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g 0 B THE SECRETARY OF STATE FOR THE ENVIRONMENT

ast decade has SECHNEIE changes and pro
i finance system. In the later selzrenptoizlst;::ec:z;nge in the local
and the Labour government's proposals for unitary gr i8 the I:ayf:leld
» _ which could not have been given effect without radgifnlt fand organic
: gince 1979, there has been a series of legislative cha?x % inancial re-
§ve documentse: The system of central government grant aid tg ioa“g consul-
Nas sodified through the introduction of block grant and cei 8:varn-
gets- On a d%fferent but related front, the 1981 Green Paper "Altz:ﬁatiure
pestic Rates ranged over a series of possible ways of funding the 1 ves
ipution towards the cost of local services. This was followedgb L wﬁca_l
(Cmnd 9008) which reluctantly concluded that the rates would hzfvea t i‘f;e
but heralded the introductigRugtit e EEtE RN, ratepa(;er:

er
Bined,
ired to support excessive levels of spending.

from being requ

i) vhy has there been this continuing concern with local government finance?
ffhy has the government embarked on yet another review?

10i3 The concern stems from two main causes

the need to ensure that local authority spending is consistent with
what the nation can afford, and

the inadequacies of rates as a local tax.

04 There have been many debates about whether and to what extent central gov-
€rnnent should concern itself about the level of spending by local authorities.
lt is often pointed out that public expenditure as we define it is not a concept
‘!hat exists in thriving western economies such as the United States and West
Gernany. It is sometimes argued that local government spending is not "really”
public expenditure at all.

al government clearly is

05 The fact of the matter is that spending by loc
funded largely by taxes,

?“bhc expenditure 1in the very real semse that it is
-J&ch national and local. The dividing line between central government and local
&22239 services is a matter of statute and convention. It makes no sense 12
-éxe d%L_ terms to regard expenditure on one side of this line as public, an
ﬁrzvrildl[‘ur.e on the other side as MOt PUBIUSEEEEEI. example education we;e
absy €d in this country, as in Framnce, by central government, it would be
$8Urd to argue that a decision to hand over responsibility to local government

“Would i ;
L glve rise to a huge cut in public spending.

States have their own
ility for economic per-—
local authorities have
and central government
mand on the taxpayer
ional con—

M06 Iﬂ f
Eaxatiop

Ofmance,
’f“° taxat fon

ederal countries like the USA the individual
powers and are seen to have a direct responsib
In a unitary state such as the United Kingdom
s reSPOnsibfowers apart from those given by Parliament,l :
NOf a1, e for the key economic decisions. The total de bk
Btery Parts of the public sector must therefore be 2 matter O

1
{
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a
i, hier(oad to ruin. So if spending in onme part o
e t

or taxes must go up or spending in anoth
It is that simple arithmetic that
_, . aship between central and local government #
"'latlolieves that the burden of taxation must be r
‘fnzh:epublic sector spends more than its share,
0!

has dominated the financial
n the eighties. The govern-
educed, and so if one part
other parts must have less.

e g0 4oV

08 put what should local government's “fair share" of public spending be?

,'0,'9 There are two ways of tackling this question. First, the "top down"
gpproach- The govCEE has a right and a duty to take a view about the rela-
}\uve priorities of different types of public expenditure. This is essentially a
[l for central government, since the claims of services both within and wholly
'5ut51de the local government field - such as defence and foreign affairs - have
B0 be weighed in the balance.

80,10 Then there 1is the "bottom up"” approach: how much more are local electors
prepal-’ed to pay for extra spending on their services? If people are given a
glear account of the costs, and if they themselves have to foot the bill, they
will make sensible choices about the balance between higher local taxes and more
Ngpending .

0,11 Sadly, as this Green Paper will show, under the present financial arrange-
‘ments local electors do not have a clear account of the costs of extra spending
‘on their services, and a very high proportion of those costs is met by people
With no voice in local elections. The pattern of choice is distorted. Local
people seem to be getting a good bargain. But of course nothing is for nothing.
‘The narginal cost of local services is kept down by taxpayers' money, or by the
fhigher prices charged for goods and services to meet increased business rates,
to which they themselves contribute. The only net gainers are those who bene-
‘fit from local services but pay only partial rates or no rates at all. They
Bain, but at the expense of fellow residents who do pay full rates. This leaves
‘the ratepayers of some authorities open to exploitation. It was this factor
Sthat forced central government in 1984 to intervene directly to limit the rates
hat the highest spending authorities could levy.

@'12 But rate-capping cannot be the right answer for the majority of authorities
“br for the longer term. The central government cannot abandon its concern with
e 1evel of local government spending — we were elected to take views abgut
priorities and cannot shrug off that responsibility. But aot;fllxrilcl:e
and - on "top down" pressures is unhealthy. It causes unnec:ss::i’ calterna:
ty " the end it can sap the vitality of local govermment: o tyration of

© to continuing intervention from the centre; HOWEVED, iS Ehe ECs o1t:ies are
mocratic pressures. We need to make sure that JEmEL hiBhon A fairer
Y accountable to their electors for their spending decisions.
*ation system must be the cornmerstone of such an approach.
D-I
: BRaS(’S are collected both from 'non-domestic'
‘i‘ratepéy::d, public establishments such as universitiesh 5
Tato dlrllb who are the householders of a local autiio

¢ domestic rates have serious defects:

goc\al de
S
Pocal ,
y

om-
ratepayers - industry, ¢
-pand from the 'domestic’
Both non-domestic

: CONFIDENTIAL 4 13
s




CONFIDENTIAL

(Version of: 20 November 1985)

gy stic ratepayers meet well over hal
'0.110 Norlindzu;‘;e they meet more than H%. Thig befartshe rate bill in most authori-
gies services provided to them - in many cageg

g . for services like refuse collection
te in local elections, although of course a busin

R tic ratepayer of an authority caniVere SRS capac:lty.essz‘lflle1 Z::mril:sabdo:
"'.meesses pay for PreEmLEEs with similar rateable values differ widely in differus
i:rts of the country. T,his often erodes e competitiveness in areas wh::.ﬁ
iﬁnemployment is already high.

pusi
- have

no \'©)

015 1s this acceptable? In a democracy there will always be divergences
Berveen what people pay and their voting power. But the lack of any clear
felationship between what non-domes-tic ratepayers contribute to an authority
T they get back, and their inability to vote for changes in the
gpending policies of their authorities, make non-domestic rates a poor local

tax.

0.16 The weaknesses of domestic rates are well known. The system operates on
two assumptions: that local taxes should take no account at all of the demands
people make on local services; and that the values of the houses people live in
are a fair reflection of their ability to pay. Both of these assumptions are
flawed. Most people would accept that rates should take some account of the
" demands made by a household on local services. Many services provided by local
authorities provide a direct benefit to people who are well able to pay. There
is a wide measure of agreement that in these circumstances it is unfair for a
single person to pay just as much as a family with several adults. It is also
videly recognised that the assumption that the value of a house is a fair indi-
tation of ability to pay is true only in a very broad-brush sense. For example,
touples with children will generally live in bigger, more expensive, houses than
touples without children who have similar incomes.

0.17 These defects in the rating arrangements mean that we cannot give up the
Search for better and fairer ways of spreading the cost of local services be-
tieen local people. The problems need to be resolved mot only on grounds of
fuity but also because the unevenness with which the burdens fall contributes
0 the present weakness of the "bottom up" pressures on local expenditure.

0.18 Improvements to the local tax arrangements will not be enough on their own.
If 1ocal people are to exercise their influence over local financial decisions
_effectively, they need to understand the link between changes in local spending
- and changes in the local tax bill. At the moment, that link is hopelessly

0

bscureq by the grant system.
“2;;9 B}m;k grant, introduced in 1980, is a model of clarity and simpi"?fytz
" Parison witp its predecessor ... but that is not saying much!te::f:uvalues of
» | ‘ | ra

B o ant is linked to the actual spending and to the

tveen authorities by @S MECKSEENEEN. gy that shortfalls or
changes after the rates have been set, S0
Ve to be reflected in the rates for later years.

‘can vary e
-.‘entitlg-mt.nt
Burp] . ha

L]
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; i he present
tion is changed, t

1 tiﬁie they are inextricably tied
Bhange 100 ﬁi:t change to good use. We should
e - kt between spending and paying cr
lin

grant arrangementg will have to
o 1f loca to the existing rating system.
o2 instal a grant system that will

ystal clear to local electors.

rant system of this sort, coupled with a
learer & reflection of the use made of 1ocal
is a betterhat have made it necessary to embark o
ivics)cgl government finance system:

e

fairer local tax system
services, will meet the

h r NCeé more on a re-examin-
B
B 1

Object
":tioﬂ of th

re a healthier balance between central and local
to re::t)ic control of local government expenditure;
democ

to remedy the unfairnesses of the rates.

- (o} v

j ily be far-reaching. They

these objectives will necessar

S Iid]eecztc;nsequences over the years on the health of the relation:::g
. pmfim;nd local government in this count:ry,l and t:ey :ﬁils:‘:::iuct-
e e rnment. But inevitably, such ra
i of local gove 40
e Basz big changes in the pattern of co'sts and :eneftjt.lt;st c:angz
ey prc?llfcs It is no part of the government's intentfoti bt
._jpdividual fam;oti .in a manner which is disruptivfe and t?:sinb:en iy ol
e i h all its defects,
e flnan;e Systta?:a’n v:lltltportant financial decisions. Itlcartnﬁoz
| i | . ssentia a
iﬁork w1Fhln e 12(;11; overturned. It will therefore bereseSion ¥
b: b aq‘t:lout through a smooth and gradual prog '
fthanges come )
ddjustments can be made at a realistic pace

cided to undertake
" 23 It is against this background that the Governmenttemhas ;I: .
thi tgd of the local ‘geHiEE syshe .objectives which such a
this negz s Uf _yr t principles, looking carefully at t ainst these objectives
‘Etltlrne htold L ,S t;:) meet, measuring the present systintl agshortcomingS. In many
8) im s

m: iinii(;l;rinag possible ’arrangeme“ts ta, %o wtth roblems. Where this is so,
pies there is a range of possible solubiSs tt? ; :v:ntages and disadvantagesTﬁf
s ith the a ached. e
the alternat i set out, together w rnment has re

' ha aemidnd;rtves r?)?isional c’onclusions thaflin G%Vie on the topics that are
ve;nment's }e;in? is 4o stimulate a wide-ranging deba

to be
n the changes

Taised. Only then will we reach final decisions o

Btrodyced.,

o

K.B.

1ined, should be sent to

out
the Green Paper, and the options
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[n some Ways, the debate about local government finan
R ¢ the arguments that are considered in this Green Paper are as old as

government itself. But, in other ways, change in recent years has been
and has introduced important new factors into the debate.

ce 1is unchanging.

Local government has become a business so big that it has over 1% million
Bl-tice, and nearly onme million part-time, employees. It accounts for a
Bter of all public expendit.ure, and 10%Z of GDP. This year, the services
Srovided by local government will cost £H billion in England alone. There has
! a shift in the nature of these services, with a particularly significant
Vc,reaBe in welfare services — help for groups such as the elderly and children
o risk. Local government has become more politicised : in 1945 HEZ of
gncillors were Independents; now the figure is only EZ. Against the back-
gund of the measures which were needed to tackle our economic problems and the
nessures on public expenditure generally, the natural tension between central
ad local government has inevitably increased.

