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------LOCAL GOVERNMENT FINANCE STUDIES: DRAFT GREEN PAPER(y\</^^emorandum by the Secretary of State for the Environment
During^^t^^^st year, the Local Government Finance. Studies have carried out 
a fundame&al reappraisal of the local government finance system in Great 
Britain. Tn the light of that work, the attached draft Green Paper has 
been prepared in collaboration with the Secretaries of State for Scotland
and Wales.
2. The Green Mpes)- which I propose should be entitled "Paying for Local 
Government" - set»^«rv>proposals for reforming local non-domestic and 
domestic taxation hidMyi system of Government grants to local authorities. 
The substance of the~^ftt^has been approved by the Sub-Committee on Local 
Government Finance oF^ite/Jknis terial Steering Committee on Economic 
Strategy (E(LF)). For^J&fi^ation I intend to include a brief Ministerial 
foreword and I will circum^fo colleagues shortly a draft of what I
propose to say. mm .................
3. The main thrust of t h e r e f o r m s  is to provide authorities witn
a’much greater incentive to their expenditure and to utilise their
resources more effectively by enhancing the accountability of
local authorities to their electo^y'^he main proposals for England and 
Wales are as folows:

a. there should be a uniform rfffldrjjfi&l non-domestic rate in each 
country, the proceeds of which wouid^4>$x pooled and redistributed among 
all authorities as a flat-rate amooaMer adult; this would be 
accompanied by a revaluation of non-^mestic properties, coming into
effect in 1990-91;
b. domestic rates should be phased out ov^>a ten-year period, and 
replaced by a flat-rate community charge, bfoatyLe by all adults;

c. a power to limit selectively the communiWy^dHarges levied by 
individual authorities should be held in reserve^^/

d. the existing block grant system should be y a grant t0
equalise differences in authorities' assessed expeMdU^rp needs and a 
standard grant, which would pay a flat-rate amount p ^ f l l t  across 
the country as a whole; all grant allocations would b^a^ifermined at 
the start of the year and would not alter subsequentlyV-^vX
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4. The proposals would protect non-domestic ratepayers; spread the burden 
of local domestic taxation much more equitably among all local electors;

\  and reduce significantly the instability and complexity of the rate support 
^\grant system. And in combination they would ensure that the full costs or 
Olbenefits of increases or savings in a local authority's expenditure would 

solely and entirely to its local domestic taxpayers, with the 
^S^L&fiing of the tax base and the much clearer relationship between 
\W^jditure and tax demands, local accountability should be substantially

5. ^Corf^arable reforms are proposed for Scotland, taking account of 
exist<^^ji^fferences in the local government finance system in that 
country^WTte proposals do not, however, apply to Northern Ireland, where 
the arraignments for local government and its financing are markedly 
different^

PUBLICATION AND TIMETABLE FOR CONSULTATION

6. Subject to/poiweagues1 views, I propose the Green Paper should be 
published on 28'^h«3Py. I would intend to make an oral statement to the 
House of Commons cWlti)dt day> in which 1 would also announce the timetable 
for a non-dome stic'^^&ftiat ion. 4

7. Since we are pro{4^6g\radical reform of the local government finance 
system, I believe we mifei\^Mk)w a reasonable period for consultation. I 
therefore propose in resp&^^t England and Wales that we should invite 
comments on the bulk of tK^r))osals by 1 October 1986. Following the 
conclusion of the consultaeia^gViod, I would envisage publication of a 
White Paper at about this tirt^^JW. year. It is too early at this stage to 
say when legislation might folW^ybut this timetable would allow us to 
introduce legislation in the sufe^/^^ 1987 if we wished to do so-

8. The exception to this would ba^ciie^yroposals for reforming the capital
expenditure control system, which caji^e^considered separately from the 
rest of the package. Although we h a v C ^ W  to reach a view on this, we may 
wish to legislate for reform in this ar^ji? advance of the other 
proposals. I therefore intend to invit^^omments on the proposed capital 
reforms by mid-April 1986. ^

