cnMo

CONFIDENTIAL

NT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT

COPY NO 33

CABINET

‘ RIAL STEERING COMMITTEE ON ECONOMIC STRATEGY
: ,f

COMMITTEE ON LOCAL GOVERNMENT FINANCE

DCAL GOVERNMENT FINANCE STUDIES: INTRODUCTORY
AWD SPECIFICATION REPORTS

ary of State for the Environment

irst phase of th ies is now complete. I attach
ts by Kenneth Bak William Waldegrave. The

ry Report provides pelling analysis of the

ies we now face with nt policies on local government
In the Specification £t they. put forward for

ues' consideration a radi gackage which offers a way

we agreed to embark on the 1 government finapce
last Autumn we did so because <§?;ecognised that ‘in
e

ctical and political terms ou rent policies would
in viable for more than 3 or 4 \gears longer. Since
impactof rating revaluation in Scotland has underlined
itability of rates as an instrument of local taxation.

problem however goes much deeper tha ates. In our
€o rein back the growth of local exper¥yftdre, we have
a system which it is very difficult to 01le eltr_xer

1979 election objectives or with our Pa >
to local government as part of the dispe of power
“he body politic. 653S5

central part of our message to the electorate k§§9
2 need for lower taxation, in order to create a Aate
. the private sector could start to recover. .Th :

meant a slimmer, more efficient and less expensive

CONFIDENTIAL




-

CONFIDENTIAL| " .

important part of our message was the nea&
iéssAgosgﬁi;égt; pless of the Whitehall nannying which h
he hallmark of our socialist predecessors; less intery
d regulation of the lives of local people; and less cepn
trol of local government. We wanted to.restore, in
s of the 1979 manifesto "that self-reliance and self
ence which are the basis of personal responsibili y

1 success." B

6. rightly, our determination to reduce the scale
publi nditure and the attendant tax burden has enc
local well as central government. And we have had s
success cfgj ough not as much as we would have wished -
reining the growth in local government spending and n
which seem relentless in the 1960s and 1970s. -
7. But the measures we have adopted in pursuit of lower 1

authority expenditure and rates have meant neither less in

ference from centr government nor greater individual
As each measure pfov less effective than we had hoped we

been driven to ad en tougher pressures, with the r :
that we are now enm§§i§> in the detailed affairs of local

authorities in a wa ¥Oh we never contemplated in 1979,
And although we are 4 his ostensibly in order to prot
the individual citizen i

ncreasingly look to him like th
man from Whitehall who he knows best. ‘ !
8. We are as a Governmen <§§§%equently portrayed as hostile
ngt only to the institution cal government, but also
the

reasonable exercise of 1

self-determination - an accus
convincingly against our polit
a great many of our supporters i
increasingly the moderates in the
operated in securing our objectives

3 ; being squeezed out
the extremists of the far left who r confrontation
Although,we win of our battles

hoice and local democz)

ponents. We have
1 government. And
r Party who have

central government,
yYear, the war intensifies,

»further,
I, not because local peoplé (&9
diture and taxation - it is afrepNail |
9 and 1983 - but because the “4<>“'

stem obscures accountability so

The link betweée

Was misplaced, howeve
in lower public expen
they voted for in 197
government fij
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£\ achieve it by overriding the views and preferences of

oy
countéb

'br itl
k2 .

*olleagues will
)f that approach

: i : R fe Ane only
tive elector gad financial accogntablllty is :
ﬁggegolcombine locaaiﬂg ision-making with responsible budgeting
Not for the first tiIme

will be to
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we must of course stick to our objective of reducing
,é purden which the public sector - whether central or local
swwernment - imposes on the taxpayer. But we cannot continue

§> people by extending our existing local government

z cdes in the direction of still more central control from
dohall. That would be wholly alien to our philosophy.

) ¢ )

uld instead seek to clarify and sharpen the
ty of local authorities to local people and to

e links between those who use, vote and pay for
ocal ser e Local electorates may vote for the standard
service their choice, but if they do, they must pay
and\Rerceive clearly that they will pay for it.

rengt

o i i oty ‘ s
his is the approach advocated in the two reports.
e w to consider and debate the pros and cons
I))am in no doubt that a framework of

"trust th

. %?Party s h1s.to:y;. y
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roduction

October 1984 Cabinet agreed that a series of studies of the local government finance
nshould be setinhand asa matter of urgency. They did so bgqause they considered that the
ng system was under severe strain; and that present policies — notwithstanding some
s in reining back local authority spending — could not hold the position far into the next
yment.

he Secretary of State for the Environment announced the studies at the Conservative Party
rence later that month. They were to be conducted by the Minister for Local Government

Waldegrave. They would be looking at the entire system of local government finance,
sing in particular on the distribution of rate support grant, the balanct_a between exchequer
yeal funding of council spending, measures for improving local authority acco.untablh.ty to
electorates and how local revenues might best be raised, whether from domestic or business
ayers.

1 November, Ministers discussed at E(LF) the arrangements for conducting thg studies.
agreed that the first phase should be conducted within the Department of the Environment,
ed by a number of outside advisers, with informal consultation with other depar.tme_nts as
ary. The first phase was to be concluded with a report to E(LF) at Egster, exposing issues
resenting initial proposals for Ministerial consideration. fI‘he Comqnttee would tht_an give
nce on further work to develop detailed proposals with a view to their eventual publication
nsultation. These detailed proposals were to be presented for consideration by E(LF) in
mber 1985, in order to keep open the possibility of legislation in the present Parliament.

‘epartment of the Environment ministers gave an informal presentation t;;o them
ster on the studies’ progress shortly before Easter. This report pr,ov1hes a an‘:i seté
ntation of the studies’ initial findings and conclusions at the end of the fir:t ﬁI;m ase; Wil

e principal components of the proposals for reforming the local government linance system.

v
B

CONFIDENTIAL




Chapter 1: The Background: Local Authos
and Government Policy Since 1979 A

f

1.1 Since its election in 1979 two of the Government’s principal objectives have.
relations with local government. The first was the Government’s desire to lift 1
detailed central control off local government and to encourage where possible lo

to lift unnecessary controls off the backs of citizens and business. As Michael Hesel

igure 2%

AVERAGE ANNUAL GROWTH
'N LOCAL AUTHORITY
URRENT EXPENDITURE

el b v o o e | T

Figure 3 :

AVERAGE ANNUAL CHANGE
IN LOCAL AUTHORITY
MANPOWER — ENGLAND

3%/2%

31/2%

in 1978:

“We are committed to a root and branch appraisal of the powers of White
government. We shall . . . reduce and eliminate many of the controls tha
Britain’s cities to the Whitehall departments. I believe that that will

save money and restore a sense of competitive independence to local d

The second, central to the Government’s economic policy, has been the attem
sustained reduction in the size of the public sector and in the level of public expend
were seen as part of a co-ordinated policy of increasing national efficiency and o
financial and social background for sustained economic recovery.

1.2 The Government’s initial legislative and administrative effort gave equal

3%

13/2%

Under 1%

two aspects of the policy. A large number of unnecessary detailed controls over local
which sought to establish Whitehall’s responsibility for matters which lay proper
ambit of local decision were abolished. Unified block grant, introduced in the Local
Planning and Land Act of 1980, sought to increase the costs for authorities spend

average, while leaving them free to determine their spending levels on the basis th
answer to their electorates for the costs involved.

1.3 Inevitably, however, central governments priorities have shifted to dea
problem of the level of local government spending. This was understandable. Local
in the United Kingdom is a major part of the public sector. It employs over one and a
full-time and nearly a million part-time employees. Its current and capital
account for a quarter of all public expenditure and 10%% of the Gross Domestic
therefore responsible for a significant proportion of the tax burden borne by

industry, business and commerce, either nationally through government gran
through rates, as figure 1 shows.

(@)

(ii)

Figure 1 : LOCAL AUTHORITIES’ CLAIM ON THE TOTAL TAX BURDEN — UNITED KINGE

B
iy

(iii)

'\ Taxes to fina
local author

(iv)
expenditure

taxes on income,
expenditure and
capital, and
national insurance
etc. contributions

(v)

(vi)

The Government had taken the view from th
tqre and taxation should apply as much to 1
however, it was seeking toreverse a trend of growth and expansion which h
berrupted since the end of the last war. In the 1960’s and 1970’s the ve

t expenditure and its manpower each grew by about 3%% a ye
growth was about 3% and 1%% respectively, as figures 2 and 3 il

e outset that its objective of r
ocal authorities as to central g

bst

1960's

L6 The implicit assumption of the first three of these
aced with reductions in grant, would make corresponding

: : : i ant lo: ; ;
“ian rigk courting electoral unpopularity :g :";:etzlgg fﬁl:;,fd, however; and particularly soin a

_reases. This basic assumption has turn i diture but have increased it

" . > 1T en
Rinority of councils, which have not only failed to reduce o
antially in real terms, with correspondi

1970's Under this 1960's 1970's

administration

-3/4%

Under this
administration

5 Itbecame increasingly clear that none of the mechanisms availablein thcla1 1:::}811; 11-1:;‘(') 2'%2 l;l:g

lew block grant pressures would easily slow down this growth. The Gove_rnm:o ke
necessary to impose a series of external pressures of ever-increasing toug:

overnment. The measures adopted in England were:

reductions in the total amount of grant distributed to ltl))cal auglsﬁg?; ;ué(igb 1&748&9;,
the percentage of planned expenditure met by grant hasbeenr

B ke g as to
the block grant system altered the basis of distributing rate support grant, so

o . if it spent
reduce the proportion of an authority’s exPendltheE)m e_t Elfe %;?,th olf ;pe:pdlng
significantly above its grant-related expenditure

assessed by the Government to provide an average e

emented by a system of expenditure targets

the block grant ayster GEEIE I authorities which spent above their targets

designed to secure year-on-year reductions;
suffered grant penalties;

; earch for improved
The new Audit Commission was established to encourage a et

value for money by local government;

: . local authorities’
from 1981/82 the Government for the first time sought to control the

net capital expenditure;

rate limitation. 9
measures was that authorities, when

ngly high rate increases.

i i i ther
reductions in their expenditure ra
i sses with corresponding rate
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1.7 In1983/84local government’s budgeted expenditure exceeded the Gover
£770 million, 75% of which was accounted for by the expenditure of the top 16
authorities. A similar pattern occurred in 1984/85 when 75% of a planned o
million was attributable to 12 authorities. Though some of the total overspend
optimistic figures in the public expenditure White Papers, itis c.lear.that atle
minority of authorities accountability was glmp}y not operating in the way
hoped and so the grant pressures were proving ineffective.

1.8 The Government’s response was to introduce statutory powers to enable
the rates of selected local authorities, backed up by a reserve power to limi

authorities. The powers have been applied for the first time in 1985/86 and
authorities. .

1.9 The financial pressures have had some success over the period since 1979 in sl
expenditure growth:

(1)  the annual rate of growth in the volume of local authority current
fallen from 3% in the 1970’s to under 1%, as figure 2 shows;
(i) local authority manpower has fallen by %% a year, a cumulative reduci
1979, as figure 3 shows;

(iii) average rate increases have fallen substantially from a peak of 22.
5.5% in 1984/85,(although this is principally a reflection of the fall in ov
and the 1985/86 reduction in aggregate exchequer grant will reverse
(iv) gross capital expenditure has fallen by about 20% in cost terms betwe
1984/85. In addition, some £10 billion of local authority assets have |

1.10 Compared with the trends of the 1960’s and 1970’
ment. But it is a relatively modest achievement. The fact remains that local auf
expenditure is still growing, albeit at a slower rate than before, and as a propo:

now higher than it was in 1979/80. The Government has had to revise its publ
plans upwards every year to take account of existing spending levels. Local
England is in 1985/86 planning to spend about £1.8 billion more than was origi

that year in the Government’s public expenditure plans published in 1983. Th

s these results repre

' by large overspends on the cash limit in 1983/84 and 1
request for restraint in J uly 1984.

Meanwhile, b

ratically-elected
the Government

creasing danger as the fins
In particular;

CONFIDENTIAL

factors the ratepayer has little idea of how his rate bill relates to the spending decisions

of his council, and it is be:coming ever easier for councils to persuade their voters that
central government carries the blame for increased local rates.

(i) the system of expenditure targets and grant holdback has alienated most of central
government’s lower-spending allies in local government, who accept neither the need
for central government to set their targets nor the basis on which they are set — a basis
which they believe treats them arbitrarily and unfairly in comparison with high
spenders, since it is based on past spending patterns.