A istorical perspective

I3 In this country, all the powers of local authorities derive from
Parlianentary legislation. The structure of local government, the services it
vides, and the way in which it finances those services are - and always have
gén - subject to statutes passed by Parliament.

ld  There have been a succession of reforms of the structure of local
§ernment, from that of 1888 - which ended the system of appointed county
gWernuent - to the changes introduced in 1974, and the imminent winding up of
OLC and the metropolitan county councils. From time to time Parliament has
WPsed new duties on local authorities, ranging from the provision of police
i education in the nineteenth century to more recent examples such as the
Bonsibility to house homeless families. There have also been occasions when
L anent has decided that certain responsibilities which local government had
i €arrying out could be better discharged in other ways. Local authorities
f o be responsible for prisoms in the 1870s, trunk roads in the 1930s, gas

Qv e
£ clectricity in the 1940s and water in 1974.

ernmpat\iaﬁlent has also exercised control over the fi?anci-:lg s::rce].:c::
eny, ®0t, in terms both of the nature of local government S © f allocating
'e’ and of the extent of Government grants and the method © Lo
ign élshough there is some truth in the suggestion that rates g0 as we know
E “lizabeth I or earlier, it is equally true il ;a::; nineteenth
Senty, ® unified local tax - did not exist until the 'end - for different
" Before that there were several different r:t:s oor rates and
00] rare\These included highway rates, A :awzy’- pParliament has
0 expe S+ Not all of them were assessed in the sau

ri gervices - such as a
ten "ented with other methods of funding iy nd of the nineteenth

fityy,  “SSigned revenues, used for a time at the e

Poses,

1

CONFIDENTIAL

16



- T
CONFIDENTIAL

(Version of: 21 November 1985)

1 and local government services
A a
2 h century, there was s
the nineteent 1 e i ¢ Sk
potil .pilities of central and local government, Cen:falat 211 betwee'm
e diresiey towards foreign policy and defence. Local gose:;:_mi“‘ 8
psible [OF other services which it was felt should be carried out : ::s
s primarily the relief of poverty. Individual authorities were lezt tz

eeds of their areas as they judged
¢t the ﬂw - judged them, and cater for those

% oo in the nineteenth century, as Parliament gradually became more
[ Rsted in domestic affairs, it proceeded slowly in imposing new duties on
B government in the fields of law and order, public health and, in due
education. It tended first to encourage, then to provide enabling

) and only after that to impose duties.

‘15]_ation ’

B There were no regular grants from central Government to local authorities
re 1835. Even by 1879, grants amounted to less than 10% of local authority
venue. Parliament was, of course, also concerned with taxation, where the
ge from rates exceeded that from income tax every year until after the
st World War. But the narrow range of local authority services still meant
rate bills were relatively small: in 1870, local authorities were spending
about £E for every person in England - roughly £H at today's values -
gmpared with £E today.

9 Cradually the picture changed, in two main ways. The first was that
iament began to concern itself much more with the services that local
rities were providing, feeling that some were of such importance that they
ghould be provided to at least a minimum standard throughout the country. The
tond factor was that central Government itself began to be involved in
sistance for the unemployed and other disadvantaged groups. In doing this, it
to concern itself in matters which, for earlier generations, had been the
dicern solely of local government.

‘ Even though central government was gradually taking over local
forities' Poor Law responsibilities, local government spending grew steadily
he first half of the twentieth t:entury. In real terms it increased by
¥ 350% in the sixty years between 1890 and 1950. It was also taking up an
ffasing share of the nation's wealth, rising from under 5% of Gross National
Bt in 1890 to about 12% in 1950 (for a short period in the 1930s it had
ded 157 at a time when private sector output had fallen dramatically).

After 1950 spending continued to grow. Only 25 years later, in 1973, 1%

ancredsed by almost a further 300% in real terms. And it wa:hastu:tt
Slng at a fagter rate than the nation's wealth - 8O much 80

nht-ed for 18% of GNP by 1975. The full costs of this increase in sz::::zi
tsliden from ratepayers by a steady increase ia the cenltrall g:zthority
Bhens °f local authority services. By 1975 65% of all loca o
B '“:T¢ Was paid for out of central taxatiONEIEIRNEENSEERSNEREE

Thig
r

thony Crosland,
Ne trend could not continue indefinitely. In 1975 An y
Part

it

@.tdry of State for the Environment, made iy Gemons de;]e.aflz?(;?m;::t
by S over". The Labour Government reduced the Iate of Féxcr qand got, a

t.y 1978-79. uaies pressure from the IMF it asked 019’77-78' and it
a reduction in local authority current eXPenditure in H

2
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_ in some capital programmes - reducing
B b ecatt: gput by the end of the 1970s, currintoZi;Zﬁd:)t‘\l:::dtture i
to increase again, and was planned to go op growing, at a: already
terms - In other words, local government w;a i ke
o the increasing burden which the public sector ag ?n::ifUting
e was

y t
on the wealth-creating sector of the ecomomy. This wag the situati
on

fronted the incoming Conservative Government in 1979,

real

{ 1auth°ri ty spending and economic policy
conservative government came into office commi

This meant ensuring that the public sector too::ead sn:\)ll::ozzziz
h created by private enterprise. A large public sector absorbs
1 hich could be put to more efficient use by the private sector. And
1.»; ks 1ikely to be undertaking activities which could be carried out more
Biflciently Dy the private sector, operating under market pressures. Public
B diture has to be financed primarily from either borrowing or taxes. The
Bjernnent therefore set itself the task of limiting both public borrowing and
i level of taxation.

Lk These concerns apply Jjust as much to local authority spending as to
gentral government spending. Local authority borrowing for capital projects
mounts to £Ebn a year - H%Z of the total Public Sector Borrowing requirement
(PSBR). Curbing the rate of monetary expansion is central to the government's
plicies for reducing inflation and laying the basis for sustained economic
gowth. That in turn requires public sector borrowing to be closely controlled
if interest rates are to be held to acceptable levels. Higher local authority
borrowing makes it harder for the government to achieve these objectives.

‘ Some commentators, while accepting that central government has a
lgitinate interest in the level of borrowing and the total of government
Biénts, argue that expenditure financed in other ways can remain VReadErplied -
ld, indeed, that it may not be necessary to define it as 'public expenditure'
t This argument, however, misses several important points.

6 The government must be concerned with the level and composition of gross
;Pital spending, however it is financed. Capital projects represent the B
local authority sector. The size and balance of capi;::-.
&kpanss | must therefore take full account of national policy on the scope
100 of local authority service spending.

2 cop the government's interest in revenue expenditure be reszricﬁg :f)
3 tcern about the level of grant. As Figure 1 shows, rates account o: rigalt
er:;fes. levied in this country; and another 17% of taxes are act::oht:::tehigh ta:yc
Tateg aiZL grants to local authorities. The Government believfisves to activity
0 the vthe enemy of a dynamic economy. They act as disincer:u inished. These
"uﬂlen Private sector, as the rewards of enterprise are e tic rates -
B¢, 2PPly just as much to local taxes - domestic and non-domia i

or corporation tax. For the householder or industra

i 1“C0me tax
Wvery |, tion
jonal taxa .

‘ttle difference between local and nat

3
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Local authorities'

pigure 1 claim on the total tax burden (United

Kingdom)

"grants or borrowing should count as public expenditure can be seen by
idering what this would mean in practice. For example, if local authority
ding remained steady but &£5bn more of it was financed from rates and £5bn
from government grants, the total of public expenditure would, under this
nition, fall by &£5bn. The same thing would happen if central government
sferred £5bn worth of its spending responsibilities to local authorities. In
oth cases, however, while central government's tax bill would fall, that
eduction would be offset by an increase in the local tax bill - the rates.
le overall burden of taxation on the economy would be unchanged.

That is why the government has taken the view from the outset that -its
ctive of reducing public expenditure and taxation must apply just as much to
tal authority spending as to central government's own spending.

The Government's policies on local government finance since 1979 have had
£€ nain strands:

B, - concern to contain local government expenditure at affordable
levels;

their services more

€Ncourageme carr out
g nt to authorities to y Al Woued

¢fficiently, and to introduce private sector
Possible;

i1, !
@ reduction in detailed controls over local govermment:

The

directed to all three
'fi‘l

Covernment's initiatives in this field,
» have included:

such as
[tnkm]e abolition of H detailed controls over local government,
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ablishment of the Audit Commission,

[hc est
e local authorities on value for mop

to advis ey;
1 authority dir

w rules on loca Yy ect labour or anis
L ;Eblic tendering for most sizeable contracts; 2 ey hoe iy
. new system of controlling capital expenditure, rather than
borrowing approvals; Just
2 new method - known as block grant - of allocating the main unhypo-
thecated grant towards local authority expenditure. ; i
B9 The Government remains committed to all three of the objectives set out in
~mgraph 1.20 above. But any reduction in detailed controlg can only take
Bce in the context of a system where the government can be satisfied that its
"erall public expenditure policies are being met.

1,03 Under the block grant system, which came into operation in 1981-82, the
-1.~‘port1011 of an authority's overall expenditure met by grant was less if it
gent significantly more than was needed to provide a standard level of service
Annex C). This was intended to encourage those authorities which were
gpending most to make the largest contribution towards the savings needed.

It quickly became apparent, however, that something more than this would
be needed if the reductions in local authority spending that the government
thought necessary were to be brought about. The local government finance system
Wtked in such a way that the effect of the block grant pressures was greatly
teduced by the time they reached local domestic ratepayers. Why this should be
80is analysed in more detail in paragraphs H to E below. This made it easier
f0f sone authorities to decide that they would not contribute to the expenditure
ffluctions asked for by the government. Indeed, faced with a general request
Wf revised budgets, a handful of authorities responded by proposing increases
8 the spending they planned to wundertake. With great reluctance, the
saw that, if it was to succeed in controlling local authority

$enditure, it would have to take stronger measures.

%"?25 The government therefore decided to supplement the block grant system witi'
Bsten of expenditure targets for every authority, based on its “t:a
:f(iﬂg in earlier years. Any authority which exceeded its target hadtrzf
bty o 't entitlement reduced so that it had to raise a much higher con

its local taxpayers.

g the system of individual

For 1986-87 ntinuin
the government 1s disco + ects by greatly increasing

® Dasj Instead, it will seek to achieve similar e
¢ block grant pressures.
on of local authority

SOVernment has also reduced the overall proportis from 61% in 1980-81

onet from Exchequer grants. This fell inm stage

in 1985-g¢ .,
B Throyo blems in dealing with
handfulw})'hom’ ‘e governmentiiS_ partic‘i‘iabg;gsk local government's

the highest spending authorities. 75% of this

““Penditure exceeded the Government's targets by Ri70m.

5
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he top 16 overspending authorities, , similar pattern
ed for By & 75% of the overspend of £850m was attributable to just
% ,;ccouflt 1984-85 Whe;‘ these were still increasing their expenditure. In 1984
fed 0 - : dMi’}‘li (;ates Act, which gave the go

se

g ing a
of these high-spend
hi(ifh rS:[tl:: first time in 1985-86.

o

e rates w

5 vere used

. s and failure
~ces

cess:
ncial pressures have had some suc
fina

These

of growth in the volume of local authority current
te .
phe amuale ;:s fallen from over 3% in E to under 1%;
expenditur

t 2 9 h ]
oc

have
average rate increases

the grant percentage, ¥ ypeieiy
. 2(;.ut77h;n 1980-81 to 5.5% in 1984-85 and HZ in 5

fallen from olh

rates, and
ds in local authority expenditure, "

2: Tren

Figure

manpower

t a
1ts represen
these resu still
of the 19608 wutiFSEEIEL S e i 1979
Compared with the trends they mean that C“GDP than it did ed for
€Table achievement. Evenhioaer proportion Ofease the amount a]t;lez:use of
‘ s hzs begen forced to j.ncc;:xpendililll!‘e Plans’enditure it
‘_‘ Year, .the governmetie diture in its public reductions in ei;,lx)lce 1979, is
B duthority current expen to carry out the ower, of 5% 8 And the
B e of 1oca) Suction in local authordey “the public sector:

l L .

coomsier:ed Thfthreilcl;ii?r:ments elsewhere t‘: the end of 1983

; toptal ha: been more or less static sin

ngiq

ing and now

\‘h..

