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Apmmittee considered a Memorandum by the Secretary of State for
;‘nt covering the Second Specification Report produced by the
They also considered

e Chancellor of the Exchequer, attached to which was
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had before them a Memorandum by the Secr

= of State for Education and Science
(ELF (85) 6). §>

THE SECRETARY OF STATE FOR THE ENVIRONMENT sai cigga the existing system of
Local Government Finance could not continue inde <g§%ly. The attempt

to control local authority spending through centralVpressures had had only
limited sucess, but had alienated the Government's supporters, had

. fostered extremism in inner cities, had embroiled the Go nt in local affairs,

and was complex to operate. Local accountability had pro ffective given
the present grant and tax regime. A new system was therefo ssary. The
choice lay between greater centralised control or greater relil local
accountability. He did not support the former option, since pl would
be ended, central Government would become answerable for local se
there wbuld be no incentives to local efficiency, and a large Gover
bureaucracy would be needed. He therefore preferred a system which relie
on improved local accountability: central Government could then stand bac

there would be effective pressure on local authorities to improve services,

and all local tax payers would have a financial stake in local decisions. <%§§E;>
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Q§;§> d been suggested that many of the problems could be solved by
rring to the Exchequer responsibility for funding the education Servige,

d halve the amount of money to be raised through local taxation,

Thi
woul te uniform education standards, and would provide effective contro]
on edu pending. But there could be no real financial control unless
theré we managerial control. Local electors would have no stake

ervice, the Shire Counties would become largely redundant,
and central Go nt would have to take on a role for which it was not best

Moreov ional taxation would have to be increased to find
So§%§f§2 He therefore opposed this option.

suited.

the necessary re

Instead he advocated an approach which would lead to a closer identification

between tax payers, voters 3 users of local services.

There were four

key elements: a limit to tRe,e¥sent to which local government could raise
revenue from business; a bro{)

all electors should contribute ¢
local services; and the principl

should fall on local people.

Some local authorities raised as much & quarters of their revenue

from non-domestic ratepayers, and had th

been able to increase their
expenditure substantially without domestic fa yers having to bear much
of the cost.

Moreover, only a proportion of t€§§> Cctorate paid rates. Of
the 35 million adults in England, only 12 milligégiz eholders paid full

rates, with a further 6 million paying part rates.

as Hackney, only half the domestic rate payers pa

30 per cent receiving full rebates.

In some areas, such
id full rates, with

The proposal that the Qcal electorate
should. bear the full cost of any additional expenditure w4~ t. ey to

based on three key elements:

1 the non-domestic rate would be levi

nationally, with the yield being pooled

5 and distrj
capita grant; lbuted as a per
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a new, simpler grant system, comprising a standard grant

essment; and

B
<;z§Z§iamd a lump sum needs grant calculated on the basis of a new needs

ic rate, two modifications to the original proposal

forward. First, it was proposed that the national rate

a discretion to levy an additional 5 per cent and
retain the yield logally. This would maintain a genuine link between the

business community and local government. Secondly, the Confederation of

British Industry (CBI) ha en concerned that future Governments might

increase the national no ic poundage disproportionately. He

therefore proposed that the ge should be indexed to the Chancellor of
the Exchequer's autumn foreca DP growth. It was also proposed
that there should be regular or

g non-domestic revaluations in order

to keep the taxation base up to datéx ssuming that all local authorities

used their discretion to the full effective rate poundage was therefore

at the national average, 1.3 million o stic rate payers would face
an increased bill, although the majorit!
only very few by more than 20 per cent.
would see a reduction in their bills, with a
20 per cent cut. Provided that the new syste er with revised
rageable values, were phased in over a five year<%§§::ition period commerce
and industry could cope with changes of this size. In general, the losers

were shops and small businesses in prime sites in the szz;ésof England, and

 for them rates were only a small proportion of their co

reducea: a cut of £300 million per year would result in equ ers of

gainers and losers, while a cut of £700 million would result i times

e number of
losers could be reduced if the amount raised from non-dome g;tes were
as many gainers as losers. ij?

e <::i>

8 mﬁé'ég@posals for the new grant system were intended to produce equafgégiiz

Bﬁigéjécroés the country if authorities spent at the same level in rela

r . .
' their assessed needs: -resource equalisation would be removed.
Y
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fproved needs assessment would be required, and in general this would

inner cities and northern towns. The amount of Exchequer grant

»e fixed, so that any expenditure above assessed need would have

flanced entirely by local domestic tax payers. This would provide

BCRETARY OF STATE FOR THE ENVIRONMENT described the effects of the

on averaée tax bills. He said that the aim had been to moderate
sure against high spending than under the existing grant some'

arrangemgn] except for a very few authorities. May.

