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THE COMMUNITY CHARGE
Thank you for your letter of 11 April to Roger Bright about the
treatment of composite hereditaments and about the liability for the
/ personal community charge of non-working wives. I enclose the notes
on these issues for which the Prime Minister asked.
/ Copies of this letter go to John Gieve and Carys Evans.
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COMMUNITY CHARGE

We are to meet on Thursday 26 April to consider arrangements
he community charge in 1991/92. This minute and the
series of notes prepared by my officials carry forward

s which we agreed should be given further study. i

hat the Chancellor will be submitting a separate note

I apologise in advance for the length of

believe it is necessary to set out the options

lved at some length.

we have undertake i implementation has
gone remarkably s and in England and
Wales, thanks to| the detailed work done by the responsible
Departments and th ities. i as been illustrated
by the steady and timely flow of regulations, by the completion

absorbed, and by the fact tha ost all au rities in England
had by early in April issued community cha 1l1ls net of both
benefit and transitional relief. No doubt, have been some
errors (though very few have been reported in t ess) and some
people entitled to benefit or transitional relie 9 still to
claim it. But the overall picture is as encouragin e could

have wished for. h
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comparative smoothness of implementation in administra-

legislative terms has not been matched at the politica

the opinion polls
obstinately suggest that the community charge continues to be
deeply unpopular. But there is also evidence that the public are
sympathetic to the principle that everyone should make some
contribution towards the cost of local services. So we
consider what changes can be made to make the new

s more acceptable to the public.

THE ISSUE

4. There sees»ne to be three basic issues that we need to

address:

(1) Fairness. t is not true that under the community
charge everyone/ pays the same. through national
taxation and better off ake a substantially
greater contribution to e cost of local)\ services than those
lower down the income sgale. Nevertheless, there is a wide
public perception - si@nificantly, shaged by many of the
better off and \those ga®hing from the ney arrangements - that
the community ‘\charge is wunfair. This perception is
reinforced by the evel of the charge we have found that it
is not easy to expla million people in England
why it is reasonable that they should to pay the full
flat-rate impost averaging some £360 ( for those just
above the level entitling them to communi rge benefit,
takes up a significant slice of their incomea

(2) The level of the charge. This reflects on e hand
the amount of Aggregate External Finance (AEF) whi have
provided and on the other hand the extent to whi local
authorities have chosen to spend more than we have planned.
We have been wholly justified in stressing that authorities'

SECRET




SECRET — NO COPIES TO BE TAKEN

—

spending increases in recent years have been (unacceptable:
this year's 1is quite @ By way of riposte
L 125 can argu that Government is continua pressing
b4 "or new or improved
d ©be noted that only

spending is on programmes for which I am responsible - the

other 85% funds the responsibilities of other departments,
mainly Education, the Home Office, and Health); and that
oughout the eighties the proportion of their spending met
ntral government has been reduced in order to enhance
bility. Moreover, this year the extent to which the

the charge can be seen to be attributable to the

isions of local authorities has been masked by

that the 1level is the fault of the charge

e level of AEF which is the Government's own

work. It is also the c hat some of our supporters in
local government co der that the“maintenance of services is

of more concern /to their electors han the 1level of the

charge; others/ felt that the level of\AEF this year was _so
P Ve
tight that there was i i ing to achieve the
P e’
spending levels which itjfimplied.

(3) The structure of e system. This ypar's experience has

demonstrated that if cal authority spending diverges from
that implied by\ the Settlement, the gearing 05‘75;;_§ystem
requires the char ayer to foot the whole bill. And the
gearing is such thaf\En\ingggase/fh spending—ieads to a much
larger proportionate increase in the wl of the charge.
This is exacerbated by lack of buoyancy+

number of the
chargepaying population is unlikely to c

these points should in the long run enhance
accountability on authorities' spending de
substantial initialvcogzngqzﬁg;§€§5§érs. But,

in the short run, they will alsd focus attenti

extent of Government help both generally and with those new
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and increased responsibilities which we impose on local au-
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thorities, and (of lesser significance) on the accuracy of

SSAs. Insofar as spending runs thead of the growth of the
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in AEF (the business rate element of which is statutorily
constrained) or by increases 1in the real 1level of the
community charge. Despite their current moans, it will not
be long before it will be seen that the real beneficiaries of

& new arrangements are the business community. no

iy

RADI TONS Dr~ol i 4.