6
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cesses as have been achieved have
gignificant reduction in the total E:)lfsoloiirlri::tha i

ystem, she government needed to agk for expen‘éitty spending
previous years spending levels frop 1ow-spending ault.:, e
which had a long tradition of careful hus},: d°rities.
provided services found it increasingly painful to mak!:_r); ooe
7 fron a low Dbases This 1s why the Government hag disconti #j o
.1“gsof expenditure targets for 1986-87. nued the
ten

such suc heavy price.

B The grant system has also become increasingly complicated.
- problems for authorities in managing their budgets, this complexity has
bted sone authorities to devise special accounting techniques to maximige
B cociclement to grant in a particular year. The link between changes in
) hanges in local tax bills has become more and more obscure.

As well as

e_ndiﬂg and ¢
the overall effect of these factors has been to increase the tension

:ween central and local government generally and to bring the government into
flict with the highest-spending authorities.

3k The government's concern to restrain local authority expenditure and
ation has revealed serious shortcomings in the local government financial
pevork and in local accountability. These problems have not been caused by
Whlat has happened since 1979. The flaws have been inherent in successive
jjstens over many years. But the inevitable tensions that have arisen - in a
eriod when a government, for the first time since the war, has been seeking to

gercise continuing restraint over local authority spending - have drawn

the extent to which local authorities' marginal spending is funded by
non-domestic ratepayers;

the mismatch between those who are entitled to vote in local electionms,
and those who pay domestic rates;

* the operation of the grant system.

1.
(

{t) 1 : G
,, he contribution from non-domestic rates

100~ 60/0,Of the rate income of local authorities in Emgland com:iif;:: ;:;
eStic sector. This includes commerce, industry, IR t:j. rate—
‘viﬂ.{‘ Public b“ildings- After rate rebates, only 40% comes from gaman | o

¢ (see Figure 3).
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gigure 3 Sources of rate income (England 198m)

131 These contributions by industry and commerce have the crucial effect of
mguring that domestic ratepayers have to pay on average less than half the
local contribution to increased spending. The remainder is met by government
sants and non-domestic ratepayers who have no vote.

In some authorities the proportion of local taxes met by the non-domestic
payers rises to over 70%. The temptation in these circumstances to increase
ding on services for the voting domestic ratepayers largely at the expense
non-voting non-domestic ratepayers is very great.

Those who vote and those who pay

The poor linkage between those who vote and those who pay has been further
ened by the fact that many of those who are entitled to vote for higher
dards of local authority services either do not pay rates at all, or do not
full rates. There are 35m electors in England. Of these 18m are liable ::o
fates. 0f course, many of the remaining 17m will be spouses of ratepayers ;
they are not billed direct, mor do they personally make any payment to their
duthority. Other members of ratepayers' families may have even less

prec i
lation of the cost of local services.

of the domestic rate bill is

Of the 18m liable to pay EcEERUREEREENNNEEEESEE——

in full. 3m receive partial assistance with their rates and the

Bing 3y rates bill. This last group
bhae T, Cccelve full relief N EECEINEE, e e higter asrvices

‘ under the present arrangements, they
i:; haYing to pay a penny towafds thex:l. Even for those who rece;:el::éll{
"elp, the rebates damp very substantially the effect of increa
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ture varies from authority to authority,

ations of 1industrial and commercia] owe urban councls awe

The Pic
development and a high

concentrt

receive rebates In
£ voters also o the extre i
1 5 : me case domest (o]
‘Orl’. OS et on HA Of the ] own pOCkets less ,than lz of

expend iture.

pates are currently the only form of local taxation.

ical advantages. But they do not take any account
. or their consumption of local government services. This was le

.v he past when, as noted earlier, local government was responsibi:
;‘ e such as gas, electricity and water where the basic provision
f Felated tO property ownership and consumption was charged for. But today
“., B authority services are provided for people, rather than
s gducation alone accounts for E%Z of 1local authority

Domestic rates have
of the composition

current

(i) The grant system

3 Accountability 1is also impaired by the way in which grants are paid to
local authorities. Though it 1is 1less true of block grant than of its
redecessors, it has generally been the case that an authority that increases
its expenditure gets more grant. Ratepayers in that area find that part of the
wst of having a higher standard of service is met from general taxation - by
jple living elsewhere in the country.

‘ Moreover, successive governments have also paid grant to compensate
authorities for variations in rateable value. In terms of what ratepayers are
tially asked to pay, the use of grant to compensate for variations in rateable
murces, has a rather odd result. It ensures that different author;tiesican
tharge the same rate poundage for equivalent spending levels, but that gives
Wy different rate ngs-L To paqy for a similar increase in spending,
dithorities in areas where rateable values are low need to increase their rate
J by a smaller amount than high-rateable value authorities. This means that
fi8frate bills faced by households are lower in some authorities which spend a
o0 services than they are in other areas where spending is lower. The
Vidual ratepayer in Gateshead, for example, faced with an average bill of
' £300 a year, might assume that his authority's spending was modest

Wared with that of Guildford where the average bill was £417.cufr:foi:
wg .. S Cuildford which is the lower-spending authority. & te bills
B the sape level of spending as Gateshead the difference in rate

,.'ld be evep greater.

et
=
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pigure 4: Bate bills in Gateshead and Guidford

fhe direction of reform

Local government finance is at a crossroads. The government needs to be
e to influence the total of local authority expenditure, as part of its
overall economic policies. Yet its attempts to do so are frustrated by a tax
grant regime which depresses and distorts the cost of marginal increases in
enditure. As a result electors are either indifferent to the level of
enditure adopted by their local council or are encouraged to vote for higher
elvice standards than they would be prepared to finance if they bore the full

cost themselves. To achieve even modest success in restraining
enditure, the government has therefore had to bring steadily increased direct
S8ure to bear on the highest spending authorities.

improvements are possible within the context of the exist1n§
ngemean. The government 1is already proposing, as part of the Socia
Urity review, to make one important change. It emvisages that, A LuRULE

domestic rat at least 20% of the rate bill
epayers should be required to pay sed s w1t tousehalds

U face. Thig will bet
re—establish a financial link betw
the local authoriti they live. But it will still leave
uthorities in whose areas ey form will still exist.

Problenmg unresolved. The need for fundamental re

10
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yind of reform!

there are three main possibilities for reform:

"»M

chang in8 the structure of local government;

imposing much greater central control over local authorities:
)

financial reform designed to improve local accountability

m ch/arﬁij&,twucwre of local government

ere are some who will argue for a further upheaval in 1

mucture- The model the advocates of this approach have in mi::aisg:v:z::ﬁ
structure: provincial councils taking major econmomic and planning decisions
pelow them, single-tier authorities responsible for all day-to-da
It is true that there could in theory be some gain in accountab111t§
df we were to have all-purpose local government throughout the
folntry. Ratepayers would then know that the spending decisions of one
Quthority lay behind their bills. But this gain would be achieved at the cost
bf the enormous disruption which a further large-scale local government
reorganisation would cause. And, in the course of that reorganisation, we
ghould be forced, yet again, to face up to the fact that different local
fovernnent services can best be provided by authorities of different sizes.

"4 o48 Th

149 Moreover, any proposals which include a regional tier of government will
ave to consider what the role of those provincial authorities should be. The
fssues have been extensively discussed in the last 20 years following the
posals of the Redcliffe-Maude Committee. The debate about devolution showed
that there is little support for the major constitutional change that would be

needed to move to a federal structure.

‘5}}50 Nor would changes to the structure of local government deal with the
;merlyiﬂg financial problems set out in this chapter. Tackling those means
@eing up to the choice between increasing cemtral control and improving local
[dlountability.

{6 et
(1) Increasing central control

g may at first sight,

a5 =
BBl Increased central control of local government spendin
d be substantial and

appe Y
e an casy angwer to the problem as its results coul

i:“te%» There are a number of possible models for a centralised system. Onn:z1
me . C.0Ply be to impose a genmeral limit on rates: Another would be to ‘fatilth

e or nor tion
s re of the maim ment services from general taxa ,
local govern or a substantial slice of

for each 1 government.
set by central g salaries - could be taken to the

SPendin,
0 .
mﬁntre.g l services - for example teachers'

1Ll
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v system based on more extensive central

115 diB;tw:\led have major drawbacks. control of local authority
: n

spe?

stroducing a general limit on rates would p

I : €an extendi =
to most, if mot all, authorities. Setting limitg whicngzzzghzagging
u

i diture where
reductions in expen appropriate, but also to
the different circumstances of individual, local auth::itaicecsou:f, <1>§
u

> t Departments to get dra
require governmen g wn into the det
e : ailed financial

-

Introducing central funding of the whole of education, personal social
services, police, fire and highway maintenance expenditure would enabie
the government to control about three quarters of local authorit
spending. There would be a division of responsibility between thes)e'
services and others, with purely local characteristics, financed from
local sources. But having local government acting merely as agents
for the main services would deprive authorities of any incentive to
manage them efficiently. A big increase in central government
bureaucracy would be needed to enable the need for services to be
accurately assessed through the country.

- Central funding of teachers' salaries alone would provide control of
over half of education spending, or a fifth of all local government
expenditure. But it would mean that the government had to take
responsibility for the number and grading of teachers in each
authority, or possibly in each school. This too would require a
significant increase in central government manpower.

L33 The Government has a responsibility to ensure that what the public sector
gpends is consistent with what the country can afford. It cannot abandon its
tncern with the level of local government expenditure. But neither structural
feforn nor increased central control offers an attractive way of fulfilling that
legponsibility. The alternative is to increase local accountability within the
Pésent structure. This is more attractive on several counts. It guarantees
“'j;he continued existence of a healthy system of local government. In the longer
{8 it should help to ensure that services are provided more efficiently. And
ﬁt Strengthens the link between the local authority and those who live in its
;rea. For the vast majority of people, this is the preferable way forward. But
B0 only work 1f we are able to deal with the shortcomings which this chapter
888 ddentifieq,

) Improving local accountability

'15;’54 Local 4

0 1o,
B Se
Women ¢ o

ing
on the relationship between pay
g voting in local elections. At the

total rate income comes from
on local electors in

hird of those receive

Ccountability depends cruciall
the vices, using such services an
W00~goy. ., 3F€ worrying gaps. 60% of
Bgl,oq \C Tatepayers with no vote. Of the 35 milll
fu; ’ °"1Y 18 million are liable to pay rates, and a t

°F Partial rebateg.
155 ment
k. The ts for paying govel’n
‘Stants tose Problems are accentuated by the arrangemen r ratepayers to see 2

N i suthorities. RSN 1mp08812:e ttf\: authorities in whose

r i
* *Ve, and changes in their rate bills.
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ests that there will be three main

el
improved local accountability. CMents in a new finance

Tnis SUB8
ten pased 0n

petter arrangements for the taxation of non-dome
their contribution to local services does not co

the true COSLS of increased spending.

stic ratepayers so that
nceal from local voters

A more direct and fairer link between voting and paying, so that mor
local voters contribute towards the cost of providing local authorit;
gervices.