!! e most extreme effects of the original proposals considered in
r of assumptions had been made, including taking account of

the resuk '?ggrecept control on joint boards and of increasing needs

Some might ¢ iY¥ise the package as being too centralist, since the only assessment. ban areas. He emphasised that the package needed to
tax over whic authorities would have control would bear heavily be viewed as , and it was not possible to remove particular

on the local ele e. It was therefore proposed that to counteract this unattractive ele s without changing the whole balance of the package
the amount of stan¥grd grants available should be determined by hypothecating that was being Prgégiled.

a share of a national tax. This would improve accountability by giving a
greater certainty about GZES}evel of resources available, would bring home B~ o=v regine, tj;if%irage CoSt BeE adult Ehrowsh fhe. local
+ U

thE extent t5Which ven ernment supported local government, and domestic tax would be £1al h the lowest authority charging £62
;l

and the highest £624. A m: would charge between £125 and £175.

would introduce a progress ent of taxation into local government

70 per cent of authorities wi ve lower tax bills and 30 per cent

finance to counter criticism residents' charge would be too

higher, although the charge fo icular households within these

regressive. It was therefore p d that 25 per cent of the national

yield of Value Added Tax (VAT) shi used to finance the standard grant.

regime would increase tax bills wh spanding was high. A majority

authoritiees would depend on theily circumstances. In general the
4!"

W 1ls, while a majority of

gguld face increases. For

. of shire districts would have lower
There had been concern at the previoug§§§§>’ng of the Sub-Committee that \\
: metropolitan districts and London boro
1n some areas the residents' charge wou

households, there would be moreAgainers a ers, although there was

oo high, and also that the
proposals would unduly favour the better o "A* vironment Ministers had

therefore concluded that an element of propeé"’> ation might usefully

be retained to mitigate these affects. It was ;l roposed that the local
charge should have two components:

a strong regional pattern. In the South Easejfaést Midlands, and East

Anglia there were substantially more gainers sers, while in the
North and in Yorkshire and Humberside the revexXgé was true. In 70 per cent

70 per cent ing raised through a residﬂw, of cases the loss or gain was less than £2 per week, although 3.6 million
charge and 30 per cent through a property charge.

would provide a very rough Bl i A property element - ] ;hausehglds would gain more than £2 per week and 2 million would lose

TR0 i S ‘l lt? to pay, 11 as widening . “more than this amount. The cost for particular househéééibWould depend

although the combined e Ruity with the ex on their circumstances, but in general those with a sing lt would be

babd & Pt o € more complex. It would Kd ; substantially better off, while those with three or more a-efzgggould face
on rental values, capital values

and of th higher bills.
o ese he favour } | il '
ed the last because it was objective, 1 e 6§§>

He recognised that it might be difficult to secure public accept
some of the elements in the package. But equally it would become

gh regime for controlli ' : &ag;ﬁ?singly difficult and unpopular to continue with the present loc

It would provide clear Signals to the elector . ment finance system. It was important that the sub-committee sho
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i Linking the quantum of the Exchequer Standard Grant to a
firm decisions soon, either to endorse the approach described B

; ortion of the yield of VAT would undesirably pre-empt decisions
n improved local accountability or to indicate that some other

t the allocation of public expenditure. Moreover, since the yield

solGfgef\should be sought. T was buoyant, it would not be consistent with the objective of
A\ng public expenditure as a proportion of the Gross Domestic
In disc the following points were made - lugtunless central Government expenditure were reduced more than
"%" ately.
a. P nt had a basic right to set the limits of taxationm, - § ";’\
and the ent had a duty to protect tax payers against excessiy ~ The gfé9> al to pool the yield of the national non-domestic
high spendi al authorities pursuing policies diametrically b ;ﬁas a factor in establishing the pattern of both
opposed to t§g§iéof central Government.

