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PRIME MINISTER

COMMUNITY CHARGE: TRANSITIONAL ARRANGEMENTS
[E(LF)(87)45]

DECISIONS

The Sub-Committee needs to decide;

either a. to stick to the transitional arrangements agreed in

July for the community chque which were based on duyal running

of rates and the community charge over a four-year period,

accompanied by a safety net;

b. to allow as many areas as possible to go straight to

the community charge in 1990, with minimum arrangements to
S e e ————

mitigate the impact on those who would be most sharply

—_—
affected by the change.

& The Environment Secretary is strongly in favour of the latter

m—

course. His paper argues that the Government cannot simply stick

with the July decisions. He is no longer proposing that authori-
- it

ties should be given the option whether or not to have dual
; . . T L St :
running, 1in view of reaction within the Party. Instead he is

offering a basic choice on the lines above, with a strong steer

towards a quick transition in 1990.

- Before taking a decision on the basic choice, you may wish to
B—————————

invite the Sub-Committee to consider the merits of the options set

out in Mr Ridley's paper, which all assume a quick transition in

1990. 5

E—
e~

———

— —

i
-

a. No dual running, no safety net. One option would be to

place a ceiling of £300 per adult on the community charge
—Q . - . .

payable in 1990, wherever an individual lived. The cost of

£530 million would have to be borne by community charge payers
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everywhere, by an addition of £15 per head. [Paras 4 to 6]

b. No dual running, full safety net. An alternative would be

to drop dual running completely, but to have the full safety

net as envisaged in July. [Paras 7 to 9]

c. No dual running, £75 safety net. A variant on this would

—— v

be to drop dual running and have a safety net which was
limited to a maximum contribution of £75 per adult. [Paras 10
to' ' 121

d. Limited dual running, £75 safety net. Mr Ridley's

preferred course would be to move all areas straight to the

community charge, subject to a £75 safety net, except that

high-spending authorities whose-gbending is more than £80 per

head above GRE in their 1988-89 Budgets would be required to

have dual running over the four-year transition period.

4. Whatever decision is taken, you will want to consider how any

announcement is to be handled. Mr Ridley is still presumab}y
or before
hoping to announce the change of approach, if approved, on, Second

Reading of his Bill. You may want to ask the business managers for
SNy

a view on this.

BACKGROUND

S The Green Paper "Paying for Local Government" proposed a long
transitional period, lasting for up to 10 years in some areas,

involving both dual running and a full safety net to moderate the

large shifts in tax burdens between areas resulting from the new

system.

6. In July Mr Ridley asked E(LF) to reconsider these arrangements
(E(LF)(87)11th, 14th, 17th and 19th Meetings). His initial
proposal was to introduce the community charge in full in 1990/91
and to dispense with the safety net proposed in the Green Paper.

This was strongly contested in E(LF), in particular by the
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Chancellor of the Exchequer. The Sub-Committee finally decided to
retain full transitional arrangements including dual running and a
safety net, but to phase them out over four years, a much shorter

period than envisaged in the Green Paper.

7T 4 Since these decisions were announced in July, the proposal to

retain dual running has attracted opposition from MPs and- local

——

authorities, particularly those representing areas in the South.
At E(LF) on 27 october (E(LF)(87)22nd Meeting) Mr Ridley proposed
to meet these criticisms by giving all local authorities a right to

opt out of dual running. The full safety net would however have

been retained. o

m———TY

8. E(LF) saw attractions in this new approach but was concerned
about the problems which could result in areas where the community
charge was high, either because of excessive spending (eg in inner
London) or because of substantial contributions to the safety net
(eg in South Buckinghamshire). You asked Mr Ridley to bring
forward a further paper with full exemplifications, exploring the
possibility of restricting the right to opt out to areas where the
resulting community charge would be below a threshold figure. You
also asked him to look at possible changes to the safety net
arrangements. Two options were mentioned: a minor revision to the
existing arrangements to mitigate the effect on those authorities
who made the greatest contribution to the safety net; and a more
radical change to a new type of safety net designed simply to
reduce the level of community charges where they would otherwise be

at excessively high levels.

9. Since E(LF) last met it has become clear that the main critics

of dual running are unlikely to be satisfied with a right for local

aGEhorities to opt out. They want the Government to drop dual

—

R ———
running altogether, at least for most authorities. This would

bring the English arrangements into line with those for Scotland,

where the community charge will be introduced in full in 1989/90,

and Wales where the same will apply from 1990/91. Mr Ridley has

not accordingly developed his opting-out proposal in the way
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envisaged at the previous meeting. Instead he is now considering

ways of introducing the community charge in full in 1990-91, while

G
mitigating the worst effects in areas most sharply affected.