(learer grant arrangements, so that the consequences of increases or
reductions in spending are felt directly and straightforwardly by local
domestic taxpayers.

5] This central issue of improved accountability is discussed in detail in
hapters that follow. The first three of these deal separately with local
mestic taxes (Chapter 2), local domestic taxes (Chapter 3) and grants to
al authorities (Chapter 4). Each considers the shortcomings of the existing
ements and sets out possible alternatives.

Chapter 5 discusses the effects for households and local authorities of
improvements to local accountability discussed in the previous three
pters . Chapters 6 and 7 discuss other issues affecting the financial
gevork within which local authorities work, including the system of capital
enditure controls. The conclusions of the review are set out in summary form

13
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chapters 2 and 3 set out proposals for major chan
be .stic rates are paid; and for a new system of
qon-dom o increase local accountability.

neigned C y
g:z‘ifding local authority services is met by non-domestiec ratepayers. A further

B ones from domestic rates. But the largest contribution, B%Z, is provided by
l'tional taxpayers as central government grants. This chapter looks at the
ﬂ-;ace of grants within the present local government finance system and sets out
P

the government's proposals for change.

ges to the way in which
local domestic taxation,
At present about HY of the cost of

jihy do we have grant?

"l;.2 grant systems for local authorities have grown up because successive
Movernuents have taken the view that it would not be appropriate to expect the
yhole cost of providing local authority services in each area to be met solely
by the local taxpayers of that area. This reflects a national policy that
pssential services, such as education, should be provided to an acceptable
standard country-wide whether or not the taxpayers of particular areas can
afford to pay for them. Over the last 20 to 30 years, Government grant systems
have sought to achieve this objective by three different means: compensating for
differences in expenditure needs between local authorities; compensating
for variations in local authorities' taxable resources; and ensuring
that a substantial proportion of local authority expenditure is paid
for out of progressive taxation.

(#) Equalising needs

43 Some authorities inevitably face much greater calls on their services than
others. The proportion of the population who are of school age, for exampl;,
Varies widely across the country: children between 5 and 16 make up Bz of the
Ppulation in E but only H% in H. At the other end of the age scale, the
“Ploportion of pensioners living alone ranges from EZ in E to HZ in H.

ort for an old person
is the nature of the
for example. And

4 1t also costs more to educate a child or provide supp
B sone parts of the country than in others. One reason

g8 Thinly transport costs,

, populated areas face higher P .

e factors can also have a big impact - like the ‘extra cost of edu;::tlilni
$ehilqre, Authorities in London face highe

whose first language is not English.

S as a result of the need to pay their staff London Weighting.

Wage bij)

aced with
an authority has a concentration of needy paOplef’i:a;cjiilfburden s
S, it would be unreasonable to leave the . ould have to pay
Jcally.  To do so would mean that loeal reSidel?ltsie: if an acceptable
®vels of local taxation than those in other authorit

°f service was to be provided in their areas:

bs Where
l?’-Gher cost
& met

highEr 1
ltandard

(1)

“qualj sing resources

the taxable
. e arrangements,
the present localliESiS . finasncof rateable value per head of

p » lOC | ed in term lar ely as a
PO : a a y ur rj t a
& Pulatl.;.n h‘ Uth?rit iS meas autho y’ g

i
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b concentrations of industrial apg
‘;esult L Block grant is used to compensate
pase (on this definition of taxable capa
1f they had to finance their services wholl
y from 1
Jchorities would have to levy much higher tax rate:caih;:xagt:n’
er

. Whether or not the tax bills they charged
teir average levels of rateable values. ged would be higher would

commerical pProperty in
authorities with a small
city) relative to their

a

(i) progressive taxation
e chapter 3 has shown, few taxes are suitable for use at local level.
Qales taxes, for.example, would be wunworkable with the structure of local
:goverﬂmem in this country. Those taxes that are suitable are not very
p;ogrESSi"e - they do not increase in line with the rise in incomes. This is
f«rue of domestic rates, whose regressiveness is moderated only be special
febatesi it is true also of a community charge such as that proposed in Chapter
9 1f local services were met entirely out of local taxation, those on low
fgcones would pay a much larger share of the cost than was justified and this
Bfuld inhibit the provision of satisfactory standards of service in some auth-
orities . Providing Exchequer grants to local authorities avoids this
problem, since they are largely funded by taxes on income and expenditure - such
as income tax and VAT — which are highly progressive.

Grants and local accountability

48 The fact that grants have to meet several different purposes means that
the systems of calculation are inevitably complicated. But it is important
that grants should be paid in such a way as to enhance local accountability, not
distort it. So far as possible, whatever the problems of calculation, the end
result of the grant system should be transparent, sO that local residents can
gee the extent of the help that is being offered from central taxation. And the
W8y that grants are calculated should be accessible, so that people can
understand how the size of the grant is determined.

cal electors is the relationship

9 The most important signal of all to lo
enditure and the change in local

Betveen variations in a local authority's exp
Qomestic tax bills. If the grant system fairly takes account of local needs, it
‘is right that, where an authority decides to spend more than average, the whole
€08t should fall on the local people who benefit from the extra spending. Under
g local taxation proposals described in Chapter 3, all the adults living in
the arca will be helping to pay for the services that are being provided, as

“:ell as having the chance to vote for them. The proposals fon, &R dis:‘\:iz:
‘aﬁo““ Will ensure that they understand how changes in expenditures on B¢
affect

the local tax bill.

..The origin of grants

,“‘4.10 -

"’CentUr ,Ulzeab,le grants began to be paid in t
‘?standai; Lo "encourage different areas to pr
! d- At first this was achieved largely throug

88peci f

3 C Y a
bo 4 ¢, , 5Fants remain; these are considered separ
. xchequer

er part of the nineteenth
h:vi];izttser\l:ices of a consistent
h specific grants. Some
tely in paragraphs 4.58
support began to take

< belo f E
th W. But dual he main form O ending
Gee form of ypp ofza u: clly trants paid tovards local NIRRT
e T . : ith those grants:

1
Y+ This chapter is concerned mainly ¥

2
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... 1958, all unhypothecated grant g

nce ystems hay
A edblco equalise local authorities' needg and resource:. coUutaiined o
desis” . vere carried out by separate elementg of the AL 19818 ehe

ndertaken as part of the single calculation ofgrant; fge thn Ehey

n u blOCk grant.

Bhfore block Brant

The grant system in force between 1974-75 ang 1980-81
arious drawbacks. Two in particular warrant discussion.
“':Zhe Jethod used tO equalise resources. This involved the Exchequer in effect
,;Qnding in as an exFra ratepayer in authorities with rateable resources below a
“,gi‘veﬂ Jevel, and paying whatever rate in the £ the authority levied. Thig meant
:t.hat the amount of resources grant an authority received rose in proportion to
Bipenditure: The more an authority chose to spend, the more grant it received.

had a number of

hel2
The first concerns

B3 The calculation o'f r.leec.is grant used regression analysis to select and
weight social and economic indicators which correlated with the broad pattern of
Botual local authority expenditure. It is true that individual authorities
tould not influence the amount of needs grant they received by their spending
pehaviour . But the calculation could be affected if a group authorities with
similar characteristics spent more. For example, if the majority of urban
authorities chose to spend at very high levels, this would be interpreted by the
the regression system as greater need to spend in these authorities whether or
mot the real spending needs of these authorities were correctly reflected in
this expenditure levels.

Block grant

15 Block grant, introduced in 1981-82, was an attempt to devise a system that
Wuld be fairer and more accessible in these respects than the arrangements it
Ieplaced. It succeeds in offering a system for supporting local authority
Spending which is much more logical and defensible than any previous
dltangenents. Annex C explains in more detail how it works. The basic structure
Of block grant still reflects the earlier arrangements, however, so that it
Blires some of their defects.

(1) Calculating block grant

»‘10-‘16 The amount of grant to which an authority is entitled depends in part on
f;;egcmal expenditure. Indeed because the total amount of grant a;iilalgléeaﬁ
Other very authority's grant entitlement also depends on the sp(;n rnihe s
n aUt,hOritieS- Actual spending cannot be known exactly until afte riez i
f;pro‘?;e.Sthn has finished. Meanwhile, authorities have to work onreaceie:.’e. Ly
,‘vieSulilO-nal assessments of the amount of grant they can expectlt:ob 5 Ao
but 'S that not only can grant payments change substantial yf'%ﬁ:i? grant,:
*ﬁnititlaum@rities are given several different estimates O

flents fop a single year.
“1:..17 The amount
BSBource of grant an authority gets a
L‘n"‘teable\ 't has at its disposal - the sum

he total rateable
and non-domestic
ent

lso depends on t
of its domestic

ssessm
OF ¢} i\"dlues, Part of the grant calculation takes th;—s:°;:o:f 181;1 aown local
i am ra
[t"lpaye °unt that an authority can be expectedThtios is a complicated process,

mr«oducini {°F any particular level of spendinge This

rstand.
tesults which are difficult  EOF HONSSEPEEES SES waae
3
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icularly to the phenomenon known ag
art}tc)zd in paragraphs B to E of Annex
descrl

Rt oot allocation declines as it increage
iy's LO°

ginal rateg of
C, under which anp author-
8 its expenditure.

is means that, although block grant is z 1
B 1l thi hard to understand. The relationshi
B very ending and changes in tax bills is far
"thoritY',s SP hooses to spend more, the additional
au yr Cless than the increase; but it is unlike
(0}

P between changes in an
from straightforward. 1f
cost to ratepayers may
ly to correspond to the

(411) Resources equalisation

:v: in which resources equalisation is undertaken within block grant
. e learlier . Very substantial amounts of money are
| een different parts of the country in a way which is entirely
A’mmferred'bew the operational complexities of the grant system. The map at
. Wlthmh scale of transfers involved between the various regioms: in
B f being transferred through the grant system from southe;n
| dS to the rest of the country. Such transfers may or may noti ;
i not be justified is that such substantial transfers - w;l cs
hsufie‘jj e Cj: decrease the cost to ratepayers of local authority service
.,{agirecti)i’dszrclr?ii; view in the complexities of the grant system.

- are

England
Fi H: Interregional transfers through resources equalisation (Eng
gure H:

198H/8H)

oviding a
alisation is pr
eso‘?:‘.ceiseniq‘;arts of the country in a

bility to pay:

In dddition, the present system of 12 di
Y to individual domestic ratepaie their a
_: Which bears no consistent relation to

SUbsid

es
rces for w ition
' rateable resou ize and compos
di thorities' ra sfithie io18 Eien
i ifferences in aiue for two main reasons eable values of proper
; porn comper;)sates aI; Sthe general level of rat
operty ase; an

®qua] j
thei
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An authority may have low rateabl
eir area: roperties pro rata to population (o
e operties which generally have h
ial [?rSI;. or because the general leve
Propezgiﬁ r;\teable values for comparable
of the two.