9. The Secretary of State for Scotland wishes tfikeep open the 
possibility of legislation to reform local gova^ffi^t finance in Scotland 
in the 1986-87 Parliamentary Session, and accor^i^giy^proposes to seek 
views on his proposals by the end of April 1986. mm
CONCLUSION

10. Subject to detailed drafting amendments, I seek c< i ^ W e s '  agreement 
to publication of the Green Paper oh the basis I have proprf^jL

Department of the Environment 

3 January 1986
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Chapter 1: W h y  change local government finance?
1.1 In some ways, the debate about local government finance is unchanging. M a n y  of the 
arguments that are C9nsidered in this Green Paper are as old as local government itself. But, in 
other ways, change in recent years has been very rapid, and has introduced important new 
factors into the debate.
1.2 Local government has become a business so big that it has nearly 2 million full-time, and 
one million part-time, employees. It accounts for over a quarter of all public expenditure, and 
11% of GDP. In 1984/85, the services provided by local government in Great Britain cost £39 
billion. There has been a shift in the nature of these services, with a particularly significant 
increase in welfare services - help for groups such as the elderly and children at risk. Local 
government has also become much more strongly influenced by national and party politics.
1.3 This Green Paper looks at how local government is paid for and sets out the Government’s 
proposals for reform. Because of markedly different arrangements regarding provision of the 
relevant services and levying of rates, it does not apply to Northern Ireland.

A  historical perspective
1.4 In the United Kingdom, all the powers of local authorities derive from Parliamentary 
legislation. The structure of local government, the services it provides, and the way in which it 
finances those services are all subject to statutes passed by Parliament.
1.5 There has been a succession of reforms of the structure of local government, from that of 
1888, which ended the system of appointed county government, to the changes introduced in 
1974 in England and Wales and 1975 in Scotland, and the winding up of the G L C  and the 
metropolitan county councils. Parliament has imposed new duties on local authorities, ranging 
from the provision of police and education in the nineteenth century to more recent examples 
such as the responsibility to house homeless families. There have also been occasions when 
Parliament has decided that certain responsibilities which local government had been carrying 
out could be better discharged in other ways. Local authorities ceased to be responsible for 
prisons in the 1870s, trunk roads in the 1930s, gas and electricity in the 1940s and water and 
sewerage - in England and Wales - in 1974.
1.6 Parliament has also exercised control over the financing of local government, in terms both 
of the nature of local government’s own sources of revenue, and of the extent of Government 
grants and the method of allocating them. The rates as we know them - a unified local tax - did 
not exist until at least the end of the nineteenth century. Before that, there were several different 
‘rates’ for different purposes. These included highway rates, improvement rates, poor rates and 
school rates. Not all of them were assessed in the same way. Parliament has also experimented 
with other methods of funding local services - such as a system of assigned central revenues, 
used for a time at the end of the nineteenth century.

Central and local government services
1.7 Until the nineteenth century, there was scarcely any overlap at all between the 
responsibilities of central and local government. Central Government’s energies were directed 
towards foreign policy and defence. Local government was responsible for other services which it 
was felt should be carried out by the state - primarily the relief of poverty. Individual authorities 
were left to interpret the needs of their areas as they judged them, and cater for those needs as 
they saw fit.
1.8 Even in the nineteenth century, as Parliament gradually became more interested in 
domestic affairs, it proceeded slowly in imposing new duties on local government in the fields of 
law and order, public health and, in due course, education. It tended first to encourage, then to 
provide enabling legislation, and only after that to impose duties.
1.9 There were no regular grants from central Government to local authorities before 1835. 
Even by 1879, grants amounted to less than 10% of local authority revenue. Parliament was, of 
course, also concerned with the level of local taxation. This is not surprising as revenue from 
rates exceeded that from income tax every year until after the First World War. But the narrow 
range of local authority services still meant that rate bills were relatively small: in 1870, local 
authorities were spending only about £ •  for every person in England - roughly £ #  at today’s 
values - compared with £ •  today.