——————
—————

ot
MAIN ISSUES

10. The main purpose of the transitional arrangements agreed in

July was to give individual local taxpayers some protection from

sharp changes in their tax bills. Dual running was designed to
smooth the impact on individuals; the safety net was a comple-
mentary arrangement designed to prevent too rapid a shift in the
burden of taxation between areas, in particular between the North
and the South. Together they were designed to produce a gradual
reduction in existing rate burdens, matched by a gradual increase
in community charge payments. They also met the Chancellor's worry
about putting too much weight on an untried tax in 1990-91. 1In

looking at Mr Ridley's proposals, you will probably want to judge

them in the light of their crucial implications for individual

taxpayers, and how far any sharp changes can readily be explained
and defended.

Retention of general dual running

11. The arguments in favour of dropping dual running are -

| —

a. that it is unpopular with local authorities and some MPs,
who would rather go straight to the full community charge in
1990/91;

Bis that it will confuse the clear messages about spending
levels which are a key element in the new community charge

system, and therefore reduce accountability;

£, that it is expensive, adding perhaps £200 million to the

£400 million cost of collecting the community charge in the
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transitional period. The cost is particularly difficult to

justify in areas where residual rate bills would be parti-

cularly low.

12. The main argument in favour of dual running is that it softens

immediate sharp shifts in the incidence of local taxation.

Generally speaking, the introduction of the community charge will
mean that ratepayers will benefit from an immediate reduction in
their liabilities, while non-ratepayers will have to pay a full
community charge immediately. The effects may be less marked for
households: on average there may be little overall change in the
Bill of a two-person household, although one-person households will
see gains and households with three or more people substantial
losses. Dual running is the main way of limiting sharp gains and

losses for individuals and households.

13. One central issue therefore is whether the disadvantages of

dual running, including the strong views of some authorities and

MPs, are sufficiently strong to outweigh the benefits of dual

running in achieving a smooth transition to the new system.

Safety Net

14. There are many forms which a safety net could take: see for
instance the £300 ceiling on community charge payments in one of Mr
Ridley's options (para |8 below). The present safety net, as

approved in July, is complementary to dual running. In 1990-91 it

reproduces the effect of equalising authorities' rateable resources

under the present system, and therefore pgevents shifts in the

L

average burden of taxation between areas. This makes sense if

dofiéstic rates are still supporting a substantial proportion of

local authority spending. Buf if you dispense with dual running,

the safety net makes much less sense. You noted at the previous
——N —

meeting that it meant very high community charges ig areas where

domestic reateable values are high (eg South Buckinghamshire). It

also means low charges in areas with low domestic values (eg parts

5
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of County Durham and Lancashire). This may help to meet concerns
over the North/South divide. But there is little justification for
it so far as individual taxpayers are concerned. It is difficult
to see how it can be right that a non-ratepayer paying the
community charge for the first time should pay £397 in South

Buckinghamshire but only £126 in Teesdale. You will therefore want

to consider whether it is right to retain the existing safety net,
et —

which essentially perpetuates the effect of different rateable

values between areas, if you dispense with dual running.

Other Approaches

15. If you decide to drop dual running and the safety net on the

lines approved in July, it would still be possible to take steps to
mitigate the sharpest shifts in taxation between areas and between
individuals within areas. Mr Ridley's paper offers two broad

approaches, both of which are no doubt capable of fine tuning.
Mr Ridley's preferred approach

16. Mr Ridley's preferred approach involves putting a ceiling of

£75 per adult on the contributions from individuals to the safety

s —

net. This would have the advantage of preventing very high initial
community charges in areas like South Buckinghamshire which have
high domestic rateable values. But even so contributions of this

size might attract criticism from local authorities, MPs and

e —

residents of these and the many other areas where the extra £75 per
adult had to be paid, once they understood what the safety net

meant. You will wish to consider whether the £75 safety net is

likely to be explicable to and accepted by those who have to pay

it

17. In addition, Mr Ridley proposes the limited retention of dual
running for areas with very high prospective community charges,
particularly Inner London as indicated in Annex D to his paper.