(iii) the measures taken to reduce overspending on capital have aroused strong opposition

from the Government’s own supporters in local government, which has not been offset

by any marked success in controlling the overspending.

i te limitation has necessitated detailed central government involvement in the
P ;?faeirs of a number of individual authorities, which is administratively difficult and
makes heavy demands on resources; it has a}so led to djrect confrontation with certain
authorities involving political and legal brinkmanship.

imitati litical extremism in
both grant pressures and rate limitation may have helped foster po

¥ c:rtaign inngr city local authorities; such authon!‘,les are using the present local gov-

ernment finance policies as a pretext for promoting the ideologies of class conflict.

ese problems point to an increasingly heavy price in the future for relatively modest gains.

CONFIDENTIAL
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Chapter 2: The case for reform

Figure 5 :
’ ¢ o g S ) Total expenditure
2.1 In political terms, if we continue to try to apply emstmg policies wi : Greenwich :
financial framework we will, in effect, be declaring the modern equivalent of a hy; 140 e

on local government. But in any event, those; policies have in praqtical terms on
expectancy. Of the external pressure mechanisms, targets are proving so difficult

120
; \ WA Figure 4 :
operate in any sensible or equitable way that their demise is only a matter of

B Casi Suspey

PROPORTION OF GRE £ . b Fox

term the pressure for restraint imposed by targets and holdback can be rep! TARGETS AS A 100 i Wi

pressure using grant mechanisms under existing powers. But such mechanisms . A V. A ¥ e a4
for a few years before they become ineffective or their effects become political

Rate limitation is working reasonably well in the first year of its operation. B

expected to serve as a permanent, long-term mechanism for constraining the g

Targets
authority expenditure.

140

Lambeth

2.2 The key point is that experience has shown that with the present rating
rely on the accountability of authorities to their ratepayers to secure expendit;
those parts of our present mechanisms (ie block grant reductions, targets and p:
rely for their effectiveness on voter reaction to increased rates have brought
focus the inadequacies of rates as a source of local accountability.

120

100

<

0

2.3 On the capital side the present control system has fallen into disarray, lar Block grant after holdback

the success of the policy of sales of local authority assets. Local authorities have ai b 100 (1 :

billion of capital receipts from those sales, which they would like to use to su ' LS TR G
spending allocations to meet what they see as urgent needs. But in th i ;_ ; ; Sl SRR
macro-economic management we have had to ration the rate at which they c: T/__ ‘ & . S sy 2w L
receipts by reducing the “prescribed proportion” of receipts which they may spen 2 ; i i -84 84-85 85-86
20% for housing receipts and 30% for other receipts. 'II‘)his has proved highly 1983-84 84-85 85-86 1981-82 62-83 83

authorities of all political persuasions, and avoidance devices are multiplying.

(i) The Grant System.

(a) Targets and holdback.

24 E(LA)havea
1986/87 for a numb

) Grant pressures

The abandonment of targets will require other measures i:off sugtau; fpiﬁzsgli.:iio; :};ie;:isll:g
straint. Reductions in aggregate exchequer grant S stlh emr;g options. Grant pressure
creased spending incorporated in the block grant system are the Ill;ra ears — but thereafter
Bould be effective in the short term — perhaps the next two to t eetg exchequer grant and
comes self-defeating. For both reductions in the level of alg'greizses :n spending higher to
eepening of the block grant taper (to make the cost ofn_m-l'glnam[l,naof authorities out of grant
al ratepayers) have the effect of driving an increasing number t system and the cost of
together. They are then immune from the pressures of ‘tl}e g::n B sg'rs' Figure 6 shows the
arginal increases in expenditure actually diminishes for their ;‘af aP yegate exchequer grant
Umber of authorities which are driven out of grant if the leV(l% f(') 52%5:0 38% by 1990/91. If, in
dntinues to be reduced on present trends from its 1984/85 level o

k grant schedule is
ddition to reductions in aggregate exchequer grant, the ilﬁlfdzh: I})Jf:beﬂf high spending
Oubled the group of authorities driven out of grant changes to ldon, Thamesdown and

cal authorities, such as Tower Hamlets, Newcastle, L‘a?lbeﬂ;ﬁ(iﬁl L il
i e ol the hg l?ctthe low spenders in the same
al'?-tain Pressure on them; but it would not be possible to se

OS1tion,

greed that it would be highly desirable to abandon targets an
: er of reasons. In particular targets have caused considerable re
sense of grievance among relatively low spending authorities which would otherv

the Government. These are authorities which have been set targets, related
spending, belov_v j;he level of their GRE. Thirt

’

penditure assessed by Government as

; gh-spending authorities are set targets well
and 5 give an indication of the problem. .

grant penalties, to spend below a level of ex

standard level of service, while other hi
GRE. Figures 4

2.5. Other objgctions to targets are that they are inflexible, being based on gen
which makes it increasingly difficult to devis

m: - e equitable spending figures for over 4
agthontleg; t.hat.the.y override and undermine the basic block grant system; th
with rate limitation in a way which requires rate limits to be higher than they ot

D) Rate limitati
oldback is made more severe each year, yetl e limitation

han the 1985/86 scheme, particularly given th

,ration. But the Department of
8 Rate limitation has so far worked well in the first year of operation

; » ities selected. If further
: .. “Vironment has been fully stretched in handling i lse;;;‘loﬂll;:rslelected; and for signific-

*Penditure redycti i ore authorities would o eed to be selected, as
t I‘eductiorl;: tl;ctt,?giﬁ;ﬁq: l\:‘:gynllarge number of a“thozit;e]s)::):urlt‘!intnt could realistically
8ure 7 indicateg. These are much larger numbers mélwhat it was designed to achieve.
"Pe With and would expand the selective scheme beyond W ;
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Figure 6 :

AUTHORITIES WHICH GO OUT OF GRANT
AS THE AEG PERCENTAGE IS REDUCED

Number of authorities
11

52% 49%
1984-85 1985-86
AEG PERCENTAGE

Figure 7: Annual reduction
RATE LIMITATION — h expendii
THE HIGH PRICE OF

SIGNIFICANT

REDUCTIONS

10 20 30 40 50 CONEE

No. of authorities selected

The chaljt assumes that each authority sele
reduces its expenditure by 5% per annum in |

(iii) Rates

(@) Not enough voters pay

2.9 The attempt to rely on the accountability of councils to th

securing expenditure constraint has shown clearly the weak linkag, . ’

ote for and use local authority services. In particular it has higk
: ax on which to rely exclusively for the stimulation of voter

Figure 8 : RA

Public Utilities

Industrial

Commercial

Rate income (net of dom

Local Authorities are thus able to

payer, who has no effective sa
ke a hefty contribution. And
rage levels of expenditure and n

The effects of such a situat:
mden, where the non-domestic
hows how the Kodak company, :

last five years its rate bill has

Figure 9 :

RATE BILL OF KODAK PREMISE!
IN CAMDEN (RV £445,000)

Kodak Rate Bill

i GDP Price Deflator :

£470,000
- !

X
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2.13 If, however, Camden’s non-domestic rate poundage had been tied to
over the last five years, the domestic rate poundage would havg had to
finance the authority’s expenditure, as compared with the actual Increase ¢
shows.

Figure 14 : GROWTH IN RATE REBATE
9 S £1180m

£1090m

2.14 The accountability of authorities for their expenditure and taxation
eroded by the weak links between the electorate and those who pay domes
electorate in England of 35 million, some 18 million are liable to pay rates.
the remaining 17 million will of course, be spouses or co-hal?ltges of ratep,
million liable to pay rates, only about two thirds — some 12 million — actu
full; 3 million receive partial assistance with their rates through rate reba
3 million receive full relief from their rates bill.

- E Cash . Recipients

Excluding supplementary benefit recipients
Figure 11

THE ELECTORATE AND THOSE

£370m Pl 61/am
WHO PAY DOMESTIC RATES bl

£310m

£225m

3/am
£170m 254m 2%am 2

140m 2'/2m
K - 4

g

1978 -79

79-80 80 -81 81- 82 82- 83 83- 84 84-85
12 million householders paying full rates — l
6 million householders receiving rebates

Confusing signals to those who do pay
17 million other adults

There is nothing intrinsically wrong ;vlt&h tmntz;ggs!:ohlifll;tl};,a ::{0::& t!llxgzm any ot(lln,e;
aimodity. And rates have many virtues and advan h . 1 recognise .
' w?li;hywa: acknowledged by the Government in its 1983 White Paper Rla:tes (Cil:l:go ?lg(g)e
if our main and overriding concern is with what a local tax tells th(l)ms; v; 0 paygul g
and level of the services they consume, then changes in rates are good

payer.

35 million total electorate

215 _ These figures are national averages. They disguise some significant v:
individual authorities. In Hackney, for example, the position is more marked:
ratepayers — a quarter of the electorate — are paying full rates, as figures 4

cik f
8 First, a tax on property cannot take account of the composition of households and thus o
Figure 12

: in the past, when the
Figure 13 : iseholds’ consumption of servicesl.'tThlslméﬁ g:::i:;elll;zz: :f;l‘:ep:roagl:i:lth lar%er proportioltli
; i -rela s DEIONS T
e FACKNEY — PR . Of'lo'callsper'ld'lng Wlelflztgnfgzgim%le to the provision of utilities, such as gas, electricity an
DOMESTIC RATEPAYERS ELECTORATE ; aunicipal activity related, ’

Paying partial rates Paying no rates

: bstantially from one part of the
9 Second, rateable values for similar properties vary l:ut nt:llt'la{ues. Asa quite explicit
Intry to ano’ther, because they are based (in theory) on marketre

PLES
Figure 15 : HOUSEHOLD COMPOSITION — SOME EXAM

Paying full rates Paying partial rates

[Moscal S —

B Ras| 1P
mw** | T’ Pen_sione;' Pensioner

L iy, Bingla parett |
Married couple,  Married Mtwgec:%ilcgf%‘:“‘:e' va%?\ E\iﬁ’r g5 widow e
2 o9 ot working il working sehioolc
schoolchildren
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Figure 16: PROPERTY-RELATED AND PEOPLE-RELATED SER
r AS A PERCENTAGE OF LOCAL AUTHORITY EXE

Figure 18 :

CHANGES IN AVERAGE RATE BILLS IN GLASGOW CITY
AS A RESULT OF THE 1985/86 REVALUATION (ALONE)

+22%

Public Utilities,
Schools,
Government,
etc.

Fire Police
Refuse collection and disposal Highways

Land drainage Housing
Planning 23%
8%

Domestic Commercial

political and social policy aimed at ensuring comparable levels of service n
Governments have distributed grant between authorities to compensate th
rateable value so that local authorities can finance comparable levels of spen
rate in the £. In effect, the Government subsidises local expenditure by s
additional ratepayer in each area. The consequences for individual ratepay
extremely varied. Someone living in a 3-bed terraced house in the home coun ;
values are high not only pays a greater proportion of his income in housing cos!
much higher rate bill for the same level of service than his colleague in a s

North East, where prices for equivalent houses are cheaper and hence assess
likely to be lower; see figure 17.

-16%

' i -41%
Figure 17: ILLUSTRATIVE RATE BILLS FOR A THREE BEDROOM TERRACE‘ . |
i o . The effect of the revaluation (alone) on the average domestic propertz in
Glasgow City is to increase the rate bill from £340 p.a.to £415 p.a.
over £1 per week

Equal rate poundages = unequal rate bills.

Lo
Guildford |170.9p ) Capital control system he total
ntrol the
Gateshead 2 The present capital control system is illltellidedt;z:imglge(}:lreei;n g?:sztc:opﬁal expelnditure
: el of net capital expenditure each year by local au is however flawed because
Rate pound Rateab| Rate bill i ol T . ot
g fGRE age . :I: ; e atee S their capital receipts from sales of assets in the year) Y

i i and tolerances built into
allocations to individual authorities together with various freedoms

. ntially from national planning
* System enable authorities’ total spendin&t0 qlverge ?ﬁgﬁﬁgﬁcular, local_authontlgs
als without any individual authority breaking lii'az ::V:; any year with a proportion of their

Ve freedom t, lement their capital allocat :
properties (however that might M lated rege?;&por reserves built up in earlier years. ”
8 can and do produce dramatic changes in the " o+ “estrict or remove the right of authorities
oo luential disruption to the finances of the indif S . The logical thing to do to correct this might be torestrict SR FERDT o il v But this
it | SPend the proceeds of asset sales, particularly those Bk- assets, which is an important political
uld destroy the incentive for authorities to s.ell fu:l!‘l‘t:;!;m . alf:aady been imposed indicate that
Jctive; and the controversy over the restrictions tha er the right of authorities to spend tilse;rf
Would be Politically very difficult to reduce any "f/"'“‘,' th nt control system and present leve
VD money” at any rate within the context of the present co!
ed capital expenditure.