€ Tresources because it has
r relatively fey commercial
igher  rateable values than
1 of rateable values in itg
Properties in other areas;

b onbination

is based on rate poundages - the
9 Resources eQualltiS:itnil:nto ensure that authorities providing the same level
horities levy- levy the same rate poundage. The effect of equalising rate
e N in those authorities where average rateable values are low,
h.at’- l-réual properties are lower than tax bills on comparable
i bills on mdlvl.ties with high average rateable values. This would not be
ta srties in authorlble values bore a reasonable relationship to the ability of
Q;gzasonable 1t£ ’;;eawithin a local authority area, ra:;:btic:;izis opfro:azzegz
householders g hip to ability to pay :
;bz:i 1 reasonabﬁio;x:::t;;):sse fn a pleasant suburban envir:;nmenrtraicse 1#;3:: t:ion b:
fetached four-be he occupant of an ageing two-bedroomed te D P o
WBtter off than KEae he centre of the town. But between eimmore e
- cre e tfaa?)le values of comparable properties varylllii:c gt
authorities, the rieir occupants to pay. 'I'he" tateablec\:;shead . Jikely
Y 2 r-bedroomed house in a "good" area in abe 228, Figure &
Biality detached fou f £H, while in Guildford it is likely :oteable S s
80 be in the trerglgtlor:)fo this, mismatch by comparing average ra
Sghows the exte
:SZrage incomes by region.

rate in the £ that

B service ha\;
& S
poundages

in English
H: Average rateable values and average incomes

Figure :

regions (1985/86)

f 1local
the cost © iy
= subsidising able values a
.23 - is therefore where rate lisation
ZﬂuthOr- Resourcﬁes equalisation s+ authoritiefs rate poundage equathey et
i Ity services to ails raﬁfP 3;81 consequence O and the services
Y low. This is the og pay

eople
4 Property tax, But in terms of what P

Benery)
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. . For a comparable st
|ittle sense P standard of ger
pedroomed detached house in Gateshead pays £‘;iic:’ yte:er occ:ffnt e
» While hisg

1dford pays £H. Yet for th
art in Gul € same consumpti
terpfor example, they will pay very similar amountg, R

B ol is the justification for this situation weak i
a2k put people whose bills for 1local authority
t0 paZ£1allY subsidised (especially at the margin) have 1
’zz:jned about how much their local authority spends and
i

be for higher levels of expeRiESES
W0

n terms of ability
services are being
ess incentive to be
every incentive to

‘(111) crant Related Expenditure (GRE)

125 glock grant's method of equalising needs is based on grant-related
expenditure assessments (GREs).  These use objective factors to assess the
felative cost of providing a similar standard of service in different parts of
Bfe country- Instead of relying, as the previous system had, on general social
and economic indicators to measure differences in what local authorities need to
Ngpend, the GREs are built up on a service-by-service basis using a client
Mgroup/unit cost approach. For example, the main factor which determines the
need for education spending is the number of schoolchildren; spending on road
mintenance is assessed largely according to the length of roads in each area.
Where necessary, these main indicators for each service are then adjusted to
take account of factors which affect the cost of provision in different areas
- factors such as the number of children born outside the UK, and the amount of
Mtraffic carried by different types of road.

426 This approach makes it possible to see how GREs are made up. This was
impossible with the purely statistical needs assessments used under the previous
system. But the system does encourage complexity. There is a temptation to
make GREs over—complicated by introducing new factors and by continual refine-
ment .

Objectives of a new grant system

B The carlier part of this chapter has explained why grants to local
uthorities have developed, and the form they have taken. It has shown that
Block grant ig a significant advance on the systems that went before, but
'?:hat shortcomings still exist: it is still highly complex and difficult to
fderstand, both for authorities and ratepayers; it is unstable; and it distorts

‘§:d lOwares the relationship between changes in expenditure and changes in
Cal tayes.

L inue to
:oif 'bThe Coverament believes tHATUEISEESISNN. ta;:pay:; rsihto;l:erfri?:tes But
Tibute vi local autho 7
o the © /ia grants to the coStENGENESEESNN t the present system needs

light of the above analysis, it believes tha
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formed .

1t has identified the followin
g objecti
¢ systeme o o 8 el

fobe =
ﬂﬂ“ graﬂ

[t must compensate authorities for the cos
t of providin
R - §

reasonable standard of service, and local dome
e comparable amounts for similar service:tic taxpayers should be

it should ensure that the cost of spending which i

s hi
to normal levels 1is met by local domestic taxpayerg;1 i‘; tc‘lelation
similarly, they benefit from spending reductions. L i

4 it should be as transparent as possible in its mann
er of =
to residents as well as local authorities. U

E it should be stable. Local authorities should have greater certaint
in their grant entitlements, both within and between years. A

There is 2 further objective which is to avoid unnecessary turbulence in the
flengeover to new system. This requirement inevitably conflicts to some extent
Miith some of the other objectives.

The government's proposals

4,29 To meet the objective of combining fairmess with local accountability, the
government proposes a grant system with just two main elements:

i. service grant, to compensate authorities for differences in the cost
of providing a standard level of service to meet local needs;

ii. standard grant, to provide an appropriate contribution from central
taxes towards the cost of local services.

430 Compared with block grant, these arrangements would represent a
tonsiderable simplification and clarification. Block grant does three things
@& once : it equalises needs, equalises resources and pays an additional subsidy
l>_§r head of population. For reasons set out im more detail in paragraphs 4.47
ﬁo 4.52 below, resources equalisation, in the form it has taken in recent
Jars, would no longer be required with a local government finance
8iSten such as we proposed in this Green Paper: And the separate treatment of
8eds grant ang B grant will make the basis of central government support
BCh clearer to local taxpayers. ;
g{,glroje part of the present grant system would mo lomger Fe nzeddeidsczinzli;
thej fe existing arrangements, domestic ratepayers Benetit LIRS The
BUeir rate 4] tepayers, who do not.
poundages, as compared with non—domestic ratep Y

8 tb
B° of the discount is determined by the government. b e W

Woneg . duced in 1966 as
d rate e e relief was introdu
relief" grant. Domestic rat domestic ratepayers pending a

an interj

lm measuy istance to

fomp ¢ ¢ . re to give some assista Royal Commission
. 2 oy ; o follow the ROy

o |, erhaul of the rating system which was Itt:l the event, the rating system

Oca \
1 Government which was set up that year:
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formed and domestic rate relief has remained.
not that non-domestic and domestic taxpayers should
;nd different bases there is no longer any need
7 payers-

However, since it is
now be taxed on quite
for a special discount

B, Whatever grant or'local taxation arrangements may exist in the future, the
'4,,3 ent remains committed to a grant system which compensates authorities for
Wemmnces in the amount they need to spend to provide a typical standard of
giffere This applies equally to differences which arise because some areas

ices:
”W1Cgreatef concentrations than others of people who need local authority
hav:ices; and to inescapable differences in the cost of providing those
s:;viceS- without some form of compensation, authorities affected by
8!

ntrations of need, or by higher costs, would have to either increase local
B pills, or reduce the standard of service provided. But these differences
e sated for much more simply and tramsparently than in the past,

gan be compen
bhrough a service grant paid to each authority.

conce

B33 The calculation of this grant would be undertaken by assessing, for every
Jocal authority area, how much it might be expected to cost, per adult living in
the area, to provide a standard level of local authority services. The result
of the calculation would be a service provision assessment (SPA) for each area.
These SPAs would follow similar principles to those used for GREs under block
grant, but should be considerably simplified. The way in which SPAs might be
derived is set out in more detail in paragraphs 4.40 to 4.44 below.

34 From the SPAs, a ranking list of areas would be produced. At the bottom
of the list would be the area which could provide an acceptable level of service
for the smallest amount per adult. At the top would be the area vhere the same
level of service cost most to provide. In order to pay service grant t(;] e\sl;ll;y
authority, rather than just to one tier, it would be necessary e 2
between tiers of authority in the same area. There would be more than one wa{hgd
doing this; similar issues already arise with block grant. Whichever me g
Were used, the outcome would be an SPA for every authority. Thetcotv:em?zrlll
¥uld then pay a cash amount of gramt to each authority top:l‘eend the cost
Blifference in cost implied by the gap between chat wReRaELCy R SAS xample, if
O the authority with the lowest SPA per adult im the country. For :rvig)es ,for
e lovest cost authority was assumed to be able to provide itfs 1&80 L shve
8350 per adult, then another authority with an adult population 0 ’

) ide would
- same standard of services would cost £400 per adult to prov
f€ceive a grant of (£400 - £350) x 100,000 = £5m.
{ xed. It would not
B35 The total of service grant to each au So an authority
F affected by the actual level of an authority

y ng £25 per adult below its SPA would be a
;nota.fu“ £25 per adult in the area. In the same wayI,f it spent £25
o, CTe3%e 1f an authority chose to spend mOZE: to meet t
RIe thap its SPA, local taxpayers in the area would have

a
®Xtra spending in full.

's spending.
the service grant would

per adult
he cost of
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1 of service grant will depend op th
‘ The EOtd-Scsl € exact method
4 spAs and splitting these between tiers. The amount needed tq of calculating
the or likely to be close to the figure contained w equalise needs

it
?ﬁ Ezwgvbillion in England. hin block grant. r1h;,
|5 .

Srvice provision assessments (SPAs)

assessing the cost to local authorities of
ard of service has been a consistent thread runni
npent grants to local authorities throughout th
Slfour, in his Mir.lority Report to the 1901 Ro
Buggested that relative need for expenditure should be assessed by finding the
Jovest expenditure per head of population for a particular service, and
Besessing grant for all other authorities on the basis of the unavoidably
greater cost to them of providing the same standard of service.

4,38 Nothing came of the Balfour scheme until 1929, when a grant system was
introduced which tried to assess the relative needs of different authorities.
Its approach, however, was to take only a handful of general factors to assess
yariations in needs across all services. Immediately before the introduction of
block grant these factors were selected automatically by the statistical process
described in paragraph 4.13 above.

4.37
' gtand
gover

pProviding an acceptable
ng through discussions of
is century. 1t was Lord
yal Commission, who first

4,39 The introduction of GREs marked a big step forward. For the first time,
an attempt was made to use a client group/unit cost approach to assess needs for
the main services. By contrast with the previous statistical approach that
§imply looked for correlations this meant using factors that laymen and
experts alike could see were the ones that actually caused variations in the
cost of providing different services - factors like the number of schoolchildren
the authority had to educate, and the number of miles of road it had to
mintain. The service grant system we now propose will continue to be based on
the approach pioneered by GREs. After 5 years experience with GREs, however,
Certain shortcomings have become evident. The main worries, mentioned in
paragraph 4.26 above, concern their complexity and volatility.

40 There are several services which feature separately in the GRE formula but
gl vhich the variation in spending - and in the GREs themselves - is small.
fhese 4o services such as cemeteries and crematoria, and school crossing
fitrols. [t is highly debatable whether any gain in fairness achieved by
t:eat_ing these small services individually is worth the complexity that res“i::);
sem‘,n'lghL well be preferable to deal with as many as possible of thi:ii:n i
" ices together, probably allocating the expenditure simply in prop
Mumber of adults in the area.

approach remains the most
ces in different parts of
formulae for the ma jor

since block grant was
: It reflects the fact
e some relevance in
plexity.

Valiq mwi:the major services, a client group/unit cost;i
the COu}‘.IlOd of assessing the cost of providing serv
Sry;,. - Vc  The problem here is that the detailed
fntr,g, . “'¢ tended to become increasingly comvolute
. :td This constant refinement 1is understandable.
assessi[:“ are many factors which can be argued to hiavcrease Mg
> “¥penditure needs. But the result is a steady in
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]troduction of new factors, or
new ways
de[llstthﬁ,ngier;eviintatbhley e V°1at(i)f1tcslcglating such things
grant of some a of GREs. T as
u i is can lead

thor )
elated to real charges in their neeq ittoiessp fiiom year to year that
end.