D% TAccou ity, the gearing, and the lack of buoyancy were of
course pre why we _Egboured the charégN*Sé an effective
mechanism for »g a brake on the increase in local authority
spending. GiverP time it may well prove to be effective. But we
shall need to negotiate~a difficul few years to get to the
destination. The anpexes consider changes we might make next
year to that end. t may first be helpful \however to comment on
some of the more radical optigns, of which ‘ctolleagues should at

least be aware.

Return to domesti

6. I do not believe\ that this would be practicable, either as an
alternative or as a s i Despite
what has been suggested a revaluation would be
essential. Provided we could have borne th@mediate political
consequences, it might have helped to have h a revaluation
before the community charge was introduced (t xperience in
Scotland suggests that people's memories are rat

the trauma of a revaluation would not be tolerabl

stresses created by introduc}gg'_ggg charge. In

believe that our properly tf;nchant criticisms of dome

over many years make it impossible for us to revert to a domestic

property tax now.
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P There has been de: ( stuc in government over
years of other possible revenue sources. None look more
attractive than the community charge, and it is in any case

questionable how far further sources of income should be put

und@the hand of the local authorities.

services

supporters on the backbenches are toying with the
moving services such as education, police and

ﬁnsibility of loca],”gpgernment. Tf thewb‘agic
intention is t educe the level of the community charge, that
end can only be achieved some or 1l the related grant is left

nding on other things, and in any

the organisational

simply by increasing AEF. If the

intention of removing servi@es is also to bring spending on those

services within central gogernment control, jthere is more to be

saiditor 1L, But going rate for /the community charge
has been establishedl, there is still the dgnger that authorities
will maintain the lavel of the charge/ by spending on other
things.

Limitation of local authorities' power to tw

9. If the object is to control local authori nding, then

there is a case for a radical limitation of author power to
tax, and (apart from a small residual community as a
safety valve) making them dependent either on assign ﬁnnes
or on grant to fund all spending up to the level of the %Standard
Spending Assessment (SSA). With the introduction of the business

rate we have in fact already taken a step in the direction of
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assigned revenue. This approach does at least address itself to

—

the central issue of the difficulty of controlling local spending

ile one of the financial taps is under the hand of the 1local

—

H 1 + . = 1vwraa T haces hAwoir - ErmnAdamonda ]l e e ~
orities themselves. [T nas owever nda al implications

D
he relationship betwsen central and local government. And it

formidable implications in terms of higher direct and
indirect rates of national taxation (though with offsetting
reductions in the level of local personal taxation). I think that
it orth giving further consideration to the possibility, but
t an immediate solution. GT stroagiy sﬁspéat that an

ve in this direction is a 1likely consequence of

owth in local authority spending and functions).

There are some
important obstacleg Local authorities Kkave extensive though
imprecise statutory res sibilities to whi additions are
constantly being made. equate funds are |\needed to discharge
these responsibilities a if we seek tg cut resources or
spending below what is rg@arded as an adeunte_Ig;ET_TEt least,
in the short term), we should lay oursg¢lves open to legal

challenge.

11. Secondly, there is on of whether limitation of
expenditure results in greater efficiency, reduced services,
or.a bitiof both. This is not without P 1 significance
since even many of our own supporters tend nt both low
charges and a high level of services. We have number of
steps to improve efficiency, 'through the Audit

competitive tendering for example. The Commiséion4ﬁa

since 1982 £1 billion of efficiency savings.

to be achieved, though the Commission has said that these cannot
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all be made in one year and a pre-condition of some is capital

expenditure. The probability is, therefore, that we cannot limit

rely without controversial cuts in the level

2 Thirdly, comprehensive expenditure controls imply greater
central interference in the budgets and management of local
authorities. This poses formidable political and administrative
di lties and to my mind control via the limitation of the

————

raise revenue is 1likely to be a more effective and

e e e it

acceptable mechanism. In the short term, I believe
be wiser to concentrate on limiting the expenditure
jties which are responsible for the bulk of local
nding - inthen‘::?n, metropolitan districts,
shire counties. This will require more

e aTaassesny

effective powers for 'exemplar capping.