You Pay 127% more in Guildford

2.20 Third, a quitable within its own terms, mi

i tal.{ on property, if it is to be e
relative s:hanges in the value of different
?evglpatlons taken at interval
individual Properties, with con;
Such effects are hi

local authority incom,

; a about the spending behaviour of local authorities .
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Chapter 3: Reforming The Local Gover
Finance System |

(i) Macro-economic Considerations

3.1 Our pursuit of policies to restrain local authority expenditure and taxation
perceptions of latent but fundamental flaws in the local government financial

the mechanisms of restraint themselves have a limited life expectancy. But th,
itself, suggest that the government should abandon its objective of seeking to cor
of local authority expenditure, in order to achieve its main objectives of redu‘
burden of taxation and limiting the extent of local authority borrowing.

some authorities more spending attracts more i j
_ . grant. Almost another 30% is fin
domestic ratepayers. Local domestic rates bear on average, only about 20% ;f the t

2 = . | o

3.4 Inthese circumstances the government has been unable t
. . . 0 1
festi'alnt in ]ocal exper}dlture and taxation. The Government ha; Zgu(;?ltl:ot(i?; 5:1
b(:ic?;v :uthorlty expenditure levels derived from its own public expenditure plans.
S egv gfgti'gl and local government has therefore been over the delivery of those
g fe 1very of specific expenditure levels for local authorities is not, in itse
uccessful management of the economy; it is a means towards achie,ving' th

reducing the burden local authorities
s impose on i :
electoral pressures are failing to achieV(Ie). o1l taspeyers, whidEi

needs, and the extent to which local a
be concerned with the general level

uthorities should be meeting them. Govern
of l?cal authority borrowing. Curbing the ra
ent’s policies for reducing inflation and layi
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€ different circumstances of local authorities which wo
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What kind of local government system do we want?

If the present grant and rating systems cannot meet for much longer the Go rnment’
timate concern about the level of the local authority tax burden a ne%v framewo‘;f( mugz1 {):
jsed. But what that framework should be raises the fundamental question of what kind of
3] government system we should have in this country.

There are essentially two choices facing the Government:

ither (i) new mechanisms to achieve direct central control over local authorities’ spending
and/or rate levels, so as to ensure that they conform with Government’s policies
and priorities;

or (ii) anew “self-regulating” grant and local tax regime in which authorities are made
fully and properly accountable to local people , so that the electorate can under-
stand and influence the spending and taxation decisions of their local authority.

0 The choice between the two is not influenced by considerations of practicality or efficacy
me. The fundamental issue at stake is whether or not government believes in a reasonably
iralist and decentralised society in which local political choice and self-determination has a

to play within a clearly defined statutory framework, alongside the decentralised economic
cision-taking in which we so fundamentally believe as supporters of market choice. Tradition-
y, the Conservative Party has held to that belief : as we have stressed, that was the other leg of
r policy towards local government in 1979. Mechanisms for increased central government
ntrol over local authority spending and rates might perhaps ensure delivery of lower spending
d taxation levels than would otherwise apply with our present financial system but they run
unter to that tradition. Measures to improve the accountability of authorities to their electo-
es do not; but while we might expect enhanced accountability to lead to local victories for those
10 wish to reduce expenditure and taxation in many authorities, we must be prepared to accept
at in some it may not. What a proper local government financial system should do is to
nimise the effect on national economic and fiscal management of the fact that allies of the
htral government’s low spending policy will not hold power in every local authority at all times;
d it should ensure that higher local expenditure and taxation are only accepted as local policy
hen they are chosen by the majority of local taxpayers.

11 Improved accountability in respect of current expenditure and its consequences for local
Xation does not, however, preclude effective means of influencing local authority bor_rowmgd or
Pital expenditure; indeed we would argue that the two approaches must go hand in hand.

i) Increased Central Control

12 Leaving aside the issue of principle, mechanisms for increasing central control all have
4jor practical drawbacks. We have considered three such mechanisms.

8 First,a general limit on rates. This would limit the local tax burden and, togf:tgﬁr w:flllot;?
Ntrol which central government has over grant, it would provide a8 Bt elive Lr t:' e entral
ithority spending. But it would be administratively extremely dlff.‘lcultf to 1ope2anﬁxxclber of
Vernment would either get drawn into the detailed financial affairs of a larg

Uthorit; ae « o ; : rous limits to take account of
e .rtough limits were AFRIEIEE. havelt;lods :f:lg;;fe little in the way of restraint

; ; uch would be deeply
*penditure or taxation.It would be overtly very centralist ai)lﬁvisr (s)n the statute book; in

>opular for  very little gain. Moreover, we do not have such a ies of authority had to be

oF Lo secure the passage of the 1984 Rates Act, considerable categorl

mpted from its reserve ‘general’ powers.

government services (education, personal

14 Second, 7009, central funding of the main local with the remainder of services financed

felal Services, police, fire and highway maintenaHCE)’eﬁ-ective as that of Whitehall in respect of

.21y locally, This would provide control, at least as

i iture; i 1d
€T centraljseq services, over about three quarters of local authority expenditure; it wou

ey
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establish a clear division of responsibility between central anq local governmen;
national characteristics as against purely local services; and it would el}able
to be applied to services financed by central government. However, it w
substantial increase in central government bureaucracy ln.order to assess ace
services in each local authority and to monitor and supervise their delivery b
Central government and Ministers would become answerable for every detai
in every local authority and would face pressure to level up standards of service
where it was alleged to be below average. Logal authorities wopld simply
central government and would lose their incentive to manage services efficen ‘
blame central government for all shortcomings. In sh9rt, the system would —
inefficient and expensive to run and savings in expenditure would not be cert
sharpened controls would still be needed for locally financed services to prevent ar | -
spending on such services as the burden of local tax fell. The outcome would be ‘

the game would not be worth the candle.

3.15 Third, central funding of teachers’ salaries. This would provide direct e

over half of education spending anfi one fifth of all local authprity spending. i

education through the number and grading of teachers. Like central fun
education service, however, central funding of teachers’salaries would req
Increase in central government bureaucracy to determine the number and
required in each authority (quite possibly in each school) for which central
become answerable. Like 100% funding of main services, it would only be a m
levels of rates if mechanisms were put in place to stop other local spending i

(iv) A self-regulating system

3.16 Both practical and philosophical o
tions. But we do not advocate a new self-
Given that Government will retain its co
the best choiceifit still believes in the
central Government ca

only be restrained locally or centrally i

bjections therefore appear to rule ot
regulating system of local authority fi
ncern with the burden of local taxatio
Principles of pluralismand localchoice
nnot always know best; and if it recognises that in the
f enough people are persuaded to vote

CONFIDENTIAL

apter 4:
rstem
The key to a new self-regulating local government finance system is greatly improved

puntability on the part of local authorities to their electorates and taxpayers. The above
lysis suggests that under the present system four principal factors weaken accountability:

The Elements of a Self-Regulating

the non-domestic ratepayer represents a non-voting revenue source which local
authorities can tap at will

domestic rates are too narrowly-based a tax: not enough voters pay

— for those who do pay, domestic rates give confusing signals about the level and con-
sumption of local authority services

the rate support grant system distorts accountability through a resource equalising
grant.

ese are the problems which have to be addressed if accountability is to be improved.
The non-domestic ratepayer

2y . 7 : 1
Inprinciple, one answer to the lack of representation for the non: gi'omestlc ratepayer woul
to gi\Il)e himpthe vote. This was discussed in the 1981 Green_Paper Alternatlvgs to Domestic
tes” (Cmnd 8449). However, it was concluded that the practical problems of trying to devise a
rkable scheme in a way which would produce a real degree of accountability were
erwhelming.

The decision not to reintroduce the “business vote” was conﬁrmgd in the 1983.Rat.ei.s V&;hli:la
per. We see no reason to differ. But from that we conclude that it cannot be rlghthi 01]; otc
ernment to continue to have uncontrolled access to such a large taxpayerdto whic tli 1115
accountable. The non-domestic rate is not an appropriate tax to be left to localt ffntencl:liltﬁa e(;r .
does, however, raise a very large sum of money — £§.5 billion in the cuzen ti:l;ates);veré
bstantially more than the £4.5 billion paid by domestic ratepayers. Ifnon e eatinal
dlished the income they yield would have to be.found from other sources: t; S e,
ation via Government grants or from domestic ratepayers; or so.m_t:1 ;.:lm ot
whatever alternatives were found, the consequences for indivi taxpayers,
ally or nationally, would be very severe.

i e available
We therefore suggest that non-domestic rates be retained, an% thee}l’l;gc::ﬁrﬁagivemment.
local authorities, but that control of the level of the rate s e ‘ilrrl vel of the non-domestic
ntral government would then be accountable to Parliament for i’ti : on-domestic sector) in
te (which might be set after consultation with i b tei:1 reliminary would be
- Same way as it is for other taxes which bear on businesses. (An eSSe:;1 datl;)e comparable basis).
Ve a non-domestic revaluation to put rateable values on an up- loi-ncreases in expenditure
al authorities would then have to finance the full cost of martgma ayers.

dm those to whom they are accountable, namely local voting taxp

) : ined under the
The second report discusses how non-domestlc.ratedlttwlilosclafilgﬁhﬁid;::fmm
" arrangements and how the yield might be assigned to

? a
) Domestic rates: a confusing tax which not enough people pay

i oca tability and
v gt ha o property e o longersrvs e ntersta o ol sy and
enhancing accountability is our prime objective, then we

1Pping local government with a new tax altogether.
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4.7 Our criteria for assessing a new local tax have been based on the
accountability of local authorities to their electors. On that basis, any new tax
following criteria: A%

e are further problems given the present structure of local government. The

sales tax would benefit disproportionately regional shopping centres. This effect is particu-
(@) it should b tibl 4 stark in conurbations (eg Newcastle would benefit from attracting shoppers from the rest of
1) it should be perceptible 3 i

(i1) it should be non-buoyant

The final optionis a simplg flat-rate charge on all adult residents. This produces the closest
th local electors. It would widen the ta;z base f}'om 15 million people to 35 million. It would be
rly related to the level of local authority services, since there would be no need for complex
lisation mechanisms to distort the link between service and cost. It would be perceptible and
jeld should both be predictable and easy to fine-tune, so should not distort incentives. For all
e reasons, we believe that a form of residents’ charge would be preferable to domestic rates as
principal source of locally-raised revenue for local authorities,

(iii) it should be as widely-based as possible
(iv) it should be clearly related to the consumption of local services

(v) it should reflect in an accurate and predictable manner marginal
expenditure. '

Any new tax should also be compatible with the government’s oy erall taxa The objections to the residents’ charge were well rehearsed in “Alternatives to Domestic

es.” They include concern about the implicationS_qf registration of voters; administrative
plexity; and the fact that it takes no account of ability to pay. The last is argugbly the most
ortant. The level and impact of any community charge wouldl.lavetobeassessedmthe context
s effect on the range of household incomes and colleagues will want to see the result of this
ore reaching a final view. But it would be unrealistic to expect people on low incomes to be able
ear the full cost of the residents’ charge, even if beneﬁt_s were raised to take account of the
; age level of the charge. The residents’ charge would either have to operate with a rebate
lem or be reflected in supplementary benefit levels. But, unlike the present position w1t}3
1sing benefit, we believe every adult should have to meet some proportion of the residents
ge from their own pocket even if for the poorest the welfare system put the money there in the
tplace. Automatic 100% rebates for any member of the community undermines the accounta-
ity gains from the introduction of a residents’charge.

4.8 Wehave examined again the major alternatives considered in the “Alter
tic Rates” against these criteria. They are:

(@) reformed domestic rates
(b) local income tax

(¢) local sales tax

(d) a charge on all residents (residents’ charge).

4.9 Domestic rates meet some of the criteria of accountability, in that they
ible to those who pay them and non-bouyant. But as we have seen, they f:

respects. Domestl_c rates might be brought more closely into line with consump’
making some adjustments to reflect the composition of households. But thi
confusing hybrid tax and continue to give misleading signals to ratepayers.

y way W g pr operty tax and a commu
Would create yet more anomalies.

