it would not
enable local people to seea clear
link between what they paidin
local taxation and the spending
behaviour of their local council.
Sales tax therefore fails the key test
of promoting local accountability.

Local income tax

To produce the income currently
raiscd by domestic rates would
require, on average, an increase of
4Y2p on the basic rate of income
tax. Although local income tax s
widely advocated as an alternative
‘to domestic ratces, it has scrious
disadvantages:

higher income tax would run
counter to the Government’s
commitment to reduce the burden
of tax on incomcs;

alocal income tax — paid by less
than 60) per cent of the local
clectorate— would not greatly
increasclocal accountability or tie
payment for local services more
closcly to the use made
of them;

a tax which redistributes
incomc has important implications
for the management of the
cconomy and so is not a suitable
tax for local councils;

cven though PAYE income tax
is now being computerised, there
would still be greatadministrative
dij@ltics in running a local
in ctax.

8

A tax on residence — A community
charge
The Government has, therefore,
concluded that the only suitable
replacement for domestic rates
would be a flat-rate charge payable
by all adult residents —a
community charge. Alonc of the
options, itsatisfics all three of the
main tests for a local tax. Help to
thosc on low incomes would be
provided through the social
SCCurity arrangements.

The Government believes
that:

the community charge would
be better related to use of local
services and would greatly increase
accountability because everyonce
would have to pay something;

it would be at least as well
related to ability to pay as domestic
rates;

the poorest houscholds - those
with an income (after taxes) of less
than £75 a week —would,
general, be beteer off, as the chart
opposite shows: this is because
many of them are single-adult
houscholds.

Register

The proposed new system would
require councils to sctup anew
register of thosc liable to pay the
community charge. This would be
scparate from the clectoral register

" and would include forcign

residents and others not cligible to
vote.

RELATIONSHP OF RATES AND FULL COMMUNITY CHARGE
— BEFORE 1EBATES —~ TO NET HOUSEHOLD INCOME
IN GREAT BRITAIN

Percentage of Income

Gross Rates as 8 percentage
of Net income

g Gross Community charge 8s

a percentage of Income

Net Weekly Income (£'s)

GRANTS TO LOCAL COUNCILS

The presentsystem

About half of local reveme
spending is paid for by the national
taxpayer through Govemment
grants. The main grant-block
grant—is designed to 1ron out
differences in the income local
councils can raisc from nites and
differences in what theynaveto |

spend to mect their local needs and
circumstances.

The present system,
however, undermines the
accountability of councillors
because it obscures the link
between what councils spend and
what they ask their ratepayers to
pay. Itis very difficult to work out

9




whether increases in rates arce
causcd by the spending policies of
the counci) or by factors outside
the council’s control, and to
undcrstand why rate bills vary so
much from onc authority to the
next. In addition, councils cannot
be certain what their income from
government grant is going to be.
These problems anise

because:

councils find it very difficult to
predict how much grant they will
get because this dcpcnds not only

—

;’ . DISTRIBUTION OF AVERAGE DOMESTIC RATE BILLS FOR SPENDING
: AT GRANT-RELATED EXPENDITURE - ENGLAND 1984/85
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Percentage of Authorities

on what they spend but on what
other council spend;

changes in the way in which
grant allocations are calculated
make for constant nstability in the
systcm; |

the prou}s of trying to
compensate tor differences in how
much councils can raisc from rates
transfers large sums of moncy
round the country ina way that
nobody undcrstands. It also

N I TR I
Produdis wiad

e
|
i

Grant-rclated expenditure s the
Government's estimate of the overall costs
to an authority of providing a standard
level of service. These estimates —~ which
arc calculated by formula - arc used as the
basis for distributing block grant to
authoritics.

=

average domestic race bills
between councils, even for
comparable standards of scrvices,
as the chart on the lefeshows.

All these factors obscure the
link between changes inspending
and changes in rates.

The grant system also has
other undesirable eftects. Ieleads to
variations in average domestic rate
bills between arcas which are far
greater than the vanations in
AVerage mcomes.

The chart below shows the
Jargce varations in domestic
ratcable values in different English

re L,mn\—om of the factors
determining the distribution of
Government grants and the level
of rate bills— when compared with
Variations in average incomes.
This can cncourage ratepaycrs in
arcas with low ratcable values to
demand higher spending on
services than those in arcas of high
ratcable values.