For example, Camden would have a community charge of £782 per adult

without any safety net or £461 if the {75 safety net applied. Mr
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Ridley proposes that dual running should be retained for all

areas where spending is £80 per head or more above GRE in 1988-89.

Because of the ILEA's very high spending this is likely to include
all Inner London boroughs. Before deciding on this issue you may

wish to explore:

a. whether the threshold might be better set at £200 per head

above GRE. We understand that Mr Ridley's soundings
apparently suggest that Conservative controlled boroughs -
Wandsworth, Westminster and Kensington - are unlikely to

oppose dual running;

b. whether it might be better to base the threshold on budgets
in 1987-88 which are already set, rather than 1988-89 where

there might be scope for authorities to manipulate their

figures;

c. more generally, how the Government would justify impex®ing

the extra cost of dual running in these areas alone. The

Government would be arguing simultaneously that rates were
such an inequitable and discredited tax that it was right to
move straight to the full community charge in the great
majority of authorities, but that in those authorities which
had the highest spending and had imposed the greatest burdens
on ratepayers, those ratepayers would be expected to continue
to shoulder a large proportion of the burden over a four-year

transitional period, plus the costs of dual running.
Mr Ridley's other approach: a £300 ceiling

18. The other approach in Mr Ridley's paper would abandon

. . . \-ﬁ
completely dual running and the existing safety net and would

instead impose a‘Eéiling of £300 on the commﬁﬁity charge paid by

each adult in the—first—year—Fhtere would be a speciii grant to
Ul

all areas where the community charge would otherwise be{ £300; and

the total cost of £530 million would be financed by an extra £15

per head on the community charge paid by people elsewhere. The

—
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special grant would be phased out over a four-year period.

.

19. This approach would have the disadvantages noted in paragraph
5 of Mr Ridley's paper. In particular it would lead to sharp
increases in taxation in 1990 in some areas of the North where
properties have low rateégzgﬁzalues (eg from £137 to £212 in

Hyndburn, Acrrington); the extra £15 per head paid by people in

other areas to benefit people in high-spending areas such as, say,

Camden, would attract criticism; and it would possibly cause some
difficulty in relation to past pledges given by the Government

and/or individual MPs, a point which needs further exploration.

20. But this approach would have three major advantages:

a. 1t would be certain. The Government would know that no
one was going to have to pay more than £300. So would the

public;

b. it would be easy to understand and explain. The success

of the community charge could be jeopardised if the scheme is

so complicated that no one understands it;

c. it would demonstrably be a transition arrangement. As

local charges made themselves felt, there would be a clear and

growing emphasis on local accountability.

This idea is similar to Mr Ridley's proposed approach at an

earlier stage which E(LF) rejected. Even so, you may wish to

explore with the meeting whether an approach on these - or

similar - lines is perhaps worth looking at again, if there is

a decision to reopen the arrangements approved in July.
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Chancellor's Views

22. The Chancellor of the Exchequer's minute of 10 November makes
it clear that he is strongly opposed to reopening the decisions
which were taken in July. There are important arguments on his

side. In particular:

a. the arrangements approved in July were carefully designed

to cushion the impact of the community charge as between areas

and within areas. Revarsing these arrangements would be
likely greatly to increase the size of losses for some people

in 1990-91 , with consequent political risks;

b. the pressure for reopening the July decision is coming from

; : L K
local authorities, not from individuals. But itf{the latter

who will suffer from the sharp changes in tax payments which

will accompany a quick transition;

c. there is also the point - although he does not put it that
way - that any major change of policy at this stage risks

mistakes being made.

Handling of any Announcement

23. Before reaching a final view you may wish to ask the Business

Managers about the handling of any announcement. Mr Ridley may

argue that if the policy is changed, the news will leak and should

be the subject of an early announcement. But unless the Bill can

be amended to reflect the new policy, there is a risk that he will
on Second Reading be arguing for an approach which is substantially

different from the one which is in the Bill which he is presenting.
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VIEWS OF OTHER MINISTERS

24. The Chancellor will be opposed to Mr Ridley's new proposal:

——
see above. The Education Secretary will probably share his views.