) The rate support grant system distorts accountability

i i i 1 of local services and to
If the residents’ charge is to reflect accurately the relative leve ]
)mote accountability, we need to ensure that dlﬁ'ereqces in the needs and cncugstz)l;ces of
al authorities which might otherwise distort those bills are properly compensa ;

5 The principle of compensating for such differences already underpins the ‘Zﬁ:g?ﬁgr?g
Pport grant system. But as we saw in paragraph 2-19, the effegt Ofl;l: oe(;:;mdli)ﬁ'erent parts
erences in authorities’ rateable resources introduces major vz.maft';lons ;,Vrable B s of
the country in the rate bills levied on comparable properties :" chaﬁ;in i sond to
i ;o his is one of the confusing Sigm}illi‘rwmfih : fize::::sgtza: reasl;dents’ cgharge deals with
i . : : ; e mesti \ , the switch from domes :
electors with no dlyect ﬁnanc1gl stake in local spending decisions. The better off wou sfr;%ieanbf p;ﬁizst}iorg:gle capacity per adult does not vary fromthaz;:ea1 gda:lz'sgﬁgl::
erefore no need for domestic resource equalisation, once it is accepted that a
ble for the charge.

f non-domestic
6 Non-domestic rates will be retained under our p{‘oposil_lls ang;he::lg::t ;’o;;ensate for
teable resources varies widely between authorities. on-(t)l‘;)vl:l B & 5iskion sl basis
ese d.iﬂ‘erences if we pool and redistribute the yield mma;omt per adult. The need for non-

lowing a non-domestic revaluation) as a standard iy
mestic resource equalisation through the grant system therefore also ppe

ities for differences in their agsgssgd
?iugurethorig?;lowever, because inequalities in
lex machinery of the present block grant is

4. ; .

tolalu rssligcea:lltzaleiﬁhx:f::gd be Pf)ll;i by all consumers in the locality. It would wi

‘ & — 0 z 3 o 1.

ity criteria for a numbey - r‘; as:o :s:antlal number of non-residents. But it fail
@ it would be hard to percejve 17 There s, however, still a need to compensate

ending needs, for the kind of reasons illustrated by

S0urces haye already been taken care of, the comp allocation to each authority calculated

copeuired: the onl nt we need is a lump sum ot related to how much
Cording to theijy m:legs gal::aus:sessed by central government formula, andn
€Y spend.

(i) it would give local iti |
: C authorities g buo : 7ing
increasing spending SO e yant source of income, allowi

easing the rate of tax

(iii) there would be ng d;j i :
3 : o direct link bet i ices and
elections, since many non-residei::een ey the 1o e 4

authority coylq shop elsewhene would pay the local sales tax and r

(iv) the yield j 1 ) :
spen):iling 18 lumpy and not Susceptible to fine-tuning to reflect margir
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A new framework for the control of capital expenditure or of borrowing which delivers
total figures closer to national plans, and which gives individual authorities greater
certainty about the available level of resources within which they can plan capital
programmes over several years. Following the analysis in paragraphs 3.6 and 3.7
above, there wogld be attractions in principle in operating the new control on net
external borrowing by local authorities, and giving them the freedom to spend in
addition on cqpltgll 1n any year any amount which they choose to raise locally either by
asset sales within the year or by contributions from revenue. There are, however,
considerable practical problems in devising any such system and it would be premature
to decide in favour of a borrowing control at this stage before these have been explored
further. It may turn out that in the event some form of capital expenditure control
(perhaps based on gross expenditure) remains more practicable and could indirectly
give a better degree of influence over borrowing as well. A separate paper will be
circulated on a range of options shortly.

Figure 19 : WHY NEEDS FOR L.A. SERVICES VARY

(i) % of children aged 5 — 17
living in Lone Parent Households

‘ 30%

a new framework governing the budgetary procedures of local authorities, so that the
possibility of deficit financing can be pre-empted and the relationship between local tax
levels and local spending levels preserved;

the possibility of annual elections for all authorities (as happens at present in met-
ropolitan districts and some shire districts) in order to improve accountability and
electoral influence over council affairs;

(ii) % of Elderly (over 65;{,
Population living alon

with mobility proble measures to encourage an increase in the amount authorities raise through fees and

10% charges for their services.

9%

Finally, we must recognise that, other things being equal, the new financial framework we

erecommended will increase the burden of local taxation on the residents of the worst areas of
r city dereliction. This is primarily because the authorities concerned are spending consider-
’ more than their assessed needs now, and in future the entire burden of such excess
nditure will fall on the residents’ charge. It may be that the current needs assessment
ula fails to reflect the full intensity of the problems of these areas, and we shall be
idering this in our revision of the needs assessment arrangements. In a_addltlon, extra
urces could be allocated to specific activities in these areas by the authorities and central
ernment acting in partnership: this should help to ensure that the resources are put to best
Et.

|

|

i LAMBETH DUDLEY
|

! A » Whatever their varying needs, authorities
i(}el\i';el ;)}fl' ser}\;u:le will be able to levy a similar level of rfsidents” charge. If
» the whole of the excess will have to be met from a higher residents’ ¢

4.19 i - :

perceivzcliltf) :‘nge:dl't all the more important that the needs assessment

e urbane:re ;ge;:;:ciesl In spending needs fairly: there is in particular
1al requirements are adequat, i :

too, to make the formula simpler and more intelligi(%)lll:. oIy deelt R

4.20 We should b : .
R gy eware, however, of assuming that this proposal should lead

! an at present; if we were t, i ini
equalise differenceg in authoritieg’ expel?;i:?lizraln oy ae oot e

have to increase very substantially indeed. needs, the overall leveli

- (iv) Other measures
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5: Conclusion

5.1 Our objective has been to find a new system of local. government finance which
balance between on the one hand central government’s desire to encourage authoritiegt, .
more economically and efficiently and to constrain the burden they impose on loca] o
and on the other hand the need to restore proper local accountability and avoiq detai],
government involvement in the affairs of local authorities, which we do not believe
central government’s best interests.

5.2 We have accordingly focussed on means to improve the accountability of loca] auth,
local people, so that their electorates may better understand the actions and affaj;
councils, and have both the incentive and the ability to influence effectively those 2
affairs. We believe that in general this will encourage local authorities to behave in awa
1s more compatible with the policy objectives on which we fought and won the last two
We must accept that in some authorities the electorate may choose differently; by
proposals such a choice would at least more genuinely reflect the wishes of the majorit;
taxpayers than at present. Above all, we believe our proposals offer the best chan,
durable, self-regulating system of local govern

stand back.

1830’s — whereby we would scrap targets, penalties, block grant taper, the complexity o
rate capping and perhaps capital allocations, for freedom to set a painful local tax with
legal constraints on borrowing and the manipulation of accounts. To local voters we wi
offering real power over their councils — with the risk that if they did not vote they
sharply higher bills — and a shift in local payments towards those who use local servi

5.4 _This report has described how we arrived at our recommendations. Our
provides a detailed specification of these recommendations and a preliminary ana
likely effects on the finances of authorities, households and individuals.
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1.4 This report has been prepared in less th

&l

the Chequers presentation and our dev

Fection of greater central gnvernment Ebntrol ef | local

bhorities is likely in the lwrun te be pehtzcally and

actically counter- productlve.tm Ik’VﬂuldzaLse be etno i o

th the commitment - to which we &,tt‘a.ched so much importance in
79 - of less central government" ‘

inevitably at an early stage; there' isiug
work to be done in consultation wit
their departments before we can be in a posit

o

detailed package of reforms to serve as a

consultation.

e o, SIARRON e )
4 e R i
: / 8 We have therefore argued bhﬂt &h@wﬂﬂﬂssnggs for restraint on
(c) Scotland and Wales - i R
] cal authgrities should come mm$ ﬁqm@.senhral government but

1.8 In the time available, we have been able
analysis and exemplifications only to ‘ﬁﬁ_
But, as originally agreed by E(LF), the Secre

ich enables central government
Scotland and Wales are associated with

dividual authorities.
proposals have been developed with a view

trpismentation tin  Scotlsmds S ve 9 Our analysis aof why localaaqkhﬁquy“aaceuntablllty is at

Some aspects of local government finance et <o ineffelii 1dent1§§§@m&ﬁg

1%@#& links between- those
between the three countries at

present

o vote, use and pay for local govern ent serv1ces as the major

Y

UomblL coltipue fi e il »getqmore than hailf of

M Bl

any new arrangeme oblem. On average, local au

proposals for reform are agreed it seems eir rate income from the npn WPQE%%?QnQH dQMestme sector; of
e T VAT

lose who do have the vote, anly ahm&&?ﬂwﬁhhrdwélr9Ctly pay full
es; while the rating system @$§?fﬁmﬁ@ﬂd5 ‘those who do pay

least their main features - particularly

local taxation - would have to be adop'h

countries,
ddition, th
Cisions and behaviour of log§1$ﬁﬂ@hﬂritlesvw In addition =

B. 7

pare ‘gomplex and
GENERAL PRINCIPLES OF A SELF- REGULATING %ﬁtm Qﬁf e

FINANCE SYSTEM

frent rate support grant

,-“n “U i
storting in their effects. (il

b mm?ﬁayug «ml"
¥ A

1.6 it %d to t.a,cklxng these
3 Our introductory report explained the ratior

ve thel prewbaaiis we have put forward. 1@

lnadequate ang blurred accountability of local
their ratepayers gag

Present policids iq

rates hag run

10 Our proposals
Oblems . They alacl 1nclgd$‘

‘gﬁgsx&& promote local
thority accountability and

'aspects of the

the principal reason whfwf amewvork within which locallgév r
) More sensible »si;
Ntra] k. t.he nwgg ‘ﬁf ] 3& 12;,,;;;9;1““ to have
governmen I twmﬂW&‘ i
: si ! rand ;  the
4sonable uc MW* a.ffa.lr s

”‘gegg4 their authority to
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resource equalisation. Authoi"'if:’i'.‘es'

C. A SUMMARY OF OUR PROPOSALS

grant entitlements would
i, 11 Our proposals are described in detail erefore be determinog assessment. SN Cand il

this report. In summary they are as follows. eir adult population and WOUld not vary accordxng to what they
Bt . bl

th

(a) National non-domestic rate

15 Grant distributed on this basis will be much easier to
derstand and will no longer distort the relationship between

rginal increases in spending and what local taxpayers have to

1.12 Rates would be retained for non-domest
However, they would no longer be set at the d Wi B i
authorities but by central government as a natieo - 1f autholGEass wa‘_‘t' o S“P‘bndmhrvethan their assessed

LA S o : eds they will have to finance the cost of any excess, £ for g,
poundage (based initially on the 'currentis | e

'good for accountability.
nversely if they choose to spend less, they do not lose grant
d the benefit accrues, £ for £, to local taxpayers. That is a
od incentive to economy. There will however be redstributional '

poundage) . The proceeds would be pooled and
all authorities as a wuniform amount per
undoubtedly a centralist measure in that

source of income for local authorities. Bu

: fects. Abolition of domestic "f’e‘sé'&‘f%’é‘é"i‘éqﬁﬁli‘éﬁi’t’ion will shift
enhances local accountability because e

ney from low domestic rateable viilﬁg areas ta h‘:.gh domestic

{ 'Ih

teable value areas. R ”-"-»-%"-“"»
o ¢ W""'&M""" ‘.1‘,‘ Mr“ ) P s
16 What taxpayers pay will, howevﬁ'ﬂ' ' be more dependent on our

or payments from voting taxpayers.

{18 For the majority of non-domestic rate )&?’

thirds of whom are in industry and commerce - t

leds assessment than at present. -‘Wﬁ&’i»-‘—i-’m“te"ld" our assessment

thods to ensure that they are as defensible . d ‘comprehensible
in principle be attractive, since it offers we can make them. R T A

stability and protection from excessive rate

will however inevit.ably be losses for businesse: ) Residents’ Charge

poundages at present.