1.10 Gradually the picture changed, in two main ways. The first was that Parliament began to 
concern itself much more with the services that local authorities were providing, feeling that 
sonfe were of such importance that they should be provided to a reasonable standard throughout 
the country. The second factor was that central Government itself began to be involved in 
assistance for the unemployed and other disadvantaged groups. In doing this, it began to concern 
itself in matters which, for earlier generations, had been the concern solely of local government.
1.11 Even though central Government was gradually taking over local authorities’ Poor Law 
responsibilities, local government spending grew steadily m  the first half of the twentieth 
century. In real terms it increased by nearly 350% in the sixty years between 1890 and 1950. It 
was also taking up an increasing share of the nation’s wealth, rising from # %  of G D P  in 1890 to 
about # % i n  1950.
1.12 After 1950, local authority spending continued to grow, as part of a general expansion of 
public services. Only 25 years later, in 1975, it had increased by almost a further 300% in real 
terms. And it was still increasing at a faster rate than the nation’s wealth - so much so that it 
accounted for • %  of G D P  by 1975. The full costs of this increase in spending were hidden from 
ratepayers by a steady increase in the central Government grants for local authority services. By 
1975 65% of all local authority revenue expenditure in England was paid for out of central 
taxation, through Government grants. Annex A  shows these trends in more detail.
1.13 This growth in spending could not continue indefinitely. In 1975 M r  Anthony Crosland, 
then Secretary of State for the Environment, declared that “the party’s over”. Under pressure 
from the IMF, the Labour Government asked for, and got, a substantial reduction in local 
authority current expenditure in 1977/78. And it also sought cuts in capital expenditure: between 
1974/75 and 1978/79, local authority capital expenditure almost halved in real terms. In 
addition, the Labour Government reduced the rate of grant from the Exchequer. In England and 
Wales it fell from 65% in 1975 to 61% by 1978/79. Nevertheless, current expenditure began to 
grow again in 1978/79. This was the situation which confronted the incoming Conservative 
Government in 1979.
Local authority spending and economic policy
1.14 Because Governments are responsible for the overall management of the economy, they 
have to be concerned with the amount of local authority expenditure, borrowing and taxation. 
Local authority borrowing has implications for the public sector borrowing requirement (PSBR), 
the rate of monetary growth, and interest rates. Local authority current expenditure, whether it is 
financed by local or national taxation, affects the overall burden of taxation in the economy and 
the balance between public and private sector output.
1.15 Since 1979 the Government has been committed to reducing inflation and setting the 
foundation for sustained economic growth. The rate of monetary expansion had to be curbed, 
and public borrowing reduced, so that interest rates could be kept down. Higher local authority 
borrowing would have made it harder for the Government to achieve these objectives.
1.16 The Government also sought to reduce the size of the public sector. This would, in turn, 
allow reductions in levels of taxation and more freedom for individuals and firms to choose 
which goods and services they wished to consume.
1.17 Few would question central Government’s right to control the level of local authority 
borrowing, which accounted for £2.4bn out of the P S B R  total of £10.2bn in 1984/85. Since local 
authority expenditure is financed largely by borrowing, this is one of the main reasons why 
central Government has taken a close interest in the level of local authority capital expenditure.
1.18 Central Government’s concern with the level of local authority revenue expenditure - 
current spending and capital spending financed by revenue - is not always so readily accepted. 
Some commentators argue that local authorities have independent tax raising powers - the rates 
- and that, if they choose to finance extra spending from this source, that need not concern 
central Government. O n  this argument, central Government should confine its interest to the 
overall contribution through national taxation to the cost of local services. But, as Figure 1 
shows, local government accounts for more than a quarter of the total tax burden in the United 
Kingdom. Rates account for 10% of all taxes levied; and another 16% of taxes are used to finance 
local authority expenditure through Government grants. The arguments against high levels of 
taxation apply just as much to local taxes - domestic and non-domestic rates - as to national 
taxation. Only central Government is in a position to assess the competing claims on national 
resources. There can thus be no question of the Government’s abdicating its interest in the levels 
of local authority spending or taxation.