13. But if we are hold the average mmunity charge at this
year's level, or t reduction as Gertain areas cease to

3 S befieve that it is essential to
have, in additi anced capping pdgwers, a reasonable
increase in AEF fpr 1991/92. Politically, it|is essential to put
ourselves in a pgsition ith conviction from
July onwards, that\ the l@vel of AEF for 1991/92 will enable all
those authorities ‘\which take reasonab)le account of their

chargepayers' interes to hold the mmunity charge at its
present level or even to ce it nhanced, multi-year capping
hould essentially be a selective to@to protect the
chargepayers' interests where the authoriti e little or no
regard for them.

MEASURES FOR 1991/92 Q

14 I turn now to the detailed measures which could b An in
1991/92.
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IMPROVING PERCEIVED FAIRNESS

-
10.

contribution

perception has concentrated on:

- those with 1low rateable values who have faced large
creases in bills despite the partial protection offered by

itional relief;and

elative position of those on low incomes, but just
present range of community charge benefit, who
ommunity charge, compared with those on very
o pay exactly the same charge and have gained

from domestic rates;

off, which runs up agginst widely

16 The Chancellor's sepaate note looks at extra sources of
revenue including \the questiion of how an in¢greased contribution
might be secured from thos€ with very high incomes. The annexes

to this paper consider:

Annex A: mproving and extending the

transitional relief scheme;

i ——

- Annex B: ways of extending Community Benefit to

help some of those with modest incomes who st outside
eI
its scope;

- Annex C: the Standard Community Charge.

—d

—
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he hancellor s aper 1is a national supplementary communlcy

—

charge levied on better off higher rate taxpayers, with the

possibility of a doubié*EGEEIEEEHE”Eor those on the very highest
If we are tGMQIQE—Bur proposals political credibility

is important that we address the position of the better

we do so without resurrecting rateable values as a

ProOxy l1th; and that our proposals should not be too soft
by restri the supplement to relatively few people right at

the top of ome scale.

18. I think m& that we should adopt a system in which ?}}
We might say that all
supplement of £175 (ie

half the national a3

incomes above about £50,0 hould pay a full supplement of £350
and those with tax‘ble incofles above £100,000\a double supplement
of £700.

19. This would make it clear that we really/ do have fairness in
mind, rather than making a token surcharge /on the relatively few
very well off. - It would help to ease the consciences of those
who feel some guilt abou i from the introduction of
the community charge. And it would rais onsiderably more
income than the Treasury proposal, perhaps which could be
put to good use financing the extensions of jitional relief
and community charge benefit which I propose bel

20. If we adopt this approach we will need to be cl it is

superior to earlier rejected proposals for a bande %nity
charge. There are several advantages:
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- it is simpler i agency and
only one set of sups

}

= Des

tax position of every
- it operates for individuals rather than couples;

%does not penalise the better off living in high charge

ar

- the ds can be put to national purposes (eg rebates)
rather t ocal purposes and there is no need for a
complicated¥s m of resource equalisation between authori-

ties;

- it does not incdrporate special treatment for non-taxpayers

who are already JYooked after by the benefit system.
THE LESS WELL OFF

Non-working wives

2715 Annexes A and B consider the for changes to
transitional relief and
with below. But there  is™=s =

e —— >
non-working wives which Geoffrey Howe has r@.

N

S BTN SR
2% I recognise that there is some inconsi in the fact
that we have at the same time introduced indepen xation but
treat husbands and wives jointly for some com charge
purposes -in particular the benefit system. But e any
changes would take us into very difficult territory. ould
undermine a Kkey characteristic of the charge -that everybody

—

should pay. the same, subject tértﬁg benefit system. It would be
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two earner couple would pay more in charges than a one
yith the sam a higher income. There are
L2s £ identifving who is

VRS L X wloou L

orsonal information to local authorities.

And finally it would be expensive as there are about 5.5 million

non-working spouses in taxpaying households (including pensioner

s) and the cost would have to be met either from higher

for others, or extra grant. I do not therefore believe

ould seek to make a general special provision for non-

S. But we might want to consider further some

special ion for pensioner couples, though even that is

likely to t & into some of the difficulties I have described,
a

;&‘ scale.