: ’ s e el RS Ry
These will be offset ' i ‘

business ratepayers in higher rated areas. Al 17 Domestic rates would be‘l‘epfﬂé’c‘ed‘mﬁy 5"'f}’§§'?é?fxts’ ch'argé.
of view of central government, its simplestyliinge would'ﬁ'ﬁk‘d{’%ﬂ'tfﬂf‘h‘ﬂfa fAI.a.f‘t réte
VY on all adults resident in an authority. M)"‘HEI&Ch district
d borough council would"-cnﬁb"‘il’&‘f!:;“éﬁw register, which would
Separate from the electo i‘il"f'i‘@i.,‘;tffiw ‘would aim for a.s’

exemptions from registration a poss ble. We would atb:
Nimum have to provide remegxmw&m%kﬁw@d families, bu
line with the decisions ﬂfﬂtmﬁhﬂ*&{ﬁﬁ&“ social security

. o 1d racezve a ' fulll
View, we have assumed that no wou

i JQ‘W‘M*"'
s ot s dents’

il any change in the is or her resi | .E,‘g#q!wi&w%é‘ AP
local taxation. As rtb‘vv‘-. | 4 o A a9 ; i it e
: P8 This would subsbantiem len the _
pe £ ”ﬁﬁw iy ; % ‘M‘BWal ly the entire
) ! gl 5 . Ly ’i

. : domestic rates %&é' : f@”m&t’ ktike +inll'the
e Ora 4 X _aT i e o Wi
: e thus giving ol B ')‘""?’iﬁmﬁ&”bﬂ‘ perceptible,
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pooling and redi:
yield of non-domestic rates will go a considerabl
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(b) A Lump Sum Needs Grant

B4

Our proposals involve a new structure /@
-authorxt.:.es but need not enta
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on year increases in spending would
explicitly in increases in the residents’

rebate system, the residents’ charge would

regressive than domestic rates. We should have

y Increases in Fees and Charge@mj**

2 Consistent with our obqéctzVe qf
(d) Targeted aid to inner urban areas 21

clarifying people’s
rception of the cost of local servxces,‘ we propose that
O increase the amount of
venue they raise through diréétﬂfﬁggﬁ&ﬁﬂ charges to consumers.
present local authorities*”inyﬂEﬁgﬁ?nﬂ ‘recover about £2.2
llion through existing fees and charges - some 7% of their
ending financed from their rate fund.  We might be able to
icrease this figure by up to ESOD milkran hy putt1ng ‘pressure on

thorities to conform with

thorities should be encouraged

1.19 Our proposals could mean a large cut i
inner city authorities because their expenggf
exceeds their needs assessment at present.
matter of extravagance and inefficiency. 3 30
because it is hard for a generalised system QfLw

to reflect fully the extremes of multiple de

rat%zce
our assess- ment of spending needs could help, ‘

be enough on its own. We must ensure that the 22 If we want to raise more than this - as ideally we would - .
the resources they need while squeezing out

new charges for services
inefficiency. Machinery to Ehanmal

» would need to contemplate int:‘cf:c"l‘t.ft:’?»"“w
extra

gy,

ch as fire protection, nursery education and libraries: we

through a new city grant .. s il

Buk ' o substantial

need care ght also need to consider ways of devising charges for

: . - ing reductions in non
initiative by central gover n-domestic ratepayers (and tnrreh Nr

be required.

mestic rates) to reflect in some ;3 Ehe BESRGELS (b inpsEes

8rive from local authorityggéfﬁfﬁbﬁ 'Eiﬁhai“approaCh kil

(e) Tighter Capital Controls
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1.20 While "we"“Bb&licve a self-regulating
government finance

1) Annual elections

RN 4 a8

s the only realistic
achieve restraint in

,‘,1'," bl ¢ AL R :
m the point

23 Present electoral arrangements agﬁ n@t ideal fro P
L lﬁke to see a simpler

"ﬁ.'ﬁﬁulﬁ_ understand and

local authority current
central Government must for
policy retain the

taxation,

, ~ View of local accountablllty
reasons

1d more uniform system which the : AR
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In Principle,
on all net external borro
temporar11y

borrowing effectively.
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capital exXpenditure,
conclusions,
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(h) A new framework for local authority budge
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1.24 Local authorities are at present sub g That might appear a recipe‘ for higher local authority

requirements on the form or content of their bt Penditure. It should not be.

We would be doing away with the

the rate set must be sufficient to, provi mplicated and unpopular apparaﬁué‘ of targets,

iapers and
ldback used now to place pressuréugn local authorities. But we

uld be replacing them with a syst.'emv which imposed a severe
i,,Tf,percentagé increase in
e R

.ir spending. We would no ﬁ&ngar be in the business of

expenditure. Yet the budget process is a Qkﬁ
which has major implications for local people

; 11 local authorities for
depends on a clear link between spending d ice on 2a-2

taxes levied. The creative accounting pr

eases for each authority
i afi el (TR

d . recent ears should largel di / il A
W e g ' " il u sed on its previous year’s spending.

dging “"allowable" spendins‘ inc
reform of the grant system we propose; and

annual elections for all councils the manipula

1 2 )
‘ 29 There 1is another feature of our prqpcsals yhlch suggests
hold down rates in election years should S

ending should be lower raiﬁbbﬁﬂﬁ‘g

'y

es authorities few incentives to b

jgher, The present system
there is still the possibility of et down. The proposed

thage lavying afrabe. ofiibansi el mRY. PEOH. system would allow authofiiiéé}hq‘éésgaap the full benefit
to cover planned expenditure) ina i fonw Thﬁfe-lﬁ?“ld be no sharing
VAL

een local taxpayers and

reductions |in Eheals spendjng
risk of this might increase under our proposed

cost savings and cost inctéésag‘hé
To preserve the link between spending‘auﬁ
we therefore propose that we should explore ti
establishing a legal

i i TEAARSIR IR 40
| A Al g T ! v ¥

it ; " s crease
e government -as happens at present. Every 1 per cent in

1525

i 4 { i ) Ly { 1 el h .
spending will costiiEheilieE= i ayg¢é‘ﬁ“_p§fr+??nt o y}S
reduction in spending
Pl i Y

#sidents’ charge. Every 1 per G '
'S d give across-thef

BT
[l reduce his b LiINE e per‘cﬁ% .

ossil

requirement on authorit

"sincere" budgets, backed up by a procedure ena

f e T ALY i
LB‘Hmﬂﬁb fhe present system
to vet selected budgets where certain

: ard incentives to economy img
“triggersis

b

il ty spending.
- top-down containment of local a ty ;pend. 9

ol AR RIEBNEE, s it roduction ‘o
M el (1 cates

ey | iskand | have
Mﬁéf‘ é&{horities:
YA

Jsg&g“not. These

D. THE PROPOSALS AS A WHOLE

1.26 Together,
spread the cost

voters;

Our proposals add up to an ap fants and the residents’ charge y '

of financing local authority

force local authorities to finance addil
from local

tentially major effects on b
. A R
ISinesses and households, some a:

‘¢ discussed in Chapter 2.

’5 looks at possible

voting taxpayers; and

clarify to
between expenditure on services and

the cost of

1
Rl
Al

éxt}éme effects

3 ot o
Mifications to moderate

vl i the introduction of
transitional arrangements -%x '

jestions for further
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al government
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2.5 The results we have produced so fa
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sections

Kodak will no longerkxh
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SR
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T The effects on particular househo charge by E£1. As Vais
ITT Numbers of gainers and losers

domestic  taxpayers in ”?ﬁﬁ3&_‘_ﬁ‘a
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SECTION I: EFFECTS ON AREAS

2.6 This section describes how the e f

proposals (without refinements) would vaoy i i 4
' - largely ‘out : BT
domestic and non-domestic local taxpayers. Shese B - ‘y“““¢ ‘ 'he1p to

values

no longer benefit"“u
a. The effects on domestic

compensate for ' ‘their

taxpavers

(resources equalisation).

2.7 The average local domestic taxpayer wou;d

1ii. 'Lendon
the new arrangements in over two thirds of

1 5
He will tend to be better off in two sortsis

Successive grant

R € f country
advantageous position ) = i it i
Low spending areas

in order to moderate |

its high
These gain

from sharing the proceeds

rate set at the nationa
On average the

et :
on-domestic its grant.
GLC and

contribution from

1N non-metropolitan areas would fall by

11, Areas outside

London with high

values

ffact, when taken
itinue the special London are
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b. The effects omn non-domestic local

2.10 If non-domestic rates are set
businesses will pay lower rates in
where rates are correspondingly high, but

spending areas where they are low. 15

come ? \
London. and  high. spsnding { norike s iuE ‘ yseholds in a samp

Annex A. The biggest gains are

Against this, rate .  bills jweuldgs "ease ‘ lculated weekly 19
i the hold income
spending rural areas, j househ'ol :; o
general the gains for business bayers i | ntributions.
where domestic taxpayers lose and vice ‘ ‘ : |
indivi ; ol 16. The results fo
changes for many individual businesses : .
cal authorities
less than the changes which will resul ‘ ‘a ot e
' apter. ile es
revaluation which will needed in due cours ‘.p ]
i st marked distribut

cessarily the most
Ce

How the residents’ charge would vary

iy fficulties of
2.11 Tables 1 and 2 (at the end of this ‘

‘ oposed new rebate
key results. ‘

oy AL 17 We have built
212 To replace domestic rates with o

requires a national average charge of £160
proposals, some 90% of authorities would

the range £60-£200 per adult, although fo!

&

adult, up to a maximum of £780 per adt

variation is attributable to our propos

non domestic rates,

213 . Table.1 shows that even under the pre

the wide variations which exist in domest:

areas produce g range of variation in the

the country which is almost as large.

2,14 Nevertheless our proposals do produc

the burden of domestic taxes between areas
K as

)

Table 2 for some illustrative groups

there are some big shifts



to increase the proportion o
by owner-occupied householc
above the Supplementary Be Single person ho
disregards); ) High rateable v
holds

Better off househo

2 The biggest
iseholds in high

) i horities, for whom
; by re to a residen

& o ects of our grant pr

ratepayers pay the ‘fuall ‘cestiitcd ‘ in

substantially 1increase the burden

households. When this is combined

Social Security review some low income

the Thighest spending authorities, ;é

bills doubled or even trebied. The ef

London (since the figures do not present .

special London arrangements) .

A couple with

£450 per 'w%%k 

would pay on y

compared with

2.20 Conversely, there are modest gains

spending authorities under the new gran

falling as a percentage of income by A7

cC.

'3 The biggest 1

. Ilts in low rate
2.21  This affects mainly the dictiis ¢ the effects
burden between households in an area
of the tax .

-

1t produce further
It produces 2 Ome paid in local
lncidence between households.
follows:

burden,

The main gai
eXamples illustr
A _ pensioner
tentre (high
veek could’ ipay
Points of net
effect of our
from less than
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Tl ‘h.tk
: ¢ The results have been calculaieﬁ in tvo stages:

5 The effects of

A three adult household in a second

domestic rate arrange ents.wi;j at

centre (high spending) with a grosstq

week might have to pay almost an e

|
|
i Iug;firtjf | ‘ ;
|

’ i :‘.'" ¢ ‘.‘:x',,s 78
The number of ga1n1ng %ﬁ#$ﬁq 1ng‘é‘h: 0
Ly cndfS

v

points of net income in local taxes summarised as £ dCE_.

residents’ charge. When combined witf ‘
Social Security review proposals and ¢t Gains oA tm@‘bmﬁxﬁ A
and non domestic rates the effect w“ R, ‘W&:fns WP

100,000 (0.6%) of households gaﬁw more than £5 per week
2,100,000 (12 4% b e R m@réﬁ%n “tz -5 per week
; '.51:11;.115 k#fagg“

tal: 10,200,000 g U e SRR P8R, COF
tal: 2 2

treble the proportion of net income
7 from 4% to  d2X0 For.  a | comps

London, the increases could be even gr

8,000,000 (48.2%) " P than ez per week
2.24 In sum, for poorer/low rateable value kﬁﬂ&hW[H“fwéii,fhfiiggﬁ
spending areas, the effect of moving from r Losses HiCo i
charge is to accentuate the losses already eﬁ#y | i 'h 22 TN
of the Social Security review housing benef 5,000,000 (29.8%) 1 i .'Lees t ézz 5 Per 85
pProposals for reforming grant and non domest: 950,000 (557 % 'i‘; :Jﬁ‘vﬁﬂﬁk,i'g;\ﬁ&wr 5 1%Ppef week
better off/high rateable value households 450,000 (2 37 %0 N ;whnﬁﬂ “a5@§ﬁprﬁﬁﬁﬁgﬁﬁp’““w‘ Lig T
gains from the residents’ charge tend to 100,000 (O.6%H N ¥ i .an .

o
the adverse effects

i ital: 6,500,000
of our other proposals. 1

between the Proportion of net

Py o
income paid

. that mm
income levels under 27 These results show

g

different financial regime

some illustrative households

om our basic grant package (without

in diffepent type:
table 4 at the end of this chapter. This
Proposed residents-’
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CCHITENTIAL Y

Gains

CONCLUSION

750,000 (4.4%) of households ga {

17 W 5

patire (17.;:: i ajority of household
5,500,080 (33, T

Total: 9,250,000

The results of

ystem would be re

ases some of the

; g jfll1 prove unacceptl ) i y
Losses e ‘ asic package, with i= -

n a way which will‘ e ‘ b
4,500,000 (26.2%) B Lousenoldl | po: e

1,900,000 (11.5%) il ; - Fur Nk ss the
700,000 (4.2%)
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Total: 7,450,000

‘easibility of these

ZL A8 The effect of the
charge is to make a further

and to increase the number of households ] : g

than £5 per week. For

2.29 Finally, Table 5 shows the d1str1bu'
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\4»1‘ 1'§‘m j—l, o Iy g
A ¥ o-_-.«» Sl




Legend
EZ Current System
EZ8 Proposed System

-
n
2 &
©
o 0,
g o
= nm Qh:«/%.ﬂ« . E
, _TUA“ = QA‘ N OK m
1 - °
e o
= 09 %9
= m 0. /Q Q.
2 e %a %~ S [
[ ) ..W.v: 4 - & = =] ¥ 3 -_—
89 )
D . F Hidoyiny jo eBojusasey m. 3
.ncu = =
5 -
: 2
3 &
: 17
3 8
| -
©
Q.