1.19 Since the war there has been sustained growth in local authority current expenditure to the 
point where, in 1979/80, it constituted • %  of public expenditure. It was inevitable that the 
success of policies to reduce public expenditure generally would depend to a significant extent on 
a reversal of post war trends in local authority expenditure.

Policy since 1979
1.20 The Government’s policies on local government finance since 1979 have had three main 
strands.

—  A  concern to contain local government expenditure at affordable levels. A  new method of 
allocating the main unhypothecated grant towards local authority expenditure - block 
grant - was introduced in 1981/82. At the same time a new system of controlling capital 
spending, rather than just borrowing, came into effect. The Government subsequently 
abolished supplementary rates, which had previously made it possible for authorities to 
begin a financial year with one rate, and then to increase it in the course of the same year.

—  Encouragement to authorities to carry out services more efficiently, and to introduce 
private sector competition where possible. The Goverment established the Audit 
Commission, one of whose major tasks is to advise local authorities in England and 
Wales on value for money. It also established new rules governing local authority direct 
labour organisations, which include public tendering for most sizeable contracts.

—  A  reduction in detailed controls over local government. The Local Goverment Planning 
and Land Act 1980 abolished or simplified •  detailed controls over local government 
such as •.
In each of these cases the legislation referred to England and Wales, though the block grant 

and capital controls systems are administered separately in the two countries. There is separate 
legislation in Scotland.

1.21 The Government remains committed to all three of the objectives set out above. But any 
reduction in detailed controls can only take place in the context of a system where the 
government can be satisfied that its overall public expenditure policies are being met.
1.22 Since the Government had no direct means of controlling local authority current 
expenditure, it introduced a series of measures designed to achieve expenditure restraint through 
pressure from ratepayers. Under the block grant system, introduced in 1980, the proportion of an 
authority’s overall expenditure met by grant was less if it spent significantly more than was 
needed to provide a standard level of service (see Annex B). The Government also started 
progressively to reduce the overall percentage of local authority expenditure met by grant, so that 
all authorities had to consider more carefully whether the cost of extra spending, with a lower 
contribution from central Government, was justified. In England grant fell in stages from 60% in 
1980/81 to 4 9 %  in 1985/86. Qver the same period it fell from 74% to • %  in Wales, and from 
68.5% to 57.7% in Scotland.
1.23 It quickly became apparent, however, that these measures alone were unlikely to bring 
about the reductions in local authority spending that the Government thought necessary. The 
local government finance system worked in such a way that the effect of the block grant pressures 
was greatly reduced by the time they reached local domestic ratepayers. W h y  this should be so is 
considered in more detail in paragraphs 1.35 to 1.43 below. This made it easier for some 
authorities to decide that they would not contribute to the expenditure reductions asked for by 
the Government. Indeed, in 1981/82, faced with a general request for revised budgets, a handful 
of authorities responded by proposing increases in the spending they planned to undertake. With 
great reluctance, the Government saw that, if it was to succeed in controlling local authority 
expenditure, it would have to take stronger measures.
1.24 The Government decided to supplement the expenditure pressures of the block grant 
system with a system of expenditure targets for every authority, based on its actual spending in 
earlier years. A n y  authority which exceeded its target had its block grant entitlement reduced so 
that it had to raise a m u c h  higher contribution from its local taxpayers. Expenditure targets were 
set from 1981/82 to 1985/86 and the penalties for exceeding them were increased year by year.
1.25 For 1986/87 the Government is discontinuing the system of individual targets in England 
and Wales. However, it is increasing the incentives within the block grant system for authorities 
to exercise expenditure restraint.



1.26 Throughout, the Government has faced particular problems in dealing with a handful of 
the highest spending authorities in England and Scotland. In 1983/84 English local authorities’ 
budgeted revenue expenditure exceeded the Government’s targets by £770m. 75% of this was 
accounted for by 16 overspending authorities. A  similar pattern occurred in 1984/85 when 75% 
of the overspend of £85 0 m  was attributable to just 12 authorities. M a n y  of these were still 
increasing their expenditure. In 1984 Parliament passed the Rates Act, which gave the 
Government powers to set limits to the rates which English and Welsh high-spending authorities 
could levy. These powers were used for the first time in 1985/86 in England. Similar powers have 
been m  use in Scotland since 1983/84.

