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LOCAL AUTHORITY CURRENT SETTLEMENT

In the margins of another meeting this morning, you discussed with
the Secretary of State for Environment his revised proposals on
the local authority (LA) current settlement for 1990-91. You are
to discuss this revised package on Thursday with Mr Ridley on the
basis of a draft E(LF) paper.

25 At this morning's meeting, I undertook to explore the sort of
package put forward by Mr Ridley: I am indebted to Messrs Hudson,
Rutnam and Jessop for the computer simulations.

Mr Ridley's revised package

. What Mr Ridley proposed was as follows:

(i) Option C on AEF (£22.8 billion) plus £200 million
extra ie AEF of £23 billion. e ST o :

(ii) The safety net to be confined to losing LAs which
lose by more than £50 per adult ie all authorities where
the community charge bill on a given assumption about
spending is more than £50 above the 1989-90 average rate
bill per adult, uprated for inflation.
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. (iii) The cost of this safety net would be
£300-£400 million; Mr Ridley correctly identified three
ways of meeting that cost:

(a) by a levy on all other CC payers;

(b) by postponing some of the gains for CC payers
in gaining authorities; and

(c) by top slicing an element within Revenue
Support Grant (RSG).

He favoured (c) (which in practice, within a given AEF,
is identical to (a)).

(iv) This safety net to be phased out over three years.

Assessment

4. Our view is that in practice there are three broad approaches
to achieving the safety-net arrangement which Mr Ridley has in
mind:

A: the cost would fall on the Exchequer; it could be met
either within a top-sliced element of RSG as Mr Ridley
proposed or as a transitional specific grant, within the
AEF envelope (the difference is mainly presentational);

B: the cost could be met by postponing the gains for

some gaining authorities;

C: the cost could be met by some combination of these
two approaches.
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’ However the cost of the safety-net depends on its form; and
the pattern of gainers and losers also differs - even with the
common objective of preventing (for a given spending assumption)
CCs in any authority rising by more than £50 above the 1989-90
rate bill per adult, uprated for inflation.

6. Under approach A (exemplifications attached), our provisional
assessment is that the cost of the safety-net would be around
£450 million. The cost would be met from an element within RSG;
but top-slicing RSG for this particular purpose adds to average
CCs by about £16, because this £450 million is not available to
hold down CCs in general. This shifts the whole distribution of
CCs upwards; in brief the resulting pattern is as follows:

- major gainers (ie more than £16 per adult) will
see their gains come through in 1990-91; though
all gains will be £16 lower, this group will be
better off than under the original safety-net;

- modest gainers (ie up to £15 per adult) will be
transformed into modest losers under this
proposal: they will be worse off: even though they
did not get their gains before, they will now
suffer losses;

- all losers will be worse off: modest losers (up to
the £50 per adult threshold) will lose because of
the £16 per adult levy; all big losers will suffer
the £50 loss whereas under the original proposal
they suffered no loss.

Ty This scheme could be presentationally mitigated by holding
the basic AEF back to £22.55 billion and providing a £450 million
specific grant (so that the £16 per adult levy is seen as an
Exchequer contribution rather than a redistributive element within
RSG). But the distribution would be exactly the same.
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' Moreover Mr Ridley envisaged a relatively rapid phasing out
of the safety-net. So the protection of even the big losers would
disappear quite quickly as the CCs implied by the long-term needs
assessment feed through.

9. Under approach B, there are a number of variants. The

simplest would be that all gainers had to contribute £19; but we
also see some attractions in an approach whereby LAs are allowed a
flat rate per adult gain plus a percentage of the remaining gains.
The tariff can be selected from the following:

Flat Rate $ of remaining gains
£
10 31
20 38
30 46
40 58
80 73

If you were attracted to this, a flat rate gain of £30 plus around
half the remainder looks about right.

10. The cost of the approach is 1lower at around £380 million.
The difference 1is that with no levy on all CC payers pushing up
average CCs as under approach A, the number of authorities with
losses of over £50 per adult is less.

11. The pattern of gains and losses if we follow the simple
approach is as follows:

(1) the medium and large gainers still gain relative
to the original safety net proposals;

(ii) some of the small gainers (ie less than £19 per

adult) are in the same position as under the original
safety-net - but better off than under A;
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. (iii) small losers lose more than under the original
safety-net but less than under approach A;

(iv) large losers lose relative to the original
safety-net but are in the same position as under A.

12. We have not had the opportunity yet to look at an approach

which combines A and B.

13. Additions to AEF above £23.0 billion on either approach A or
B, will bring lower CCs for all authorities except big losers.

Conclusion

14. 1In our view, Mr Ridley's new safety-net ideas represent three

important steps forward - and one step back:

(a) he has found a way of letting gainers get much
more of their gains in the first year;

(b) he is prepared to allow some losses to feed
through;
{c) he is prepared to simplify by ignoring small gains

and losses;

BUT

(4) he has made matters worse for some sensitive areas
in the North.

15. However our concern is that Mr Ridley will now bid for AEF of
£23.2 billion: ie option C plus £400/£450 million to meet the
costs of his safety-net from RSG. LGl consider your objective at

Thursday's meeting might be:

(1) to indicate the broad acceptance of the principle
of Mr Ridley's proposals on the safety-net;
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. (ii) to go no further than AEF of £23.0 billion; and

(iii) to look for a contribution from gainers as under
approach B above because the cost of the safety-net is
less and the pattern of gains and losses very little
different (and in some respects rather better).

16. In advance of your meeting with Mr Ridley, it would help if
we could get sight of DOE's numbers and discuss with their
officials different formulations of the safety net. Now that we
know Mr Ridley's broad intentions, are you content for us to try
and reach agreement with DOE on the simulations?

17. LG1 will provide further briefing in advance of your meeting
with Mr Ridley.

&P

BARRY H POTTER
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