Transitional relief

although on

23. The transition relief scheme has be quite well received.
Chargepayers generally seem goo understand)\ that the relief is
intended to help [those wh ce large increases between their

i Tl s
There has | been some criticism

set in @ost local authgrities. Many people

the £3 which they

might have expected ard there has been some pressure from our own
backbenchers to alter the basis of th cheme for 1990/91.

24. I do not believe that we should now cC he basis of the
scheme for 1990/91 but consider transitional i to be a well
received foundation on which we might build a 1li for 1991/92
and subsequent years. The existing transitiona ef scheme
benefits about 7.5 million chargepayers and will cos @t £350m
in 1990/91, £260m in 1991/92 and £190m in 1992/93. )
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25. On present plans £13 a year of relief will be withdrawn

eact hargepayer in 1991/92 and 1992/93. The

About 2

3972 = N e $ 17 4 = o T s PG el
392/93. The remainin« } 0 Lion rgepayers Ll BSOS

completely in 1993/94 and some of them could then face increases

of over £300 a year or £6 a week.

26 herefore recommend in respect of those currently entitled
to ional relief that we should extend the scheme for a
furthe or three years and cancel the planned withdrawal in
1991/92 s I also suggest that we should increase
relief for living in areas where the safety net is being
withdrawn, ly or partly offset the effect of that
withdrawal. id not withdraw relief at all for the next
two years and then withdre f following three years at £13
a year the maximum exgfa costs on present estimates might rise
from £120m in 1991/92, to peak at £300m in\1993/94 and fall again
to £160m in 1995/96¢. 1In pragtice the costs\in later years could
be substantially less than s because entitlement to relief is

lost as people move or die.

27. There are several catd@ories of hard cages that will not be
covered by what I have just proposed eg tho who move, those who
become elderly or isabled and those who are not at present
entitled to relief b J affected by the
withdrawal of the safety ne : sses a number of
possibilities ranging from the portability lief for people
who move, to a complete relaunch of the schem ulated perhaps
on the difference between 1989/90 rate bills a 1/92 assumed
charges. This latter approach would increase to those
currently in the scheme and bring into the scheme 1991/92

some of those who in fact lost more than £3 a week in
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yse areas affected by the wi
=60 -ah 'y 4 ecause of withd

safety net. Had their assumed charge in 1990/91 included that

£60, some of them would have been entitled to transitional

relief. I think that we should extend the scope of the

Tt ional relief scheme in order to bring such people into the

1991/92 and later years. This would mean in these

culating entitlement in 1991/92 and subsequent years

ief to those people who, but for the safety net,

n entitled to relief in 1990/91. Such an add-on

might cost lion or so in 1991/92 rising to perhaps £50m in

later years. ?ght also wish to consider the position over
the withdrawal ILEA grant.

29. I also think tha®”there are other aspects on which we should
keep our minds open/- for instance we migh§ want to do something
about some of the {ypes of pmeperty like sheltered accommodation,
which do not have [a separa ntry on the valuation list, if they

can be successfully ring-fen@ed.

Community Charge Benefit

30. About 1 chargepayer in 4 will xre€ceive community charge
benefit in 1990/91, at a £2 billion (in England).
Only about 2 million people in work will ive benefit. In
most local authorities, a couple with two children would
cease to be entitled to community charge ben f their joint
income went above about £200 a week - two third verage male
earnings. In general, those in work that will re ommunity
charge benefit will get relatively small amounts. people
over 25 run out of benefit at earnings below £100 a we most
authorities.

SECRET
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ik, Annex B looks in some depth at three ways of extending the

range of community charge benefit:

- reducing the withdrawal

in the pound of net income;

increasing the lower capital limit above which the income

Lff applies and/or reducing the tariff.

consideration of community charge benefit is of
course a for Tony Newton and the annex has been drawn up
without the it of consulting him or his officials. With
that proviso, ommend that we should make changes to the
benefit in 1991/92 which wQ increase benefit for those in
work, on modest income
risk of extending t
to keep more of t
month) rather tharn/ putting cash in their\hands each week.