Proposed system

The Government believes the
grant system must be reformed if it
is to help improve local

accountability. It needs to be

| AVERAGE DOMESTIC RATEABLE VALUES AND AVERAGE INCOMES
IN ENGLISH REGIONS

Percentage
above, below
England average

40 @ Average Domestic
Rateable Value

g Average Net
Househaold Income

East
Midlands
- 20 -

—J
Northern
~-30 A

Yorks &
Humberside

West
Midlands

5 tocrs

Greater
London

East
Angha
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simpler and more stableand to
allow local taxpayers to scca clear
link between changes in what their
council spends and changes in their
local tax bills.

The Government will
continuc to compensate authorities
for diffcrences in thor spending
nceds. But the proposals for
reforming non-domestic rates and
for replacing domestic rates witha
flat-ratc community charge mcan
there would no longer beanced to
compensate for differencesin
authoritics’ ability to raisc Jocal
income.

This paves the way fora
simpler grant system, consisting of:

anceds grant, which would
compensate authorities for
differences in what they need to
spend to provide a standard level of
SCIvice;

astandard grant, which would
distribute the remaining grant to
all authoritics as a common
amount per adult.

Grantallocations would be
fixed at the start-of the financial
ycar arrd would not be affected by
what councils spent.

The Government believes
these proposals would:
1~ providca much simpler grant
system;

give councils certainty and
stability about their grant
allocations;
put the full costs or benefits of
increascs or reductions in a
’ncil’s spending squarcly onits
clectors through the

community charge;
12 :

improve the accountability of
councils to their clectors.

A BETTER SYSTEM

The Government belicves that the
proposals offer the promise ofa
fairer and better way of paying for
local government. That meansa
system which will give stability to
Jocal councils; bencfit the business
ratepayer; and make it clear to
voters what they are paying for the
services they receive. That way
they can decide what sort of
council they want.

MAKING THE
CHANGES

The Government will be
considering any comments the
public may have on these
proposals. A White Paper willbe
published carly in 1987 which will
sct out proposals for legislation.

YOUR VIEWS

If you want to makcany
comments on these proposals as
they affect England, youcan doso
by writing before 31st October
1986 to:

The Department of the Environnicht
Room N6/0Y

2 Marsham Strect

LONDON SWIP3LEB

Prepared by the Departinent of'the Environment.
Produccd by the Central Oftfice ol information. 1986,
Printed in the UK for HMSO. Dds933889.

ENVI JO120NJ.




2 MARSHAM STREET
LONDON SWIP 3EB
01-212 3434

My ref: B/PS0/19747/85

Your ref:

el

77 January 1986

¥
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LOCAL AUTHORITY CONT P.L)I NG OUT

! cne. W |
Thank you for your letter of 29 November. I am glad we are ag ed
on the inadvisability of going ¥6r anything less than fully detailed
legislative provision in this area. In anticipation of time being
made available next session my officials are indeed continuing to
make progress with detailed work, so as to be ready with instruct:ions
to Counsel at short notice.

The savings identified in John Banham's preSQHtation do of course
range well beyond the areas which would be directly affected by

our compulsory competition proposals. Whilst I have no doubt that
those proposals will achievereal savings and increased efficiency

in the affected areas I think that we need to tread somewhat careZully
in identifying the Audit Commission value-for-money studies directly
with contracting out.

I will meanwhile consider what non-leg'sl“ive measures might be
taken. Like you I am anxious that the irevitable delay in legislatiocon
should not be taken as any ueakening of our resolve tc see
51gn1f1ca1t increase in competition within local authority

In my view, therefore, we should concentrate on demonstratin

the public generally and the lccal government world in parti

that we are actively orepallrg both the legislation and the

detailed service by service implementati P : S R pllo*
project in one of the relevant areas of 1v1ty is one possibility;
others mlght include overt joint working with, eg. CIPFA on

financial issues and, perhaps through consultants, the preparatiocn

of some general advice on the practical process of tendering in these
new areas.

I will certainly consider whether such proposals might usefully be
brought to H. I am sending copies of this letter to the recipients
of yours.

KENNETH BAKER

John MacGregor Esq OBE MP