.wm the ir

B 1ation
gubstantid
B in way T

v rnment therefore i
i T.he go\./e. ntends, in the ryp-
ammehcrletxlic;tlil: the tiREs for the main servicl:; up Tto the new system, to
) a .
: Lc:lient grgoug/unftmc()f CREs ioaniies broadlyheraim Wil be to see
ost approach which i eproduced using
able for councillors and their elector B, PranEeNiand ”
S. ’ more

;e-ex
whethel
NMerstand

It may be possible to introd

treatme’gnt of 'minor services and the nuzgzr iofmefa::mplifications, both in the

the main s'er'v1'ces, before the start of the new systeors used in the formulae for

this possxbl}lty in m.ind' in the normal annual ¢ cni' The government will have

local authority associations. In other cases, iz m‘;yoiediscussions with the
appropriate to wait

jntil the new system is introduced before making ch
anges.

443

It After the new system has been set

it t would up, the gover

E::; io CalCUlZ‘zeaEEZngizte to minimise changes in lfter ;:::: tzlstoh ctfmsiders
. .o onl .d Apart from taking account of new sourcee grmulae
B cieoriy o imr? e where there will be a major gain is(f) data,
B . ioc creates eigh the disturbance that would be caused o
1 : emphasis on stability than h s Sideth
past, either with block grant or with earlier systems as been the case in the

(Standard grant

865 Apart fr
B .. below?m tthhee amount needed for specific grants (see paragraphs 4.58
Biccating che g,rant g fgovernment: feels that the most appropriate way of
B ooun: per :1’- t over after service grant has been paid would be as a
Btching reduction ia ult to every local authority area, so as to produce a
. ik o n the size of the community charge. This would be in
}\EEded . theppur oRSG arrangements, under which amounts of grant not
Bount per head. Thz sdes of equalisation have been allocated as a constant
o e ifference would be that, with the present and previous
) e extent of this support is completely obscured within an

Overall to
tal
B in rateaple t::t also includes compensation for differences 1in needs
sources. With the approach we now suggest standard grant,
would be a

epresent |

7 ing th :

t;te‘estaxuﬁng an§ '135151c. l.evel of taxpayer support to local services,
identifiable element in authorities' budgets.

port remained unchanged at
ific grants did not vary,

£3.4 billiom, or

i Ssumin

,its 1985-8¢ legv t{lat the total amount of Exchequer Sup

:ﬁe tota] availzb’l and that the amount needed for spec

B Per ady] e for use as standard grant would be about
t across the country. '

hsOu
Iceg equalisation

4.47
some compensation within the

rateable resources has been

Under
bl

ock grant, and its predecessors,
ith few commercial and

SYStem
{a]. Wift(l)f variations in authorities'
out it, rate bills in authorities W

10
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- properties and low average rateable v
@dustft‘:e‘ would not be able to afford to providealaue:ea:c()ml}()i
ﬂnthor _ This would clearly not be acceptable. But the ¢ dna le
local government finance system now being pro oundamenta
. of tackling the problem. posed by th

soar. Such

standard of
1 changes in
e Government

The main factoriwhich causes variations in authorities'
is non—domestic property. Even excluding L Ly

concentration of non-domestic resources,g ng:(‘igzmeStiw:e::t:h}eﬂl:e ok
g range from £H per adult to £H per adult. Under any syste: w;evaluﬁs
atire yield of no'n—domestic rates lies locally, it 1is inevitable tharte th:
govefﬂment Shou‘ld 1nte.rvene to compensate areas with only a small amount of
conmercial and industrial development; and to draw off some of the income from
guthorities with large concentrations of shops, offices and factories. Otherwise
there would be very substantial variations in local services and local domestic
B bills, caused solely by the extent of industrial and commercial development
in different areas.

4,48 total rateable

in Englan

l49 However, the proposed arrangements for local taxation of business
described in Chapter 2 deal with this problem. Whether non-domestic rates are
capped at their current levels or are fixed at a uniform level across the
country, the proposal to pool and redistribute the burden as a common amount per
adult among all authorities ensures that the benefit of all non-domestic
rateable resources 1is shared equally among all authorities, thus removing a
major source of variationm. It would of course be a form of resource
gqualisation, but one which would be clear, explicit and not tied in with the
expenditure of local authorities as the present resource equalisation
@frangements are.

450 If non-domestic resources are pooled and redistributed in this way,
variations in authorities' resources arise only in the context of the domestic
tax base. 1f, in future, the tax base were to be simply the adult population of
the area - that is, if we were to move entirely to a community charge as
Proposed in Chapter 3 - each authority would be left with the same taxable
fsources  per adult. With a service grant such as is described above, two
duthorities spending at the level of their SPA would both have to raise exactly
il sane amount per adult from those living in the area. There would be no case

B0r separate resources equalisation grant.
- 4,5] The domestic tax proposals described in Chapter 3 indic:;e t;gz
3‘f’Vﬁrnment's intention to begin its reform of local taxation with a co:x nas .
of 4 community charge and domestic rates, with the former increaz [ilgisahes
BEorortion of the tax base over a period of years, WLE o= dattes G180 ,

1
Af‘ioni riiiome element of domcEEUSENN. x.Mair’le‘il’l t:ere :}Tlim:flzsrt::no::i
Uthorit{ i e mu
presentk tities' tax base. But their significance ¥ they will get even smaller

y . .
- tim:nd under the proposals in this Green Paper,

and bearing in mind
s between different
there is no case

cumstances,
ic propertie
nts to pay,

Til.c G_OVernment believes that in these cir
dTeqg y,-l‘atlons in the rateable values of domest
Freatly exaggerate the ability of their occupad
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rate resources equalisation, | TESSTTEIENIES
initial years of the new system, while domestic rateg
remain a

element in local finance, this doeg not lead
to sudden increase
o)

f local taxation. The special arrangement
s d
w and in Chapter 5 will okt P iscussed in paragraph

a

cessary, ho
e Y, however, to ensure

ffect on local tax bills - without special arrangements

Thg e
4.53 The

Government's proposals:

that there should be a service grant under which all marginal
changes in spending are met by local domestic taxpayers; ;
3 that the proceeds of non-domestic rates should be pooled and allocated
as a constant amount per adult to all authorities;

2 that there should be no other form of resources equalisation

would mean that some authorities would have to finance more of their spending
fron their domestic taxpayers than at present. In other areas the burden of
domestic taxation would be less than it is now. Low spending authorities with
high domestic rateable values would gain most. High spending authorities would
lose, and so would authorities with low domestic rateable values.

4,54 The size of the changes would generally be small - for HZ of areas average
local tax bills would change by less than £2 a week. But, in a minority of
cases, losses would be greater. And, of course, these effects would
be superimposed on changes in the pattern of household bills within areas
tesulting from the gradual introduction of a community charge.

455 Allowing the effects of the grant and non-domestic rate proposals to feed
through immediately, or within a very few years, would end the confusing
Situation that exists at present where domestic tax bills are lower in some
bigh-spending areas than they are in authorities that spend much less. But the
g0vernment is mindful of the fact that householders have taken on commitments on
e basis of the present pattern of local taxation. It would be unreasonable to

flstupt that pattern too severely or too quickly.

4,56
intrody

ecial arrangements would be

The government ther r nvisages that sp
therefore e 8 al taxation between areas in

foduced to avoid any shifts in the burden of loc
:W“.]g to a new system. Changes in the balance of local taxation within ar?ili’
c;ismg from widening of the local tax base by the introduction of the com:? any
“'8¢, would begin to feed through immediately- So would the effects 4

. 1
fcregge in spending. But if a local authority maintained its previous leve

qfespending’ the average level of its local tax bills v;IOuld ;)e :::hatr;ge:;mio:c:
new o - X as elap
Proper oootem 1s in opeEat suts ti?ﬁe basis of the special

dssessment of its impact and effects,
ents would be reviewed at the same time as t
ates envisaged in Chapter 3, paragraph H.

rangep, he review of the phasing

.Out of r
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detailed account of the impact of the ne

A more W syste
7he Special arrangements 1is given in the next Chaptery Whlfc:ndlof the design
£t pecial position of London and the Scilly Isles. i 8180 deals with
he ©

ecific 6720

, go far this chapter has been about the main s s

b;::ﬁts towards 10‘3:’*‘l al{l(:lhclrityh expenditure. But a sijgrn;?c:nft u::glf:rt:f::tz‘fl
chequer support is pai n the form of specific grants. These make up about
i of the grant fotal, amounting EONEESHENSEHENEISERINEIIEN e
rant, which meets 30% of spending on the police service, is alone likely to
Bgst about £Em in 1985—8.6. Contributions towards local authority spending on
e improvement grants will amount to about £Hm this year. At the other end of

bon E grant is worth only £Em, and that for H only £H.

the scale,

lh59 Specific grants take a number of forms. Some are paid towards capital
gxpenditure, some towards current expenditures and some, like slum clearance
subsidy, towards a combination of the two. Grant rates vary from EZ in the
base of B to HE%Z for H. Some, like police grant, are paid towards actual
expenditure on a complete service. Others, like the new education support
grants, offer help towards service expenditure of particular types up to a
total approved in advance. Specific grants can be either for programmes of
expenditure or, as with transport infrastructure grant, for particular

projects.

4,60 There will remain a role for specific grants in some circumstances. But,
equally, extensive use of such grants could run counter to the approach set out
in this Green Paper of local accountability and choice. And it is several years
" since there was a thorough appraisal of the role of specific grants. It is not
clear that the existing pattern of grants can easily be justified in terms of
the policy objectives of the 1980s and 1990s.

