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MINISTERIAL COMMITTEE ON ECONOMIC STRATEGY

LOCAL GOVERNMENT FINANCE: TRANSPORT SUBSIDIES

Memorandum by the Secretary of State for Transport

1. In the light of its discussion of the Local Government Finance

Bill the Committee wished to consider further the possibility of
peasures, perhaps in a separate Bill, applying to transport authorities
(E(81)35th minutes).

2. The low fares policies of the GLC and certain metropolitan county
councils represent a large threat - though not the only one - to

the levels of local authority spending that we have incorporated in
our plans for 1982/83. Tough general measures to contain expenditure
and protect the ratepayer would make specific action against these i
transport policies unnecessary. But if we judge that political and
practical difficulties rule out firm control over local authority rate

levies we shall need to consider whether there is a case for tak}_ng actimy
to curb public transport subsidies next year, unless the House of

Lords delivers a esufficiently restrictive judg§men‘t in the London
Transport case. We expect to know their decision imminently
days, but the full judgement may not be available for some weeks

he EFL Approach
considered in September (E(81)86)

3. The scheme which the Committee : !
Woul i 1e the Government to fix for the
d involve taking powers to enab e % the passenger reniport

Xecutives (PTEs) an external finance limi A ;
Other than i("arez)paid by passengers and other comm:rc;:% re;:l%:é
¢ EFLs would be fixed by order soon after Royal t;s-sing.tO keep their §
8 the authorities were prepared to co—operateiixtlervzm further.
;“PDOrt within the limits I would not need to ¥ airection and of
Ul to prevent an authority using 8.0 Sete floutitgg o
exercis!
OVernment heme provided i self.
W SR Coﬁs:gt? :gd l%lorpme to be a:]_ertgvgxerclse recer ould
nt o :

hese powers of withholding conse

d sparingly in practice.

°bViOusly need to be use
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4, We could still proceed with these
has gganged in some important respectspgiggga};ﬁ' but (S
considered them. These back up powers were int = COmmitteuitu“ti
g:we;s \yglch would not be exercised if an unde?nded to ee lag;
tosenml , but would nevertheless be essentiall taking sta Tege
sure that the limits were not circumvent dif I vere 'zm '
gowers'not over local authorities but over tre + These woulg s bl
qtNatlonahsed Industries. They could howevanSpoxdc under‘um be *
:;eagl}icon local authqrities, as they would ener be repre
: C and Metropolitan Counties powers o able us tg
which is one of their major functions. S35 Bublic tran

5. Some local authorities now
> appea: 3 i
g:azu;.gr{ orders in the Courts. pgrdle‘rzof?iiixzagll{r b
pringiple: Zﬁih chi]i.lenge. They could not be set 153 o
pripolpae wou. hayf to be fixed for each execytl'neferencet"n 6
oo toncefnz_ed with only up to seven undertal‘i.lve 1ndivicu§11’
their finances re&gg 5%{;01ﬁntly e informa‘.lt?grsl' agg Iwr:im
first occasion; and it i el as on
s not possibl probiens .
I set could not be successfullg mallznzgdguarantee et E?'Esthe

challe,
1d ineyiyy

=

"An_alternative Approach:

6., TnE i i i i
is any o‘}tllie%lgkal; g§ ?\:Il‘]saixszltlfztlgn’ I have considered whether ther
alterna ity v e T plgce cal transport subsidies. A possiblév

the GLC and the metro
: politan counties und : |
account under a st , K
S aiy e mein L yould give them g s L ]
view of the tid r;a;onable level of subsidy. It would represenf:v
the light of &hs of fairness between ratepayers and fare payers in
1ines sotla s beogirgll burdens on the public sector. These guic‘e-
challenge in the C nting, They would therefore not be open to
guidsitndiiy s woulc‘mr s. But if an authority went much beyond the
Tortavare authc,l”tild‘:provide a basis for the auditor or ratepayers .
{hen Haconalon y to Court. The validity of the guidelines ¢
ssue in deciding whether they had acted unreasonatl:
ocal

7. Since t
authority tg: Obigci is to give grounds for action against a 1
amount of revegu elines would need to be expressed in terms of il
enable me to s?{‘e subsidy paid by the authority. The Jegislation ;’“;‘ﬁ
general economi such guidelines as I think necessary having rege;
authorities andctconditions' Tt would provide that both the loca,
guidelines in he transport undertakings should have reger 0
fo,prafeas almexerc:{s:lng their powers to draw up and approve pudg
directions Giappro\ye levels of fares and services and %0 gl e portt
Concernadii T t;:nwtge different circumstances of the local igsidisa'
tion the guidelin e variations in the present degre¢ of g
authority 1 es would have to set a separate figure f°F
y if it was to have any practical value.