COMFIDENTIAL

TABLE 2
Change In Local Domestic Tax Bills (based on 1984/85 data) i
~========- lLocal tax paid per adult —------——-
Overspend - New Percentage
on GRE Now Systen change
London ‘ ;
High Spenders £ 473.30ph £303.28  £5%.55 94,721
£ 291.28ph £ 319.77 £ 408.53 27.76%
£-27.6400 £ 1404 £ 89.60 ~36.067
Thriving urban/ £ 52.32ph £ 206.23 £ 169.77 -17.68%
suburban £-9.06ph £ 176.03 £ 108.19 -36.54%
£-21.90ph £ 160.41 £ 95.35 -40.562
£ 87.00ph £ 149.18 f 204.25 36.92%
0ld th £ 133.06ph £ 190.11 £ 270,30 42.18%
B ic. £ 95.96ph £ 154.50 £ 213.21 3.001
£ 161.42ph £ 161.46 £ 278.67 72.59%
£-30.88ph £ 114.37 £ 86.37 -24.;§§
Shire districts © ERRUSHENNIEE
in rural areas £-17:829h £ 93.66 £ 9.4 6.161

£-4.69ph £ 95.86 £ 112,56 17.41%




Household type: SINGLE PENSIONER

.

Income level: €75 per week gross, £67.6 pe
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Household type: PENSIONER COUPLE

Income level: £75 per week g:o§
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Accommodation: Terraced house, o

WEEKLY LOCAL TAX BILL AS A PROPO
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Household type: NON-PENSIONER COUPL
NON-DEPENDENT ADULT

‘ e e i {0
; J

Household income level: £150 per

Accommodation:

Present
Rebate
Scheme

Present Present
financial | financial
regime regime

Percentage Of Net Income

Northern
industrial (

Northern
industrial(2)

Prosperous
urban(1)

Prosperous
urben(2)

Prosperous
suburban

Inner
London

Outer
London (1)

OQuter
London(2)

Percentage Of Net Income
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10

Percentage Of Net Income

1
T 3 500
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Gross Income : Pounds per week .

g TABLE 4b
" Net Locd Tax As A Proportion Of Net heorme
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TABLE 4c

“Net Locd Tax As A Proportion Of Net beome
Couple With 2 Children (owner t:nt:.p’-s)Net i

|
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pPTER 3: REFINEMENTS TO BASIC PACKAGE
INTRODUCTION

The results we are showing must not be taken as

dictions. But they suggest that:

- in a small minority of authorities, essentially
the highest spenders in relation to assessed
needs, the average domestic tax burden per adult

would be unacceptably high;

= in combination with the switch from domestic rates
to a flat-rate residents’ charge, even with a
rebate scheme, this would.have an unacceptable
impact on certain types of household, at least in
authorities which continued to spend well above

their assessed need, particularly in Inner London;

3 we need to consider how we might modify the

package to moderate these effects without

compromising the principles of our reforms.

2 Even after modifications, our proposals. would lead to

rge changes in tax burdens, both domestic and non-domestic,

we also need to consider transitional arrangements to phase

€ impact in over a period.

'3 The chapter looks at

_to the package to ease

First, possible modifications

the largest tax burdens on

(a) areas and

(b) individual hous,eholds
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Second, possible transitional arran

7 ' pt A In Annex B below, we recommend that
changes 1in ‘ |

our existing
hods of needs assessments should ‘be reformed

We would

to make them simpler, more sensmt1ve, eas1er to uﬁderstand

(a) domestic tax burdens and 4 less volatile from year to year.

(b) non-domestic tax burdens This 1is 'a substantial Lask ':dor aims will prove
fficult to reconcile. Weoicannot yet say what the
B. MODIFICATIONS TO BASIC PACKAGE stributional effects of a revised system would be. But while we

uld hope that an improved natlonal formnla would give them some
(a) Impact on areas wfq

Ip, it may well| sta I to reflect adequately the severe
eds of the inner city areas. Slnte the prob;ems of these areas
3.4 Domestic tax burdens would be highest re so intractable, and since 1n sume (thdugthy no means all)
ises the authorities concerned are”fa111ng to run their main

, we also thxnk it rxght that

where the authority spends mo

ervices effectively and effl:lent;

need. Domestic taxpayers wotila 1e Government should take a hand zn dec1d1ng how additional

the excess. Non-domestic 2sources for these areas should be spent.» Hence the proposal

Government would no longer con%# dr additional targeted

rant aid to 1nmer urban a;egs,‘dxscussed
i Annex D. .
9 e Vﬁ

81 ) . Special London arrangememtg

oy il N

L Innner London, where,

special advantages in rateable

8 : oy 1t 1 ir G resent
'8 Removal of Inner London’s privile ] position in the pre

authorities currently enjoy wou

fant system is a logical consequance of our proposals to

; ) stic
i hationalise’ non-domestic rates ~and tO_ ruplace the dome
(1) Reform of needs ‘

assessment ; ‘targe B . L chargé- Buh Lh.WT‘ ct on domestic tax
are p i 5‘ 56
o ills, particularly in 1ower' spendang bor@ughsa woutd
allowing
3.5 i Ktremely severe. Besides, we stlll‘ Sﬁs 8 5359 for
. It "is ' drucial’ "¢b our

proposals th additional

e o
iner a roportzan Gf i
pProvide above London to keep P

average services local voters

full cost of the e °N-domestic rateable resources:.ﬁ in chﬂtmvnﬂk-lvbl.'l L ::: :p::i::
¥cess., But need for servic °le of the inner boroughs in provid il o

80 B0 deos ibe el calll Block ‘grant s Binut ing populatisn i tourlﬁié;m‘hd in sﬂPport of London’s

Related Expenditure (GRE) system, is supposed e as th i ,\w\iﬂsit“ therefore that

these differences e metropolis.

now. But, for" all®“the
methodology we doubt whether
range gof

'lﬁ“ﬁ:e 'fed eed rather ghan
nee&‘mnfa hotghka et might
- perhaps a tourxst tax

Ondon ‘s

resource advanta e‘. :
femoved. Mechanics wil‘ﬂ

YN be possible to invent a ﬁﬁw t‘*
eh  wouldq provide an additvahtl

it picks up succe
in authorities’ spen

In excess of their GRE do
of expensive loca] policies

o] ]
differences

authorities spending hlsaurce of income for

fall on London
or inefficiency.

notabl Shdon while reflecting some o@}?ﬁe coﬂh il
. B London'" ' gy view ig '“that@lE ! Z‘,f.mu ;w;{y
er—reprESE A M""‘m\ ] e
- BEs the cost of an average level o il
Personal social

services, for instance

such as Wandsworth

e Covdon ENENGNTHALL over the

SPending Londop
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—_ to the inecr
authorit1es
as a metropolis.

Reducing the A
rebate sc

i . s 3
(b) Impact on individual households h :

proposed new

agnswer any WOTLEDZLEes

(despite 3.11 [SEEHES
the bare minimum of exceptions, ) ]

remedy within the lo ﬂ 
wt least in theor

cost of local services. The inc

y ) o could,
residents’ charge would inevitably

i a e
than that of domestic rates, even 4 ol
system were to apply. L

3.18 Central to our willingness

residents’ charge is our belief that the P

the local tax is the maintenance of local a'

the redistribution of income.

former effectlvely; that is itsg strength.

we would argue, should be the duty of

Therefore a strong case could be made fo,

wrong tog eriticise  an effective local

itself unsatisfactory redistributional

i iy i If such effects arise,

they should aﬁ
by central

government ‘s taxes

and
damaging the

simplicity ang
local tax.

(includlng the new loc

ta modify the impact of our

means gr another, and




retaining the domestic ra
The Government would set a
or perhaps a maximum ra@f
level; the residents’
locally  wvariable

retained equalisation
resources through the Q
would be less disruptive
(the existing pattern of raf
It would be more progress
people tend to live .
system would be

either rates or

own. Arguably,

would on average

objective of promoting

though its sensitivity to
et

expenditure relative to, ass
increased. We would, of

unpopular taxes at once,

an additiona] source of reve

reduce the average level of

authoritieg a tax
Duty which they
would ﬁe

could
tantamount

grant (see below);
equalisation and

would be”
lesg

Predictabje in
charge of

its)
rates, No quitq,

promising. (See further Am

increased
Centra)

Centra]
taxation
nationalisation
damage

gt
the second

14 Wnile we do not
3.

led out at this stage,
ru

3.15 Our first task

lines suggested aboy

cannot leave this jobx
is rather to eass
accepted as necessar

disruptive in the short

316 We would undoubtgd
have their dangers. '
it harder for people to
gmaterAcomprehensibi;'

They might be taken to
system,

3.17 That said, p0851b7
thancould no doubt be

(a)

Changes in domesti

3.18 To smooth shifts /)

FoL to Jimid to a spe

fifocks of our proposa

i the worst affected

Pmmlng well above

be ¢4 give




221,

budget less a reasonable deduction. So R e
u ¥

ponsible spending behaviour would st

irres

residents’ charge. The grant would be p

. () CONCLUSION
)

years.

in iority in
3.19 Additionally, we could phase in 23 The priority

’ duce the
the reduction in Inner London‘s res d

grder to bt
domestic tax burdenié
excess of assessed n

would be at the expense of domestic

3.20 To smooth shifts between househo

s s S e see
arrangement we have so far identified i 3.24 Only when w

i ide can live
domestic rate, and phase in the resider whether we

the
years. For example, authorities cou households of

‘:“3 L ’ r e’ as
one-third of their domestic . tax requi residents charg

i \ the answer i
residents’ charge in the first year, t Scheme. If

i 19 dies in
year, and the entirety in the third year. look for remedi

rather than risk blun‘f

of our present proposa

Non-domestic rate bills would be affectec

simultaneously, by two changes: - "”““

could be pursued with

though none look straigh

i 45 ' 3.26 Finally, once our
lmposition of a national [ | \
9ive acceptable and de
Will need to devise

changes, Again, we have

the proposed non-domestic

The national rate will result in, shiftsH
non-domestjc burdens. The revaluation '*,'
changes ip the relative values of

Sometin}es the two effects will offset ea

will reinforce each other, i

3‘2 :

t 2 We could jf desired phase in th% y

hese changes gp the worst affected \
Years, We coulg Pay for this by

non-domestic rate g

little higher tha
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,7ER 4: CONCLUSIONS .
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CE!

NTRAL REC OMMENDAT I

hange consisting of

On




be technically

the residents’ charge wc
new administrative

it would be harder

enforce than

if it were graduated b
only a matter of degree
problems. Those of a res d

surmountable.

4.4 On acceptability, the package will
fication. It is right that high spending

local taxes, but only to the extent hat

ged. o

1s not justified by special local proble
look again at our needs assessment m
must also develop the idea of

with some Government control over

innerl cilbiy s areass And we should

some of wits existing resource

its special functions as . the

also need transitional measures in the gra
_ ar

spending  authorities time to adjust the:
measures might also be necessary
‘national "’
also
from

cCommittee may

impact of the
To

to

residentsg- charge

avoid blunting

: structu get
fibaids re altogev

of i . a
modification Possible ar

basic
T Package,

fhese might have

equires a
It means
the level
making those

decisions.

