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At the meeting on Friday, Mr Potter and Mr Fellgett mentidried that-l&?;‘

various commitments had been made about how much councils would be
expected to raise from the community charge in 1990-91 for a given
level of spending (? a real terms freeze on 1989-90 budgets). The
arithmetic was on the lines that grant would be set so that they
were required tu ralse the same amount (in real terms?) from the

community charge as they had from domestic rates in 1989-90.

2fe The Chancellor would be grateful if the Chief Secretary could
commission advice on exactly how these arrangements would work, the
extent to which we are firmly committed to them, and their
implications (if any) for the 1989-90 settlement.
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1989-90 RSG SETTLEMENT

Mr Allan's minute of 23 May asked for advice on the commitments
that had been made about what councils would be expected to raise
from the full Community Charge in 1990 for a given 1level of

spending.

22 The DOE yellow booklet on Paying for Local Government,
published in August 1987 said:

"There will be a safety net designed to make sure
that a 1local council will need to raise only the
same amount from domestic rates plus Community Charge
in 1990-91 as it raised from domestic rates in the
previous year, provided that it spends the same amount

in real terms in both years."

This is consistent with decisions on the safety net and transition
taken in E(LF) in July 1987. Following the subsequent decision
to amend the safety net slightly (and to introduce the Community
Charge immediately outside inner London) an addition to the booklet

said:

"The Government proposes to use a safety net to limit
the speed at which Community Charge and ratepayers
feel the effect of the move to the new system ...
In 1990-91 there will be no change in the distribution
of grant and non-domestic rates between areas, except
that it is now proposed that contributions will be
limited to a maximum of £75 per adult from any area.
This will slightly reduce the extent to which other

areas are able to gain from the safety net.”
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‘ B These statements about the safety net reflect earlier
proposals in the Green Paper "Paying for Local Government". They
have not subsequently been updated or refined; DOE officials
think (and we agree) that it would be prudent to keep 1local
authoritie$ guessing about the precise determination of the safety
net arrangements, to reduce the scope for them to manipulate

their accounts to obtain maximum benefit from it.

4. The first quote above 1is actually ambiguous about whether
local taxes are intended to be unchanged in real or cash terms.
DOE have, however, always accepted that it assumes both spending
and local taxes are flat in real terms in 1990-91. This was
implitét in the July E(LF) decision. In theory, it should be
very helpful in the 1990-91 RSG settlement. Because business
rate revenue will be broadly unchanged in real terms, it implies
that actual payments of grant will also be flat in real terms.
Grant in 1990-91 that was no higher in real terms than the outturn
in 1989-90 (after an wunderclaim of perhaps £500 million) would
be an incredible bargain in the first year of the Community Charge.

In practice, a cash increase, compared to the settlement for

1989-90, at least as high as inflation seems almost unavoidable;
at outturn, grant actually paid would then increase by the size
of the underclaim in 1989-90 plus at least the GDP deflator.

58 Mr Ridley is nevertheless 1likely to deploy the argument

in the 1989-90 RSG negotiations that the safety net arrangement
means that grant in 1990-91 is effectively determined by the
settlement for 1989-90. This would be consistent with his view

that 1t is necessary to keep rates down in 1989-90 to prepare

the way for the Community Charge. As you said at your meeting,

that is the wrong way round; any generosity in grant should be

~.in 1990-91 to enhance the appeal of the Community Charge. e
>K( may therefore be necessary to acknowledge in the E(LA) discussions
that the safety net in 1990-91 could be more generous than an

; increase in grant at outturn in line with inflation would imply.

| But Mr Ridley should, presumably, have no difficulty accepting

i this point (which we are bound to concede anyway in due course).

; And in any case it will be necessary to acknowledge that grant
jy{{ might rise significantly in 1990-91 if we are to rebut Mr Ridley's

view that grant should instead be generous in 1989-90.
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6. The announced safety net arrangements therefore seem to

add a detail to Mr Ridley's argument that grant should be generous
in 1989-90 to prepare the way for the new system, but do not
fundamentally change the nature of his argument or the nature

of the necessary counter-argument.
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1989-90 RSG SETTLEMENT

The Chancellor was grateful for Mr Fellgett's note of 27 May on the
links between the 1989-90 and 1990-91 settlements, and about when
we might acknowledge that the safety net in 1990-91 could be more
generous than an increase in grant at outturn in 1line with

inflation would imply.
2 The Chancellor would delay any acknowledgement, if possible
until next year, and certainly until it is clearly needed this

year - ie. if arguments about the level of the community charge

next year become a major feature of E(LA) discussions this year.
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