- 461 The government is therefore undertaking a separate review of the role of
Specific grants in the new system. In its view, specific grants may be

Justified where they are intended:

t to expenditure or particular activities

a. to give special encouragemen
nterest;

or services where there is a strong national i

n
b to compensate local authorities for the cost of activitiis eriﬁﬁi 21—
at the request of central government where the autho?ty as
no discretion over the amount of expenditure incurred;

f expenditure,

es O
€+ to supplement Rate Support Grant in relation to typ e

or years
the need for which arises too unevenly, as betweet; ?1:2:12- f >
be reflected in a general assessment of expenditur H

ndertaken
to assist a local authority in the financing of expenditure u

for the benefit of a wider area than its owne.
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rnment would welcome comments on the
. pove
The 8°

A <t of such principles, on particular sp
- contz’tfully be introduced.
us

Principles set out above and,
ecific grants which now exist

ing grant entitlements and obtaining Parliamentary approval
lat

4 he problems inherent in block grant is that e
't Suijecc to change during, and after, the year in question. The
entitlemen[ - oses to end this practice and to ensure that, under the new grant
governnent proih total of grant approved before the start of the financial year
gysie[;]; ::z ;::act figure that each authority gets.

wil

ach authority's grant
‘ o) one of

; because grant entitlements will no longer depend on
o4 This :ﬂllltf:l p;;:;;;:g; and thegre will be no grant penalties or holdback.
ithoritics 2 thority will know, even before it sets its budget for the year,
nstead, each au of service grant it will get; the amounts of standard and
the fixed a“;c:fntand the exact total it will be paid from the non-domestic rate
special grants,

pool.

i i budgeting. Every authority
i i ly simplify local authority
e o sg::a;tju:’t wh:t income will arise from these source;in::::ewﬁi
. ap between that figure and the amount neededitotax it
A tziuiangg wpill have to be met entirely from local domestic P
planned spen

1 amount of grant which the Government plans ti° ‘:al:i :Za;i:giié

fi66 The total am llocation between authorities, will continu Wl o
e hitSHoa se of Commons. The present Rate Supporthcra;‘e no: s
e It is difficult, especially for those w (; :lents that are
eumbersomé documents: I out from the snceiREREEEEENE ef s v
f t'he f'leld’ - pilC how grant is apportioned. The contergle:'e ds dld teles) 1f
Crucial in deterr.nln ngts set down in primary legislation so L e
o requ1.remle_nf ing them under the present arrangem:ant. i
:Ielx):r’ Srconpte sfo;’r;esml m;sl i’n gmany vays SimpietilEe biz(:kbeg simpler.  But the

g 1
automgaticall}?, mean that the statutory documentii :hich details of each year ;
Government also intends to look again at the wayfor L et with the aim :
gfant settlement are presented to Parliament it easier to identify the {“abz
Jiing a form of presentation EHENN. makf h the grant allocation wil
Principles which are to be decided and on whic
baseqd .

rities' grant
i to avoid changes in autho
4,67 The Government's intention

t for
t Grant Repor

ate Suppor e
fltitlenents means that there will be only onentI;rY Reports g cea:: = for
fach year: tpe system of successive SuPPlemet out in the main Rep:'ust Ghy
Change 5 ne’ed to be made to the calculations s€ ok t01 asl:;]ending >
SXanple correct a significant erro o aCt“in the grant
b, 'ice provision assessments that may be ensa g

thlS will be done by making explicit comp

“lmﬂation for a future year.

d on budgete
base ting adjustm
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guana "y

i ] B above sets out the objecti

. paragraph . T e w e

61'63 The proposals outlined in this chapter would meet th‘;sirzzgez{izem T
. es.

They would be fair. Grant would fully compensate i

fact that providing a standard level of servi::tk::)ntties iy
amounts in different parts of the country. S s

The cost of increases in spending above that level

Leduced spending, would fall entirely on local dome’ or the benefit of

stic taxpayers.

- The grant system would be inherently simpler than block grant or

previous systems. The government would also aim to simplify the
formulae used to assess needs.

= The system would be stable. Authorities would know, before the year
in question started, exactly how much grant they were going to
receive. This figure would be fixed. And grant entitlements should
not vary so much between years.

469 In the government's view, a special resources equalisation grant is
ummecessary, given the proposals to pool the proceeds of the national
mon-domestic rate and to change local domestic taxation to a per-adult base.
Ideally, the government's aim would be a system where tax bills were the same
in different parts of the country for a standard level of service. Adopted
without amendment, however, such a system would mean substantial shifts between
areas in the burden of local domestic taxation. The government believes that
such shifts are unacceptable, and envisages that special arrangements would be
Becessary to avoid excessive changes in average domestic tax bills for each
local authority as a result of the introduction of the new system.

70 This would mean that average tax bills in different authorities would
Gntinue to vary for a standard level of service. But it would still enable
the change to the fairer distribution of domestic taxation within authori-

ties resulting from the move to the community charge to take place. And it

MLl still ensure that every £1 increase in local authority spending would
| thority and every £1 saved

met entirely from the domestic taxpayers of the au
:zﬂd reduce the local tax burden by the same amount. The aim of ensuring that
® grant system contributes to local accountability would be met.
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THE PRESENT LOCAL GOVERNMENT FINANCE SYSTEM

NEX C:
AN A SUMMARY

AUTHORITY INCOME AND EXPENDITURE

ited Kingdom, responsibility f
In the Unite ’ Yy Ior public administ
. of services .15 divided between local and central governme?ttioloani i
Bpgnent 1° responsible for about 27% of total public expenditure. Incg iov-
eial government spent about £39bn in 1984/85. The total of local i
2 enditure can be divided into three main types: Ly

current expenditure (77%) - spending on running costs, such as salaries:
)

capital expenditure (15%) - spending which creates tangible assets such
as houses; and

Interest payments on loans (8%).

G2 Local authorities have two main sources of income - rates and central
ww. Other sources of income include money received from services
";;ggch 2s school meal charges and bus fares, from housing rents, and from the
Pale of assets such as council houses. Local authorities can also borrow from
central government or the private sector to finance expenditure. The following

Nable shows the components of local authorities' income in 1984/85.

Sources of local authority income: England 1984/85

Rate SUPPOrt Qrant ssesssssssssssssssssassss 22%
Other government grants and subsidies «e.... 18%
Non—domestic rates essssssssscssessasessssss 16%
DOmeStic Tates e« s s s s siaicisioieioisisisisisisieiuinit 117%
Sales, fees and charges esssssessssssasscesss 8%
Capital recelpts s« ss. e s es s aine N 6%
Borrowing .- ciEinee e e sise bibie s nleiatoICiRRSTEIIE R 5%

esceecss e AZ
10%

Rents ..seovents o o 0w e e 0 8se e B eSS

Other .....ooo

t in each area. The distri-

S T nm
‘ €re are tw i overnmen
o main tiers of local g aries, but overall

17
i iﬁilon of responsibility for services between these tiers V
¢ Pattern of local authority expenditure by service is as follows.
. 2
= authority capital and non-capital expenditure by service: England 1981/8

Education .« «s e eisisiesisies 2;§

HOUSING «osooessasssssistit 132
Local environmental services bl o s 10%
Law, order and protective services «ec* 8%
Roads and transpOrt s« RS-
Personal social services + wia s bR e b In oLy ® 3%

Other -o.ao.occ.c...o.l..'."..‘.......
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each et
In O hority. This means that they fSsyctease or borough counci] - is

e = ser tier authorities, like county counc(;.eln;ands rie b
’

yments is
. demand for a specified amount which the sue precepts. A
rating authorit
y has to

lgcePt 1 the upper tier authority's behalf The pr
. ecept 1is added to th
e

Bllect °° 's own rate, collected
authority s > cted with the rat
to the upper tier authority. lng authority's rate,

and
yhen the rating authority fixes its rate and budget f
i st estimates how much it will spend in that year.
: . it expects to receive from th

gount Of grant 1 e government, and it

Biier sources: The balance left over is raised from lgcal ratipit;ce‘i‘“;e fr;m
Balculate how much each ratepayer should pay the council first estimates v;h iz .
B of 1p would produce. This is called the penny rate droduet ; s :n a
Bite product is reached by multiplying the total rateable value of the counzilr'lz

tea by 1p:

or the coming year,
It then deducts the

Penny rate product = rateable value x lp.

06 The Council then divides the amount it needs to raise from ratepayers by
ithe penny rate product. The end figure reached is the rate in the pound which
has to be levied. This is called the rate poundage.

Rate poundage = expenditure - block grant
penny rate product

for domestic properties, the domestic rate relief grant (18.5p: see paragraph
(ll) needs to be substracted from the rate poundage.

Domestic rates bill = (rateable value x rate poundage)
+ county precept
- domestic rate relief grant

(ENTRAL GOVERNMENT GRANT

:’g;zemizc‘i‘ year the government decides on its view of
. SnL sp.endlng should be in the following year.
Brant D(emr;dlng to be funded from revenue should be met
o~ "+ (There are separate arrangements for controlling

8pend i
@?52 ;zfls’ :/hether financed from revenue or from borrowing =
3 ow).

what the level of local
It then decides how much
by central government
the total of capital
see paragraphs €50~

regate Exchequer Grant

" Ce”’“—a'l government grant, which is known as =

Tate ’SUCOUSlStS of three elements - specific grants, supplementary_&r_@il;iofa "

f1 PPOTt grant. Specific and supplementary grants gpe paid in a Tend
€ service or projects. Examples are the Urban Programme, derelict la

» Police r rant. Rate support grant, as
o grant and transport supplementary & e |Epending which would

the
! g Su 5
Othey, : ggests, is a non-specific grant to st .
FWise haye to’ be finances; (t:>y ratgepayerS. In 1985/86 the Gov:t:m;;toz
Bils o, level of local government spending was £Ebn. They decideg ;cific e
“PPlemeﬁt, be met by AEG. 20% of the total of AEG would be pald a8 &%
4Ty grants, and 80% as rate support grant.

Spec
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jppORT GRANT

gupport Grant is paid in support of pet

salaries, goods and services, debt char rev

rojects, less income received from Othi_ers

10 need for the Government to support spendin

rom such SOUICES 88 specific grants, or fe g which ig already being
es and ch

enditure 1s re
P ferred to in the relevant stzzgis. i
utes as total

rant purposes).

te
Ra enue spendin

g (ie spendi
and revenue contributiogg

sources). This ig because

this net eX

re (that is, the “total expenditure" f
or rate sup
port g

'. support Grant is made up of t

Ql0 Rate y wo elements:

¢ grant. 1t is paid to local authorities i:o:lt?:t:
r

financial year.

¢ rate relief grant
y-eight instalments

o1l pomestic Rate Relief Grant is by far the small

fate 5upp0rt'Grant (about £7.00m out of £11.8bn in 19857:36;f tile two elements of
Wiforities in every year since 1973 to reduce the effect.of t has been paid to
Bat year on the level of domestic rates. In England th the revaluation in
for 2 qumber of years been at 18.5p in the £. e rate of payment has

B2 Block grant makes up by far the 1
ain of thfe §lock Grant sytem is first t:rcgsmso;et?::tte offofadtieffS“PPOI't Grant. The
to authorltles.of providing a standard level of service (for :l'encclas in the cost
different sfoc1a}, economic and geographic characteristic;)‘amp e, because of
tompensate for differences in resources. Authorities' resources :‘r‘: second to
:E:msre(iitssz :;2tlizbl:f v;\jg:e:tf p;opzitfifes in their area, which in tz::s::?iei:
. E y 1in erent parts of the country.
wrds, block grant is distributed so as to ensure that a rateuan 7 ol
! I er in one
el Wﬁ'_hfor a given standard of service as a ratepayer living
. igh rateable resources but low spending needs. This
equalisation'.

B3 1t is i
B o ;:‘IOEh noting that it does not equalise rate bills since the rateable
1 similar property will vary throughout the country.

Gl4 1 ord
. Rt“taizdtg achic?_ve this aim, the Government has to calculate two things =
: xpenditure and Grant Related Poundage for each authority.

1t is calculated for

in local circumstances. Each
s relating to the
RE for each

buting Block Grant. The amount
for the individual local

.uthority‘!lz}l’mtaiklng into account variations
- s built up from a number of component
bty which - the authority provides. But it is the overall G

is used as a basis for distri

dtua] |
‘ Yy to b
Mithorj ¢, e spent on each service remains a matter

to decide.
016 Fo
f JE )
g People W}ZSt services, the two main factors in the GRE formula are the number
oL chi r whom the service is provided (for example, the number of primary
{ce which have to be provided

(t ren) and the number of units of serv

nple
the number of premises from which ref llected):

use has to be co
aken into account where
These include

In gq
b me
cases a further set of factors has to be t
on of social

thege 4

9 em 14

e coﬂsmelrkel.y to influence the costhBENEESEESEEEI. service.
ations as a scattered population of & concentrati
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substandard housing conditions.

bs oF " London author
Prozleallowance for higher costs for example, London wei;;tiigalso o o
gone Payments in
Bealaric®

‘ﬁpe“ding .r rvice However, in y the authori
particular se . ’ a small number of cag o

es wh
on 8 choice about how much to spend (for example mandiie an authority
) the CRE is based on actual spending. 4 ory students'
1 of the GRE figures for all auth
9 The tota orities is calculat
gith the covernment's overall spending plans for local authorities. ed ‘to fit 4n

pach authority's GRE assessment will change from year
E;igges in the way GRE components are claculated and to fncorp?ra};iatleiod:xi:%eu
871 The Grant related poundage (GRP) for an authority determines how much of
B cpending should be met from rates and how much from Block Grant. The GRP
for authorities as a whole is calculated by dividing the amount of spending by
local government as a whole in government plans by the rateable value for all
authorities, after deducting the total of block grant which is to be made

available.