4.7 1f colleaguesiis

alternative we se

and to impose

in order to secur

the reasons set

such

4.8 A number

Centra}

DeCisions are

be grateful




further papers

as . many as

]

Annual elections (An ,
think it best for ‘ 1.
| ‘ to remove
non-domestic
Locstl authorities’ a excessive spending.
(Annex H). We ar ‘ increases would fa

measures to promote
A national

o : i ation
C. CONCLUSIONS | by fpoustriakn S

on the same

i e U e bra. (Non-domes
The Committee are invited to agree ‘ gountry :

twice as high as
; v_ , increases should cre
(1)  that the central recomn B isesa ;
listed in paragraph 4.1
for our further develé‘ﬁ B. SPECIFICATION

th'at. we ‘work wup prep

' : There are two
Potential impact on th o

and household likely

‘ Setting a unifo
affected; and the sl '

transition to the new s

B We could simp

levels, This wogl&

that we consid i f
er in § to tap their non-

Proposed residents’
o )
Need tgq increase

dVerage, But the
rate

administered, collected

Poundages and
that we give further s P

g Yould remain in
Fecommendationsg listed Mﬁ |
FePort progresg

» on all
¥

With a viey to
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5 We therefore recommend a unifor
transitional arrangements as necessary).
each year, there would be clear advar
local authorities and business. We shot
setting up a consultative forum to make v
Government each year on the national ra@ g
exist for Scotland and Wales who could

rates.)
Pooling the vield . of the national 'av

6. Inland Revenue would continue to keep

non domestic properties.

7o Each rating authority would
non-domestic rateable values
non-domestic rate poundage into a central

this pool would then be distributed as a

across  the country, There would

compensation for

across” Lthe counbry, (Again, separate

Scotland and Wales.)

8. It has been argued that

¥ere pooled, there

if the yield

authorities tg maximise their collection.

months before the start | of the f inanciall

would be informed of the amount it had to

of the national nNon-domestic

rate and its
value ag

in the Inland Revenue

valuation
to collect this

amount , . Ehen. tha
correspondingly higher,

the fact that

authoritijeg maximise rateable
remain disinclined

he Problem

of the Yield

vely, we

cOrresponding)y

One way roung £

differences in non-dome

would be an insuffi

poundage to yield
yield, effectively h
ﬂe essential to
equity as betwe@m
Bossible to have'Sés
&ear we can intro

problem in isolati
RESULTS

10,

and of pooling

separately:

8. Setting

11. Table 1 HsolE

rate (and making n




12 The effects on businesses of a ngt o il
likely to be dwarfed by the ‘ 18.

i b ,on_domestic

revaluation. It is essential to hayg

rates.

1d rem
boundages Wwou :
non domestic rates. We. shall, of cour )

Bould set

changes within the non domestic sector | uld have

that the rateable wvalues .of = g ic

jmportant contributio

restricting the abil

it
"

rents have shot up since the last re

increase very significantly. B ing non-domest

4 very last resort.

Pooling the vield of the national nao; i) palEnEe of

} (The pattern of a tﬂu
135 If there were full compensation for. g

g
once there :
rateable resources of local authorities,

non-domestic rate poundages would make n Non domestic rate

authorities’ income.

19. Local' ‘autihors
l4. Because we do not have negative control of their b
20, If the natulal
and non-domestic
not considered a
to provide that a

IMPLICATIONS could be empowere

themselves.

15. There are likely to be. four main front

agreement by No '
will be Criticised:

WOuld set r v.

fraught with i a0
% ; Unlikely to view ki
°Ne of their!imei

GOVernment Cop-ou’ﬂ i & i Lt 0
taxes go up wi)) '

complain that they are b

i 4 © Heav losses
17 Some of ‘ .

- Local peop

¥ill 4y

complain
erng ;

for them

'gh Non-domestic




22 No matter what financial & regin
authorities, Inner London wilkl not. gf i
of extensive inner city deprivation,

of rateable resources in central

non-residents being catered for by inner

always ensure that.

28u Special arrangements will cert

London. They will probably be needed

The most straightforward is some “ring

large number of possibilities which we . o B
will inevitably entail some increase in con

London ;

24, The introduction of a tax whose , g fuc L
metropolitan areas - the most obvious is 1 set Hit
alsa  help a number of!cdnner London

targetted inner wurban aid. These recomms

il iii, fupbhe
elsewhere. I

for servi

d No relation between non domestic

of service
21 Serviece

25 .0 | The Croydon buéinessman will complai

same rate of local tax .as the Shef f 1

though he receives a much lower level of

We coulg take some of the
increasing

non-domest.jc ratepayers

same time we would rednce the overall
rates,)

; applications
Services) i "

be relatively s
indirectly
task is

Serviceg Feceiveqd

Training) H Wy, I
he more difficult. . B

would to

possibilities. One
pgrcentage of local

d by non domest

%
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Effects Of A National Average Non - Domestic

————— Move to

1984/85 Non - Domestic
poundage Ak pou;ldiﬁ

Col 1 Col 2
OBJECTIVE
First, we want a
Eourlas £ 241.41p £-25.771 \ o
High Spendors £ 264.33p £-32.21% sast as much as i
ocal authorities and w
run their services eco
£ 156.27p £ 14.671 ' |
Thrivi B £ 157.06p £ 14.09% Second, we wan
su;zlx:;:xgx oo £ 160.37p £ 11601 wsure that local taxp:
£ 158.62p £ 12.97% corvice pay iaunit
etween their authorit
£ 203.25 £-11.84% Third, we want
Older northern o b irst two objectives
il £ 208.30p £-13.981 _‘
£ 253.31p £-29.26% irect link between what
axpayer pays.
‘ i l.  We propose the rep.
£ 154,29 £ 6,147, U08 PESE e
Shire districts £ 136.93p £ 14,175 0 local authorities wh
in rural areas . 155-219 £ 15-452 | eir Spending necdd , )
£ 160.31p £ 11771 R .
£ 162.55p £ 10.24% Ctual expenditure.,

* Assuring no other changes in the local qoverraent finance systea

increase
] d
k% Assuming : 0 use of balances (which artificially depress rate e
+ N0 grant penaltieg Tpe;

1i, promote ec
spending goes
o
i, mane the

comprehensib

By ok, i T el Y
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qrant

5 For the grant structure to achieve ) Needs

need changes in the methods by which spend. n

The needs grant would

We should aimfor both greater ciSEiiE. assessed spendi

g | elrl
year, and greater sensitivity to extremes th

. ared
. 1 1 ,fferences
alms may be dlfflcult to reconcile.

demographic
B. SPECIFICATION children);

6. The table below shows how the 198 k L

Present e cost variation
Block Grant y
Specific Needs Résq.‘ The needs grant ﬁq 
Grants Equalisation Equalis: uthority, independent
and P alculated on the basis of
he authority with the
£2.6b £4.6b eceive no grant; all
ompensate fully for differ
Proposed he minumum. The result
: ombined with our propos
Specific Needs City G e yield of non-domes

Grants

Grant opulation, is to enable
v 0 spending need) to be pr
£2.6b g £4.6b 1 ?2£0.7b f residents’ charge.
: ; )

7
Under the Proposed system local authori

grant to Compensate for difference
"needs grank " .

We are not yet in a
Pethod of needs assessmen
B shall faccnn sharp di
Pimplicity ang transpa:

her under the revised syste ‘hepreSent GRE system).

assessment ,

We assume spe c '
pecifi
198485 grants conti

11 be far more sensit
level,

det
and possibly an additional "¢ "éen actual spending

inner cit )
¥ Brede We do no "1 have to bear still

th
F old.  Much furiiEE

su4°“ to say how succes
5l R
adult, ands s both simple and

o would receive the proceeds
renrat e dlstr1buted per

“standarg grant",

needs grant t,he

again dis 11

0f Ky areas we sha lIEs
i ‘ ng in

of the city “lugss

of govern
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The formidable complexity
assessment methods. This 1
efforts to refileck
necessitating local

achieve common service
price worth paying s
accepted as fair.

be, since "need"

concept,

The apparent insensitivi
extremes of local need. The
particular that the speeiaii

and the additional costs of

The incomprehensibility ofi it

Their apparent technical
many implicit wvalue Judgemen
be assigned to special local
be brought to the surface and
the formulae are presented, |
disentangle which parts relate

The degree of ear to vear . vol

over grant entitlements,

detailed changes

¥ear, changes

service totbale
Fevaluation of

take account of revised data.

in the Public E:
GREs after the

nex D recommends additi
his recommendation is' a
stional figure at this s

tandard grant" Spaiid o@

gthorities. (Any grants

ransitional problems wo

maining for "standard gra
rant (and also the yie

asis would of course be
#) Specific Grants

We assume that ther
frving a  variety " NaE ""mv
uthorities for the bulk
It as agents for cenf:r
entral policy initiatives.
*Cessary to compensate ‘

fich could not be ade

Slusted as necessary in

quirements %
)|

We would
SUch grants, Specific
Stching basis are costl
uld Quickly undermine

iCcountability of i
il Provide,

RESULTS
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¢ { : effects of | &h .

15+ The distributional ' »
itically on the new system of

cri

L
depend

judgemental factors have a greater r°18_
J

.11 be argued
: It wil
e of outcomes is possibliel 1
a wide rang i

ixed regardless
] mains fixe .
d ents Ministers wish to make about
Jjudgem

pressure on hi

less
ocial deprivation indicators (e.g. old f .. spending. (One
s ~ e ! W
1l1i rant'
lone parent families) more/less needS SFJ rginal rates of g
urban areas.

D. IMPLICATIONS

rant in isolation.
16 There are likely to be four maiﬂi ;mmstic cata I ‘ﬁ§
proposal for a lump sum grant will be c;iﬁi e will havali.

very 1% extra spending
a. Unfair needs assessments

0 Uup by 4% . This 1is

I plock grant for all but 'a
17, If the ‘judgemental content of

increased, authorities who get less thanh A more refined wver
to- receive will complain that their

block grant machinery givi
arbitrary/capricious.

Jetermining the impact on

expenditure relative to
!8. The volume (in both senses) of

and the taper can be ad
inevitably increase ,

established,

certainly when disincentive or

given the greater

assessments  in the ney regime.

Yould fall on, or benefit,
levels,

1L A simpler system with fewer variaB 

however pProbably be easier

less exactness than the prese

choice but to face ot grit

to defend even

nt system. T‘al"" M. we believe however

PTth paying ' for RS

FTorosed systom. I ae
Setveen the

icisms on théub

underlying Our new assessments,

amount of
% Sionable, ikl pato
i1 OWn bud pit LR
get  decision;
20. : Gl :
PR YLl be argued that ye are preen himself more SEE
taxpayers- money py

compensating authori
5. to Ehaio i

il ‘ assesseq expenditure need
SPRRding up 14 it But | 4 g key fé 9
that there shoulg be ‘ ‘

AN
COMTINERITI A
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E. CONCLUSION

255 Does the committee agree with **x

' RGE
, 'DENTS CHA
paragraphs 1-3? If so, does the commit D

needs grant meets these objectives? -

26. Do the committee agree that we sho E. objectiys ! a

ountability by provid %
2 the range and form of specifi payment for local autk

i ; | Bomestic rates. The bBa
4 the methodology of needs a # E each autheri
their area. The j.mp
uced by a system of
o ‘ ial security) every ho

fords the cost of the i@

iICIFICATION

The basic requiremen{:g

= a system ;

resident in
5 rules for

arrangemen

families. i

Charge would have
eld of domestic rates (
; $984-5) 40%
® of local authority e
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No other tax levied in the UK 'reeuins

equirement for a residents' charge

r 9%
register of all persons resident within
area No existing register of

comprehensive and up-to-date listing of

authority.

information on addresses is often well out
cent of adults move house in the cours
national systems do not require for ope

and accurate record of current addresses.

5. The Register of electors is the near

local list. It is compiled locally and up-d
uses a "qualifying date"” - the 10th October
to vote on individuals. The register using

force on 16 February of the next year. Abo

eligible to be included are correctly regi

where they resided on the qualifying 4

national aggregate conceals considerable
areas -

the corresponding figure for inner
per cent, There is
groups

also considerable

(op to 17 Per cent of under 30
registereq,

at least for their qualifying ad
groups (

the corresponding figure is 30

wealth citizens), The Register isg

Movements after the qualifying date.

b gc1iperately EEUE
_jgerable public supp

would be prudent to ass:

gister. The main points

boroughs in

be responsi
Register w

it woullds
data prote
register e
a  famillys

entirely @

the residents" charge

‘Mnimise evasion. This

‘fiminal sanctions wi
B! libertsas grounds.

"eVer with any local tax
04 g T i

.

o
REGISTER OR TwO?

The  Elgw

- toral Regist
Ilstey .

But certain fe.