33. The most direct way tofftarget extra benefit on those in work
would be to increase ear gs disregards. Doubling them would
cost about £80m in extra Mbenefit and bring 460,000 people into
entitlement to benefiit. But the difficul#¥y would be to increase

arge benefit without also
doing so for rent rebates benefits. However, there are
differences between community charge benef d other benefits
and I think that increasing the earnings dis for community

charge benefit only seems to be the best appro

34. An alternative, which I regard as second besT, 1d be to
reduce the taper to 10p or 12.5p in the £ for cha rs on
either side of the present run out point for benefit. ging
the taper in this way would have no read across to other
benefits, but it is a second best approach because to reduce the
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dead-weight cost of a general reduction in the taper, we would
treat the relatively better off more generously than those who

are b It ight t 36 £330

350 I also favour increasing the lower [

reducing the tariff income to be more in line with actual returns
on savings. This would be of particular benefit to pensioners
who have made modest provision for their retirement but its
di ntage is that it would have a read across to other
ben This would cost about £40 million if restricted to

commu arge benefit and £70m if extended to housing benefit.

Standard

36. Annex C rep the position on standard charges. David Hunt
has already announced that i look again at the rules for

use of their powers in

el local authorities to
abate the standard/charge j the case of \those people who are
forced by circumstances to ma@intain a property which is not their
main residence notably etirement homes for teachers in
boarding schools,| the cl y, service people and publicans;
mature students; those who ve moved out to ftake care of someone
living elsewhere; \prisoners; and difficul to sell inherited

property.

Summary on fairness

37. I am therefore proposing a package on s which would
consist of levying a graded national supplemen Qhe community
charge from all higher rate taxpayers. About h e national
average charge (£175) would be 1levied on all r rate
taxpayers; £350 on those with taxable incomes above @00 and
£700 on those with taxable incomes above £100,000. Th enue
so raised would go to fully or partly finance an extension of

transitional relief to five years with no withdrawal in 1991/92
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or 1992/93 and increased payments in areas where the safety net
lrawn. I also propose
nmunity charge £
income.
the better off towards thos in work with modest
incomes. About 1.7 million people would pay more while up to

8 million would see some reduction in their payments.

CO ING EXPENDITURE

Cappin “:"

38. The L overnment Finance Act 1988 gives us powers
limit the spe ’f authorities who either spend excessively
increase spendi excessively from year to year (spending here
the amount falling on the-€ollection~fund and so is after use
balances). The limitg”cannot be set unt after authorities have
set their budgets for the year. Authoritles spending less than

£15 million are exémpt fr his limitation.

39. In practice these powrs are restricted |by past practice in
relation to uncerxtainty out the accuracy/ of SSAs. We are
advised that we would be risk of successfyl legal challenge if
we took capping closer to SSAs than we have this year. In other
words we cannot limit\expenditure closer /to SSA than about 12.5%

or £75 an adult.

40. I believe that we need to tighten up o powers so that
we can cap authorities closer to SSA; can cap ance; and can
tie authorities into capping for a run of yean§. uch powers
would be greeted with some scepticism by our oppo ho would
ask what had happened to accountability? But are an
important component of the package of measures I am su ?g to
hold the 1level of the community charge and increase its
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acceptance. This capping proposal might itself Dbe more
defensible if the powers were time-limited and taken only for the

Aduratior
L4 L (SRR i §

41. This will all need legislation which it is important to get
10h Wo ok =k This would inevitably take time. Some of the provisions
would be detailed and difficult to draft. Particular difficul-
ay arise in taking capping closer to SSA because it would

mean defining SSAs in the Statute (there is no reference

in present primary legislation) before specifically

to cap within, say, 5% of SSA. This would in turn

ity under part V of the 1988 Act which deals with

42. I believe &we need go no further than this extension of
capping powers. s powers at the margin to
prevent the provision

extra spending.

authorities.

spending below the level ngeéded to meet statutory or contractual
obligations. We wpuld be erating on rather less than half of
local authority spending could not expect/ reductions of more
than about £1bn.