.22 The national GRP, which changes from year to year, is divided between
the two tiers of local government in any area in proportion to the functions
they carry out. For example if the national GRP were set at 200p, in shire
county areas where the county provides the bulk of services, the GRP for the
county would be about 176p and for the district council about 24p.

HOW BLOCK GRANT IS CALCULATED

' 023 Block grant is paid to make up the difference between what authorities are
dssuned to raise by charging ratepayers at the level of their GRP and their
total expenditure. This can be summed up like this:

Block Grant = Total Expenditure - (GRP x rateable value)

024 In practice a council with high rateable value will be able to raise more
fow a rate set at the GRP than a council with low rateable values. For the
WIe level of spending in relating to its GRE, the low rateable value council
Ml receive more Block Grant. This achieves the objective of equalising

dif o
ferences in authorities' rateable resources.

&25 Most authorities do mot spend at their GRE. If an authority's fSPend:iL‘t‘g
rses above its GRE figure, so the amount it is assumed to raise1 roin; -
satepéyers (its GRP) rises according to a standard tariff. Conversely, Jiny
aE:ndl“'g‘ falls, its GRP also Fallss UNEHERESEENEE todiincr:saien: to
p0untabilj¢ of extra spending &
mepayers_l y by making the extra local cost

C.26 :
This tariff is known as the Block Grant Schedule.

are assumed tO
ry £1 per head
game amount as

B .
ot rities
felse o 1986/87 SIS proposed that the amount autho

- ; eve

9 ey )I‘”_n their ratepayers (GRP) should increase by 1.1p f;orthe
pe Penditure above GRE. Of course, the figure€ decreases BY
Wityre falils i ¥
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essure against hi, a :
’ as the thresholds.
knownl the assumed local
.' leveof spending. Above
re::te will increase by l.

This P

The diagram below illust
()

THE BL(

1 The Practical effect of
f0rities, their grant decr

1

B iis 18 becansn almost a:
. 'lues per head of popu

Payers the additional 1.1p (or
£2ed they wi1) raise  in ISR
(ra spending. In order tha
%Perate rpo additional sum is

- Otherwise the anthorl
‘eab) e valyes,




B o

rake an example:

. T
i authority has a rateable value of
it hasapopulation Of cuinnisie s, £50
ItiﬂCreaseS its spending by .... Mt 500,000 "
®eoe00000s ’
o £500, 000
It is therefore assumed to raise a p :
from itS ratepayers which will rai:eadditional 1£1Pper e
®eeesen 50 o
i i[53
& £550,000

Its block grant is therefore red
he £550,000 raised less the ngggobitﬁo,ooo:
wants to

Spend.

i1 effect 1

gozi alTltt]}lnzrieties havse :ﬁzﬁnhirge:erred to as a negative marginal

E rateab nal r

80 block grant whatsoever. le values per head that theya‘::ul(:if grene
receive

835 New information about authorities'

B the Government. T spending is ¢

Eﬂw as the Settleme:§ h;t-,tiald RSG announesSESE & tﬁzsiﬁiy being received

B sudited figures fo’r S m: e before authorities have setg year, which is

lng 2s 2 years aft pending in any one year may n their budgets.
er the end of the financial year coicezrtle:e Gyt inatien 3

036 Adjustments to
grant entitlement
BB oot Supplencnrat i s are therefore made in a series of rate

(837 The amount of

Block Grant
the Government i ; available for distribution is
Brant to this slfm thsh Public Spending Plans. In order to ma:clfi::d sim i
Blipplementary Repo’rt ‘13 GRP for spending at GRE may have to be adejuctaj;ims e
Btitlcnent. This ki n order to reduce or increase each authorits'e ey
‘ ind of adjustment is called close - ending Ny

B8 Multiplie i

Ehy &E?TEﬁiI‘éfﬁnge a device for adjusting an authority's grant entitlement

fon having " y to produce safety nets or caps which prevent authoritie;

et t0 1init the i;int changes between years. Safety nets, for example, are

RCRE where the ect of year on year changes in the method of calcul;ti
se would otherwise cause large grant losses. e

C.39 Th@ -
s raeqp,
"888une( 5
8l authori

ultiplie
r works by multiplying the product of the authority's GRP and

le value
ral fro;itiher to increase or reduce the amount the authority is
¢ i ni 8 ts ratepayers before block grant is paid. The grant of
position is calculated like this:
Grant =
= total
expenditure - (GRP x rateable value) x multiplier

k Grant distribution arrangements.

Wever s 3
ver ubject to the normal Bloc
ondon to take account of

bl ) Ehere
L0n, are
don's high two differences in the treatment of L
rateable values.

ystem were to apply,
London authorities'
hority is therefore
se of a special

I
e Block Grant §

erably reduce
ndon aut

by the u

the n
E highey 222?1 equalising effects of th
oo, Erant . Pareable values would consid
Uited yhen t of the rateable value of each Lo
its block grant is calculated,
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b The discount is higher in Inner Lond
giplie’" ! here. on because of Particular]
. ple values the rly high
red

further measure of equalisation,

' the central f,
o Aie;t values make payments to other London Borough:nd0¥hauthorities with
the higualisatiOH Scheme (LRES). $ is is the London
q

qate £

ENDITURE GUIDANCE/TARGETS

-

8 Between 1981/82 and 1985/86 the government superim
.M Lontrolling local government spending on the basic block grant system. Thi
::: done by giving every local authority an expenditure guidance or 't;r et.S
“f » authority spent more 'than its target, it forfeited grant on the basis of ;
Biyed tariff- Grant lost in this way was known as holdback or penalty and was
;getaiﬂed py the Treasury. The Secretary of State can éxempt some spending from

; tem. These exemptions are called di

e penalty sys sregards, because th
c{:pendiﬂg is disregarded when holdback or penalty is calculate’d. So if a:i
}guthority spends £10.1m against a target of £10m, but spent £100,000 on items
or vhich expenditure was disregarded, it would not incur holdback.

posed a separate system

(ubd Although targets have now been abandoned, their effects will continue to
b felt in the implementation of holdback and disregards until the books are
tlosed for the years during which targets were issued.

RATE LIMITATION

0.45 Selective rate limitation or 'rate capping' was introduced by the Rates
et 1984. Rate capping has enabled the Secretary of State to concentrate
gfforts to reduce high spending on a small number of the highest spending
authorities. It protects ratepayers in these areas from excessively high rate
demands, because the Secretary of State sets a maximum on the rate in the pound
Which a rate capped council can raise.

.46 Every summer, a number of authorities are selected for rate capping in the
folloving financial year. To be selected for ratecapping, an authority's
Sending has to meet three criteria. First, it has to be 'excessive'. Second,
P hes to be higher than a level set by the Secretary of State. This level is
firrently fixed at £10.6m, so that councils whose spending is low in absolute
S0 are excluded from rate capping. And thirdly, an authority's spending has
L0 be higher than its GRE.

EEZ).M]H‘[ they are selected, councils are notified of the

o The EL is the sumiiil Secretary of State assumes [
the following year.

ir expenditure levels
he council will spend

048 (orim s for a higher
B, . °'"cils have the right to apply to the Secretary of Stake

g applic-
fationTF'}:\ Process is known as redeterminationSUNNEEISEE— hmalgis i?educl:): 3
o 1e °f redetermination, the Secretary of State can raise the EL,

ave it unchanged.
B the rate limit is calculated

a levir} the expenditure level has been decided,
faloy) \ which will finance the EL. The two other ma i lemel  OF
: ation gare an authority's block grant entitlementh arant the authority
e Secretary of State first calculates how much 8

1d be
fe f the rest shou
'°T spending at its EL. He then decides how much 0

in factors in making this
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from ratepayers, and how much (i

i y) fro
isedd st is EREH divided by the penny rate pr W reserves,

Th
oduct to produce the e figure

Provisional

L = (EL = BG)

| PRP

[ ublel to rate limitation may not raise a rate in the

rate limit. " i)

gounc!
,their
QPITAL ¢¥PENDITURE CONTROLS
50 Each year central government decides on the overa
f;thority capital expenditure which it believes to be compatible with the
pational economic interest. Each authority may spend an amount, known as its
*‘;Pfescribed expenditure allocation, notified by central government, together with
 proportion of the proceeds of asset sales and of repayments of grants and
yirances nade by the authority, and the profits of trading undertakings.

11 level of local

@51 In deciding om the total of allocations to be divided between authorities,
central government has regard both to the national total of spending which it
yishes to see and to the extent to which authorities are able to add to their
allocations from the other resources mentioned. Each authority receives
allocations in up to six blocks, covering Housing, Education, Transport,
Personal Social Services, Urban Aid Services and Other Services, depending on
the range of services for which it is responsible. There is no obligation on an
authority to match expenditure to allocations: authorities may transfer
allocations both between blocks and between authorities. There is also a
linited facility to carry over into or anticipate from the following year's
jallocation.

052 Authorities have freedom in choosing how to finance expenditure within the
Pernitted level. Their borrowing for capital purposes is controlled through a
Block approval issued by central government, but the amount of the approval is
Bfoadly equal to the authority's total allocations for the year, SO0 that it
Slould not serve as a constraint. They can also use the proceeds of asset sales
@ repaynents of grants and advances; contributions from the rate fund; savings
8 special funds; and such grants as they may receive from central government,

lblic bodies 1ike the Sports Council, the European Community and the private
8ector,
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Decenber

January -
April -

SATE LIMITATION

end July =
end July =

‘OCtOber

Decenbe -

Decere{
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APPENDIX ()

THE TIMETABLE FOR
RATE SUPPORT GRANT AND RATE LIMITATION

g SUPPORT GRANT

Provisional RSG announcement , usually comprising total £
8 10

expenditure and grant to assist local auth
planning for the following year. uEhorities in sdvance

First Supplementary Report for the current fina
which adjustments to grant are made on the b
information and grant abatement (or holdback) is

ncial year, in
asis of budget
implemented.

Final Supplementary Report for the financial year three years
earlier, to 'close the books' in the light of audited outturn
expenditure information.

RSG settlement for the coming financial year, in which Govern-
ment plans for local authority spending, the total of AEG, and
individual authorities' grant-related expenditure are announced.

Second Supplementary Report for the previous financial year, to
adjust grant and holdback to reflect provisional informationm.

December RSG reports debated and approved by the House of
Commons .«

Payments of grant for the current year start.

Report laid before the House of Commons which lists selected
authorities and explains the criteria for selection.

Selected authorities are notified of their expenditure levels
(ELs).

Last opportunity to apply for redetermination of ELs.

on
The Secretary of State  announces this decision
redeterminations.
imits on the
Selected authorities are notified pE p‘rlo]g:sed R
basis of the original or a redetermine :

rate limits.
Last opportunity to accept Or comment on

Rate limits confirmed.

CONFIDENTIAL i §2