Qist
S fon assessing lia




it is based on a quali,fﬂ_
up-dated to take account

between qualifying dates
it excludes
nationals

(c) using the |electoral e s

For those reasons we have concluded that
register, with a separate duty on i
thatthey are on the 1list of the author
reside and to inform the authority when tt
well result in some individuals being

register for a vote because the Electe

used by the 1local authority: in verifying :

the residents' charge. But the great.eng s
compiling the register for the residentsiill

scope for improvement in the accuracy of the
COLLECTION AND ENFORCEMENT
———" o7 -NFORCEMENT

9

The responsibility for compiling the reg
the charge woulg lie with current
authoritijes would,

rating

@S now, precept for
charging authority,

residence. Thig will not be simple. But

regard to a person having an abode in an
plgce in discharge of
regulationsg,

registereq

we
ag
some . duty. om,. fr .
There would pe a presumpti‘

o = S AR, one authority
s

y rate that they were resident abroad.
hat some Contributig

"secong"

We would need to ~estar

‘ether lt i

:onal residents. The
it

1 would pe asked to
- gld be VS have ve:
WO

Bbility t°
ptions eg di

plomats,

sonable steps to ensure
to-date. This would
inorities would be able

ople who were not regis
application

housing bene

existing val

fre would be no question

ind not be registered.
"€one who ought to be regi
€ register, or in case o
ke legal proceedings.

Uld be kept up-to-date as I
thor i ty area. If an indiv.
¢ inform the IOUE auth
Pate of tay already paid
o the authority of ‘his

f Lo register with the

pay the proportion of th ‘

j oar, | Nfvan the canvass
first Year of operatioi :
*¢ide whether it want

ould rely on

R .
ltlmately depend on tl




There would be a new legal duty on h

se who are resident at a given addr

Th1ds

alluEhe
on individuals to take reasonable steps to

for the charge paya
‘ble- reasonable howe
1Sy for couples, marri
s that would apply

if the administrat

; i ises two issues wh
registered. Tha s .t a gl .

possible to resolve fully until the scheme | '1s'Of'

» high:
B of the chalEes

couple of years. They are: e b1 Tk e .
i
(a) who should be regarded as

little case law on this at A separate liability

prosecutions are undertaken lits in the household

with electoral registration. -Juding non-householders

Courts to interpret "residen & to be covered in the

jgibility for rebates dis
(b) the extent of the problem of tr 1d be required for adult

not be picked (B AN ouses or cohabitees) who

administrative effort in so useholder. Students are

high concentrations of jepenl, nsider further whether to

and bedsitters. If a large tirely or to deal wittk
are claiming help with the
local authority this coul

"non-problem".

rangements.

Such complications are inevitable in any sy

taxation. They are easier to deal with if

Munal establishments. 8
drawn between the duty to register and lia

Wd not be liable to pay
lustrates the main ‘types

LIABILITY FOR PAYMENT bers of residents, split

(1)

Private households
————__uScaelds

13,

perceptibility of th
e

It woulg not effects of 1ocal ex
be Consistent with | ik tof,\ il
B e

‘ £
et . \u 5 ',",'\¢-x.7, &
s 5 .

i | .F‘L

-
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Table 1 Residents in communal e

ing to taxe
exempting

prisoners,

(ii) we can exempt

Type Resident living, Sl
staff psychiatric
b homes, and
Hotels/boarding houses 49 properties
Children's Homes 4
0ld People's Homes 1 (11i)  we DEEEE
Psychiatric Hospitals 8 institutions
Other hospitals 2, spaces and
Schools and colleages 9 - charge" from
Prison Dept. Establishments Ol an individi
Hostels/lodging houses 3
Other 6 The logic of the re
ople as possible and
Total 118 dividually responsible ﬁ@
sist exemptions, as faff as
' decided to exempt altq
i stitutions we would only b
16

Under the present System some of thesed

total adult population
as "non-domestic"

(and may be eligible f@."w fiiation).

charitable foundations); there is no persona‘

the residents to meet the rates payment. | Ot

orcement
belong to the Crown, will be assessd for a /®g

of rates. b Existing procedutes for,
Peollection, oF Rim resic
17, : h
here are Vot Aol e canL Ouseholds;iver managers
X . J
esldent ip institutions for bpurposes of le -
charge;

for the charge.

') en .
t i, oaa il of genui

ul g :
be available EA the

*
1981 ¢ et 1
ensus deflnltions. These exclude sho
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payments OF payments by 10 instalmen

available to ease rate payments. People wh@

would "deregister" for payment in the aut

total cost

prade

a
P yea; é:ntillion households
e3 ey are on supple
or £810 ‘million

- £2308Npeis
o do not qual

yut

and reduce their liability accordingly and .

f
. q . L Ount
charge in their new authority 1 )

of the annual g i | o

sehOlds wh

20. Special consideration will need to - nousing benefit ;1

procedures for dealing with highly mobile iheir rates on the ba
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ANNEX D

2GETED AID FOR INNER URBAN AREAS

OBJECTIVES

Inner city authorities tend to spend much
more than their

] ending needs To varyin
essed SP ing . ying degrees, this i
, s 1is because

2 ex 1 olici l
pensive policies of which the Go
vernment

disapproves;

- endemic inefficiency and waste;
’

- acute, i i i
e increasing and intractable problems of

multiple deprivations.

We want
nt to squeeze out the extravagance and waste. But we

als i
o seeking more effective targeting of help fory  ‘the

Bprived . :
The problem is how to achieve both at the same time.

Our i l
main proposals would provide a tighter discipline on

il 1 :
ocal authority spending than the present system.

endin :
§ in excess of assessed need would be met in full by

Cal resid
ents. And all of them, including the poor, would make

Contribyt i
ution to local service costs.

orities would not however be able to

The inner city auth
overnight.

eir spending down to assessed need

poor would be much worse of f.

litia))
¥, then, the inner Et
loss 1in

more permanent

wo :
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ori ! aliliy sof the

Ndop,
) wh
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thor:
rltie ¢
S’ resource advantage.

pect the authorities to spend
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But unless they

loc
al tax bills o bl CrE
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"Pri. dent more sensibly and efficiently, services to the
e
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Pr ! :
°b L eme g physical decay. and to work with the private -8
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B. SPECIFICATION
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12 The new scheme would seek direct
authority main spending programmes. This

ground from that covered by the urban,g-

. ; ) R TAL EXPI
specific projects outside the mainstr NTROLS g 4
activity. Existing partnership arrang

provide a starting point for setting up | 0BJECTIVE

C. IMPLICATIONS ‘-
thority capital expenditu
13 If colleagues agree that the effe

package will necessitate additional sel

a. i
city areas, they must recognise that a s ' authority bor
government effort will be required. Thi controls over
problems for the traditional relation
central government. Care would be néega b. give better
help did not further undermine what sty sell underu
city democracy. Our aim must be to secur savings;
our input of additional resources on au :
services without becoming enmeshed in lo‘gg ; r c. of fer mor
the blame for authorities shortcomings. level of

both indivic
D. CONCLUSIONS
’ SPECIFICATION

The exemplifications in Chapter @;
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;hﬂuencing the level

through controls ' onHEEH

Do 1
ffowing relates.

Proposals will be unworkable unless thelr E%
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some extent - ye

do not yet know how far -

needs assessment, in the treatment of Lond9§} 
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Services,

further
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for new capital expendit
count, whether raised ex
temporary investment of sur
limit could be supplemen
were available (e.g. capitaﬁl‘
from revenue) and this opi
than the remaining options. =

‘,set

ntrast use of

' ] . has no direc
Net external borrowing for okl

this option, borrowing limit
authority, against which all ext . RESULTS
‘capital purposes would count. ' ; L
external loans raised 3 i ‘ : A Simplifled. th‘lv"
previously financed from the ptions is included in t,h‘
of surplus revenue cash. ach option performs again

Btions satisfies alllthicans

| ensions between flexibi
All net external borrowing U

P PRS0 e resolved under any opf
each authority all exter

3 ' here is agreement on
controlled, whether Por i

: h ) ; bjectives,
temporarily in anticipation

b I i IMPLICATI®NS
Net capital expenditure Thy

the present system which a

| | " The options are very
expenditure net of capital ' '

‘ ontrol expenditure are,
assets during the year'in ques

\

€ present system.

; | Efroving have much wider :
ross. cdpitail expenditure e 1gca)

‘ , authority ass
capital expenditure would b

fVenue  gjge.
gross  spending ceilings E

lgnoring Variations
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hat there is insufficient incentive
tha

ings through efficiency drives.
sav

affect control of aggregate capital exp:

8 The Audit Commission also criticis ‘
tt;ree to five year planning horizon a. y
central control over local programmes a
progress has been made 1in this directi
relaxation would have to be reconcile{,,‘gg‘
responsibility for managing the econ
Secretaries of State in _relation to

programmes.
E. CONCLUSION

s A new framework is required for
expenditure or of borrowing which deliwv
to national plans and which gives

greater certainty about the available le

net  exteornal borrowing by local autt

authorities the freedom to spend in addit

year any amounts they choose locally to

practical problems in devising such a sys

explored further,
control,

In the event, some form

(perhaps based on gross expenditu
necessary degree of

Practicable for

influence over

early legislation, A se



borrow- expenditur

Control over borrowing Limited influence: Very Limited influence: High incentive: Uncertain: Potentially good, but:
for capital purposes Externalisation Free use of all receip- | Complete free- Sufficient additions to Existing receipts would attempt to tighten control
and revenue borr- ts, RCCO, etc. dom to spend controlled element to smoothe remain available so far could restrict allocations
owing uninfluenced receipts as over much fluctuation in as backed by cash to level where it is difficult
addition to loan provision - but attempts to to deal equitably with
finance at any improve control could make spending need
e, fluctuations severe o

Control over net Moderate influence: | Moderate inf.luence: y t Moderately good: s Modbratel 3:
external borrowing Revenue borrowing | Free use of in-year Eneenve e System would offer more May be unworkable; in Likely to be less vulnerable
for capital purposes still not influen- | receipts and RCCO, but Free use of in- stability than above, while any case expected re- to above objection

ced; influence over | overhang of accumulated | year receipts; RCCO and receipts would sources from accumulat-
borrowing for cap- | receipts no longer a possibility of still provide some flexibil- ed receipts completely
ital not in pract- | problem reflecting in- cut off; introduces in-
ise complete year receipts in efficiency into author-
allocations . = mas ities financing




: 0BJECTIVE
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it provides a more
petween services,
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central taxes
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could be raised; Novie e

nore active in seekin

and chargesi.

. SPECIFICATION
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government,

the granting of 1lic
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e Fées and
of 1983 /84 1f those authorities
Ex 6. =
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C}a§s oty raised. It might bé?;
Minimum J )
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IMPLICATIONS
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2
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€ table above indicates.
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The Scope for Income from new Charges.

CONFIDENTIAL

It would also be insensitive -
(e.g. market conditions or mix
view is that these latter pos:
dealt with selectively in af

3
through separate all-embracing

L0

1y,

There are two possibilities which g
an extra £500 million from fees and
could be extended to cover services

Such services might include: )

U

- nursery educatien (costi i
= libraries (£365 mill 1N
- museums and art galleries ?
= fire (£574 miNGic o)
refuse collection and dispo

free school meals (noticnal &
£1:504

the community that the service shoﬁl%&
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practiead implications would require
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S€rvices from which they directly bene
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12,

13,

what theé non-domest
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national non-domest
complex tO devise su
practical difficulzs
aple charge to a f;f
proposals would nee@'

central policy ‘e

CONCLUSIONS
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i
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D IRECT TAXES
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charge. Two indirect taxes offer suffici

Duty (the excise duty on petrol and derv)

The al

local authorities were gi

of Road Fuel Duty was £5.2 bn, which would t would be loth to

governmen
o ] o indfall ga
the residents‘ charge to be reduced by j I authorities & win g

VAT procesis Fie R squivalent’ Sutiey ‘ : + ' alter the calculation of
change the rate.
A "tax-sharing" arrangement between t;eld-e .
feature of the financial arrangements o s & e arise ‘”% /4
There is no precedent in the U.K. If lt - orrangements. (o8 VAT. The
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past of the pracesds: SRSl R scope in theory for chén
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14.
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b
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There are however sevete dravbacks i i

fhat prosmat collection procedures for
are not based on local authority areas.

at an @atily poibt in the distribution c

concentrated. VAT 1is collected nationa

large chains of stores. So the only way
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\horities a veEy EEHEE,
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ffectiveness of  theuris
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Locally variable Road Fue
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consumer expenditure survey data. But rabe, LRAE allowing local
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their shopping. level of services.
- ! it
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