(¢}
Excial ddﬁé?iic gainers and losers across the country.
dly, industry and commerce gained in the North of England while

b. There was a pizzisjlar risk that during the transition to any siness in the Souzzzéiild face higher bills: domestic rate payers
# f
fe

new system local au ies would take the opportunity to increas@z
spending while puttin Zlame on Government. :
Cis Increased accountabili the local electorate would not

necessarily be a sufficient

the converse

The extent to whichcjzéégresent arrangemehts subsidised the

at the expense of t was not widely appreciated. Removal

int on high spending, and it would cross-subsidy would g

xise to considerable public controversy

therefore be unwise to abandon e existing controls. The t would not be confined to S potential losers in the North. The

progressive withdrawal of grant

i ' cag! ic tax bill in areag(Of \bow rateable values would rise
ding increased had not pro e domestic tax bi

R ) : i £i i ' absolute amount was small
effective in deterring the most no%6 high spenders, and had . ~ak proporcion, even. i

{

‘o k' ED i i ; b * line with the national
enabled local authorirites to attempt ift some of the blame of e resulting bill would not be <§;§§

: . .. hL. ' /
the high rates or service cuts to cent evernment. It might 3 B '
therefore be more appropriate to retain a Ei e power to set : : i
' _ j : ‘An alternative means of limiting the ent to which local authorities
expenditure limits. 3
W

g 1d raise revenue from industry and commerce would be to cap non-

d. The proposal in the Social Security Review t

hose receiving
housing benefit should pay 20 per cent of their r

c rate poundage, and allow the yield to remain where it
. This would reduce the extent of redistr#@i?i}n from the

_to the South, and would also make the package/(/ centralist

that all electors had a financial interest in the

s/wQuld ensure
p&ii?il pursued
by local authorities, and was essential if reliance w% a

*‘whole. But equally, it would reduce the number O
outh of England and would also perpetuate the exist{ng

alities in non-domestic rate bills across the country.cjjﬁl

3 The non-domestic revaluation would favour older industria ises

- Placed local accountability. On average a single pers

benefit would face & bill of €40 per year,

: and a couple on£ﬁ§> ace
58. Even if the basic benefit rates were increased to g

iving

. ref
this national average, individuals would still stand to

gain o ly in the North of England at the expense of newer develo

e
%/
I _
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@nanqes in the rating system were introduced over a five year

CONFIDENTIAL ]|

CONFIDENTIAL

u
t i T AL \ : : :
in the South. But so long as the effects of the revaluation and of v E MINISTER, summing up the discussion, said that the Sub-Committee
, ful to the Secretary of State and Minister of State for their
sistion period, business seemed likely to be able to cope. oy f vork. The proposals would need to be considered along side

) the reformEof Social Security so that the combined effects on

j.@ voters who favoured a policy of low spending lived in Gl | Jcomes,” the timing of the implementation of the two sets

area the majority of the electorate was prepared to return alﬂ ‘ could be assessed. The proposals on personal taxation would
high sp council. These people already faced high rate bills, / Subject to that, the Committee accepted that the main
and were king to the Government to bring them relief. But the ef ‘ the reform of local government finance should be towards

of the pac esigned to bring home the cost of high spending, would 1nc d acco lity. The Government could not, however, abdicate its
be to increase\ their rate bills. There would be substantial e ate respons ty to set the limits of taxation, and it would be

sppesition bu this seove o retain power to limit the spending of the most extravagant

The proposal to hypothecate a proportion of the yield of VAT

: TR ) : ) ; >XC the Standard hequer Grant had been rejected. The proposal
ks There could be\substantial difficulties in enforcing a reside

2 ocal authorities could raise revenue from
charge. The greatest o

N i : and commerce was weitgal@, but alternatives such as capping

areas where relations be the community and authorities were e ] :
: -doi c rates should not” Hé zu if the yield were retained

already most strained. @ . K\

/ . 3 e extent to which hou&€ rs in the North of England would

i 3 £ ‘ tially increased domes {1lls would be reduced. The extent
1 While it was recognised tX 7 i i L :

> inclusion of a propetitiEEN. 2 : distribution from the Northir—% \ South of England gave rise

in the local domestic charge wou Lfy the extreme effects of the

package, in Scotland at least the :
5N

to any property element. It was not ‘e arily the case, however, i 2nts' and ‘property charge, althg

that the local tax in Scotland need be :

% same basis as that in :
England and Wales. @ ' b o

m.

‘opriate proportion and the basis

on capital values:

it would be close to being a wealth tax, some
of revaluation would be necessary, and shifts in @operty market

would result in changes which were perceived as unfaespite
drawbacks of a tax based on rental values, :

on of the block grant, and would also wish turn to other

icluding capital controls, feés and charges,

Vetary framework. The aim should be to produce

£ the continu £ the ‘. r before the second reading of the Social Securi
existing rates system for the pProperty part of a local c 'ght'v'f ” o . : Y
the best option, at least for the time being, and would redusékhe | i cnittee - ' : /@
number of changes being introduced simultancusly < .

the Chancellor of the Exchequer, to set in hand further analysis
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- Took note, with approval, of the Prime Minister's suming%heir
scussion.

Invited the Secretary of State for the Environment, in conjuncf%

. the lines indicated in the summing up. %
Office (