Targets and incentiv

435 Annex D sets out a sys targets, gwncentives and caps
along the 1lines which we discussed. ugh this 1is a
commendable piece of work I believe that in ice the whole

system suggested is so complicated that we haw le chance of
explaining it to our people and persuading them t rtedita

look at this in more detail below. Q
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44 . The approach would be that each authority should be set a

target level of income in 1991/92 which starts from its spending
1

19! 390/91 plus an allowance for cost pressures betwee

years. In >ad terms, where that spending is

SSA the authority target would be set equal to its SSA.

that spending is above the authority's 1991/92 SSA then some
reduction towards SSA would be required. Where targets were above

SSA they would be tightened towards SSA over a period of perhaps

rcing these targets would be a system of incentive

would reward with a lower community charge,

chargepaye uthorities which spent at or below their target.

Some incenti d also be offered for spending a little above

target in orde give some encouragement to cut spending for

those authorities which co ite achieve their target in a

particular year. ici encouragement to shire

districts, I believ yment of about £50 a

chargepayer would the county and the
district in the prpportion £40/£10).

46. « On top of 't me the extended
sort I have described. f

47. I have no doubt that we could make/such a system work in
technical and administrative terms but-we should be in no doubt
about the difficulties. It e extrem complicated. We
would appear to be giving up on both t ountability and
simplicity of the new system. Critics hav been slow to
point this out in response to capping. The cisms would

multiply once we set targets for authorities our own

supporters. Q
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The. incentive system is also very expensive - at best £1.8bn
to save £1.8bn of spending. Of course it prevents
xtra grant into higher spen

be presentec DY 1any > Our nore prudent

in order to give rewards

them of basic

who should be making cuts anyway. This criticism would not be

entirely unfair.

ally, we would appear to be re-inventing very largely the
llowed in the first half of the 1980s which was so
th our own supporters that it led us into the review
rnment finance which resulted in the community
Qe some differences - there is now a fixed grant

A, the system of targets suggested would not
r® to year overspending by individual authori-

for spending
validate from
ties, and the power to cap .ie on top of the system of
targets and incentive. Even so the schéme is similar to that of
the 1980s and we should expect a similarn volume of opposition
from our supporters in and : of Parliament

50. My conclusipn is thafl targets, even with incentives, is
further'than we should go. t is over-compli¢ated, unsure in its
effect, unlikely \to secur substantial sayvings and would be
widely resented. this is Mhy I recommend/taking only extended
powers for exemplary ‘capping which would gnable us to cap up to,
say, 50 authorities clo t present and to set them
a programme of expenditure reduCtions over wal years.

Manpower controls

51. Finally there is the possibility of manpower ls. This
is examined in Annex E. There would be considerable culties
with such an approach and I suggest that we should n }eider
it further.
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Conclusion

57 I
DL . L

average level of charge unlsss we re 5 the cu

spending by local authorities, tocgether with the cost pressu
they face for next year, and make substantial extra provision for
AEF. But there remains the danger that extra grant would leak
intoghigher spending, so I would also propose that we should take
en powers for exemplary capping. I envisage that these

migh ue course catch about 50 authorities which we would be
able t ain within the scope of capping for several years,
unrtil th ced their expenditure to a reasonable level.

58. I also p leo) that we should adopt a package of measures to

improve the pe ived fairness of the community charge. These

would consist of:

on higher incomes,

extensions transif@onal relief o community charge

benefit;

- increased earnings disregards for co charge benefit
and an increase in the lower capital lim reduction in
the tariff income; 6

e revision of the rules for the standar ge, in
particular to give relief to those who are hc?i by

circumstances to maintain a home which is not t r main

residence.

SECRET




SECRET — NO COPIES TO BE TAKEN

Orders of cost for these proposals are set out in the attached
table.

54. A package of measures on these lines would, I believe,
address our immediate problems while retaining the more valuable

ingredients of the community charge system.

am sending a copy of this minute to the Lord President of

cil, the Chancellor of the Exchequer, the Secretary of

Wales, The Chancellor of the Duchy of Lancaster, the

f State for Scotland, the Chief Secretary, the

Minister cal Government and Inner Cities, and the Secretary
of the Cabi

(Approved by the Secretary
and signed in hils absence)

23 April 1990
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