8. The guideli
nes would b
the e settled administratively 2
whicgsmptions made in setting them aboﬁj{:sozher nox)"z—commercsionary
Tates 7 eitakings might receive, eg compensation for concesuth“ity
used to zryhzoelgerly‘ The effect of any devices which 82naint°
o circunvent the guideline could then D€ 0 onged:

A New Statutory Duty

1.

acco
Uét by the Courts if the amount of subsidy were
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cetting guidelines of this kind m

| i . Bl Aut ig &

T rosion of local autonomy since thney w[glgdai,o be
eh ocal :mtvm.xritjrrr, should spend on a mount
B groach would involve putting essentially pelitts
8pPEo% ¢ district audit and the Courts

reoresented as a
to limiting how =
r service. Thi
Yy political decisions insthe

pands tth. some ata But si p
: some scretion f nce authorities v
" 1eft wi e cre or departing f would
ive good T85O0 to do so, this alternati\g/e ;im‘ Ehe Eagel mes 3t there
Hon than setting EFLs. ght be open to less objec-

siatng
19, If we proceed with the original EFL

ey i propos
have thecneci".v;_.ary provisions ready in time to E;o]és itxttrn:)ja%}::zdbe pc;ssible o
(hristmas. hey would probably have to be the subject of Just before
Bil]_% {)hee?;rli;men?ar){gg;r}letable would be very tight if ?:h:ers)z;z;z
yas to be ective in 83, although so i
would proh;bly be fgceptable sc'> long ag them;rzéggzgtE?‘{SI‘;ggspectlon
amounced in good time. But Royal Assent before Easter would be very

desirable.

For guidelines,
enacted by the end of the financial year,
aithorities requiring supplementary rates.
very simple, probably only one Clause.

however, it would be essential for legislation to be
except in the case of
The provisions would be

depending on which way the House of Lords decide the

it could be difficult to publish any rirm
owing the terms of their judgement. Since
e time, we should need to

12, In either case,
london Transport case,
proposals in advance of kn
ve may not have the full judgement for som
draft legislation on a contingent basis.

Scope for Savings

13, Transport subsidies by the G
for some £400m of the total local
vould be quite unrealistic to aim at
example for London Transport even to
Wder the last GLC administration wou
g“tting services by 10%.
i?‘" powers must involve settin
1 it is to stand any chance of success.
O:se public sympathy but will also fail to s
o .at least acquiescence of the executives ¥
UCcess of any form of control. &

between |
11: We shall need “to make our own Judgemenss e exp:caalaln:esefting
Vels ot subsidy and fare increasesdtggtm"aliemagsumptions about service

s may accouny

LC and metropolitan countie 2

authority overspend next year.
recouping all of this. For
get back to the level of subsidy
1d involve doubling fares and

to reduce the overspend by taking
t realistic levels
111 not only
ecure the co-operation —
hich is essential to the

ements about th

EFLg

or ines 11 also nee become

levers £ ireases, other costs and raduetivityy TRCSC ' in Court.

P oo B °fﬁ°iﬁgo$a¥obiagom could be ac?:z:egr:;tgs{:ge
B

Some £50m of the Samnation and if these

t 1abour costs and pricefare fncreases or

Mnex A g £
{ shows that savings ©
ficreases of 25% to 50%.




(CONFIDENTIAL ) i ¢

Conclusions
5 Senarate action transport subsjidies will_ he
iji’r’m oty %over local rate Levies. therwise T shé{?f‘dﬂc@-”narv

A i,
views of my colleagues on whether I should introduce t Welcony e ¢
on the lim}e,s originally proposed in E(81)86 or the alt:ingg Schemee 1
outlined in paragraphs 6 and 7 above. In either case all 1 Ve a‘mroznh(
for the moment is that I shall consider whether new 1egislat<}ould e
needed in the light of the House of Lords judgement. 1p « e1cm ig )
however, I should need authority to prepare the neceSSary'D‘r mgar}tm'
that they could be introduced before the Christmas Recess.* OVisions ¢,

DARH

Department of Transport
2 Marsham Street
LONDON SW1

1 December 1981
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p betwsen levels of subdidy and farcs increassn — 1232/3.

Relations:
; o fatan T
2ASI3 Unchanged low . Ceiling on fares i
OF OPTION ares policics increases of 25% ° |
£7223 £h9s5a
[} 5 £227m
3 Revenue suppert ort
in
4
: Z ‘ i i
EC ‘ Pt 25% i w0 5 i 755
‘ 57 25% i 36 35% ; 35% |
s HKerseyside \ 50 20% 35 20% 35 %
S.Ycrzs \ S5 50% L3 100% 15 350%
9 © T & Wear \ 4 25% 24 50% 14 202
S W.iiclends \ ) 199 R 25% 25 s0% 2 6oz~ I
¢ M.Yorks \ 56 0p 31 25% 31 25% 31 2s%

* Except for S.Yorks,ceiling @ 50%, and counties where a lower incresse will reduce support to the TSG accepted level.
®* Dxeept for S Yorkshire,ceiling € 100%,and counties where a lower increase will reduce support to the TSG accepted level.

Assuzpiions (4 Price inflation @ 9% as PES forecast.

(1) Labour costs to rise by 4% in line with guideline for public sector pay. But first,'unchanged policies" column fs dased
p on counties' own projcctions. »

(441) 5% reduction 4n services /"the most ever recorded by a big operator in one year 7
(i) Effect of rocession based on analysis of recent impact,and pudblished uncmployment forecasts.
() Continuation of existing trends for effect of car ownership and population trends.