Both may draw attention to the fact that 1990-91 could be the last

full year of this Parliament so that the initial impression of the

community charge will be important The Social Services Secretary

will probably welcome the proposal to drop dual running as it would

considerably ease the administ?ation of housing benefit. (The
decision you took at E(LF) on 3 November (E(LF)(87)23rd Meeting) to
introduce compensation in income support for the minimum contribu-
tion to the community charge at a fixed level in 1989/90 would
stand whatever decisions you made about dual running). Other
Ministers will have personal views about the advisability of moving

straight to the full community charge in 1990/91. The Business

Managers will have views about the handling of any announcement in
relation to the Rates Reform Bill. They are likely to argue
against any immediate announcement unless the Rates Reform Bill can
be redrafted to provide for the new arrangements before it is
introduced: otherwise they will want an announcement delayed until

after Second Reading.

HANDLING

25. You will want to ask the Environment Secretary to introduce

his paper. The Chancellor of the Ekchequer will particularly wish

to comment. The Education Secretary, the Home Secretary, the

Social Services Secretary and other Ministers will also wish to

contribute.

R T J WILSON
Cabinet Office
10 November 1987

10
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'COMMUNITY CHARGE: TRANSITION

Y. The tables below show the impact - on regions and types of
households - of different schemes for introducing the community
charge. It is not possible to produce similar figures for

individual authorities: the sample size in the model that is being

used is not large enough. Annex E to E(LF)(87)45 shows

illustrative figures for the effect on households of different

types in sample areas.

The tables are as follows,

TABLE Fl1 shows the percentage of gainers and losers in each

Region if the community charge had been introduced in full

without safety nets. (This, and the other tables, relate to

1985/86 figures. These are the latest available on the
model; the use of 1987/88 figures would not alter the picture

significantly.)

TABLE F2 shows the same information, but in terms of numbers

of households rather than percentages.

TABLE Gl shows the impacﬁ of the introduction of the full

unsafety netted community charge on different household types

nationally; giving the percentage of gainers and losers in

each income band.

TABLE G2 shows the same information, but in terms of the

number of households rather than percentages.

B
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TABLE Hl1l shows the same information as Table F1l, but assuming

the full introduction of a safety-netted community charge.

TABLES H2, J1 and J2 likewise parallelTables F2, Gl and G2

respectively, in each case substituting safety netted

figures.

i As can be seen from these tables, the use of the safety net -

even without dual running - greatly reduces the number of big

gainers and big losers in the shift to the new system. It also
means that there is a broad balance in the pattern of gainers and
losers in each Region in the first year of the new system. (The
figures do not take account of the proposal for a £75/adult limit
on the safety net in the first year; that would not alter the

picture substantially, however.)

4. The remaining tables - K1 and K2; L1 and L2 - illustrate the

further effect of having dual running plus a safety net in 1990.

They are the equivalent, assuming a community charge of £100 in
1990, of the earlier tables and reflect the decisions we took in

July.

b As these tables show, dual running would further reduce the

size of gains and losses in the first year of the new system.
Dual running applied selectively (for example, restricted to
high-spending authorities, mainly in London) would mean that the
pattern in London would be close to that shown in Tables K1 and
E2, whilst other areas' figures would remain those in Tables H1l
and H2. l

Doc962
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Ergland only
Impact of the introduction of the full community charge in 1985/86 with no safety nets
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England only

Impact of the introduction of the full community charge in 1985/86 with no safety nets

Number of Gainers and Losers @ Thousands of Households
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England only
Impact of the introduction of the full comsunity charge in 1985/86 with no safety nets

Percentages of Gainers and Losers : Household Types
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Impact of the introduction of the full community charge in 1985/86 with no safety nets
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England Only
Impact of the introduction of the full community charge in 1985/86 with full safety nets

Percentage of Gainers and Losers : Households
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England Only
Inpact of the introduction of the full community charge in 1985/86 with full safety nets

Number of Gainers and Losers : Thousands of Households
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England Only
Impact of the introduction of the full community charge in 1985/86 with full safety nets
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England Only
Impact of the introduction of the full comsunity charge in 1985/86 with full safety nets
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Impact of the introduction of £100 community charge in 1985/86 with dual running
(Residual rate poundage set to ensure no change in average tax bill per adult)
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England Only

Impact of the introduction of £100 coemunity charge in 1985/86 with dual running
(Residual rate poundage set to ensure no change in average tax bill per adult)
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England Only

Impact of the introduction of £100 community charge in 1983/86 with dual running
(Residual rate poundage set to ensure no change in average tax bill per adult)
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England Only
Impact of the introduction of £100 community charge in 1985/86 with dual running
(Residual rate poundage set to ensure no change in average tax bill per adult)
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