Success and failure
1.27 These financial pressures have had some success. As Figure 2 shows:

—  the annual rate of growth in the volume of local authority current expenditure in England 
has fallen from 3 %  or more in the sixties and seventies to under 1%;
after continuous growth in the sixties and seventies, English local authorities’ manpower has fallen since 1979.

Figure 2: Trends in local authority expenditure and manpower (England 1960-198#)

1.28 By comparison with the trends of the sixties and seventies these results represent a 
considerable achievement. Even so they mean that, in Great Britain as a whole, current 
expenditure is still growing and now represents a higher proportion of G D P  than it did in 1979 
Local government has achieved some reductions in manpower, but the fall of 5 %  since 1979 is 
modest compared with achievements elsewhere in the public sector. A n d  the manpower total has 
not fallen significantly further since the end of 1983.
1.29 Large elements of central Government spending cannot be curtailed in the short term. For 
example, defence expenditure is affected by international commitments; unemployment benefit 
has inexorably risen at a time of world economic recession. So it is difficult to make room for 
extra local government spending within the public expenditure total. But every year since 1979 
the Government has been forced to increase the amount allowed for local authority current 
expenditure in its public expenditure plans.
1.30 The modest success in holding back spending has been accompanied by a worsening of the 
relationship between central Government and even the moderate and responsible local 
authorities. To secure any significant reduction in the total of local authority spending under the 
target system, the Government needed to ask for expenditure savings based on previous years’ 
spending levels. Councils which had a long tradition of careful husbandry and efficiently- 
provided services found it increasingly painful to make further savings from a low base.
1.31 The measures that have been taken have also tended to make the grant system more 
complicated and more unstable. One by-product of the system of targets and penalties has been 
the growth of creative accounting”. Authorities have become adept at manipulating 
expenditure between financial years to minimise grant losses. The effect has been to weaken 
further the link between changes in spending and changes in local tax bills.
1.32 All these measures rested on the assumption that, faced with the increasing cost of 
expenditure growth, local ratepayers would bring pressure to bear on local councils for lower 
spending. But in fact only modest savings were achieved. For some authorities, the pressures of 
local accountability failed to work at all, and their spending was restrained only through rate capping.



W h y  have these problems arisen?
1.33 The Government’s concern to restrain local authority expenditure and taxation has 
revealed that the existing financial framework has serious shortcomings which significantly 
weaken local accountability. These problems have not been caused by what has happened since 
1979. The flaws have been inherent in successive systems over many years. But the inevitable 
tensions that have arisen- in a period when a Government, for the first time since the war, has 
been seeking to exercise significant continuing restraint over local authority spending - have 
highlighted their importance.
1.34 Shortcomings arise as a result of problems in three main areas:

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

ii. the mismatch between those who are entitled to vote in local elections, those who benefit 
from local authority services, and those who pay domestic rates;

iii. the operation of the grant system.

(i) The contribution from non-domestic rates
1.35 Over half the total rate income of local authorities in England comes from the 
non-domestic sector. This includes. commerce, industry, public utilities and public sector 
institutions such as schools and hospitals. Under 40% comes from domestic ratepayers’ own 
pockets and rebates meet the remaining 10% (see Figure 3). In Wales, non-domestic ratepayers 
account for • %  of rate income, and in Scotland 62%.

Figure 3: Sources of rate income (England 1984/85)

1.36 The significance of this contribution by the non-domestic sector lies in its impact on the 
contribution which domestic ratepayers make to expenditure increases at the margin; for on 
average it means that, after Government grants are taken into account, domestic ratepayers are 
meeting less than half the cost of any increases in their council’s spending. In some rating 
authorities the non-domestic ratepayer provides as much as 70% of income raised locally. 
Authorities therefore find themselves in a position to increase spending on services for voting 
domestic ratepayers largely at the expense of non-voting, non-domestic ratepayers. This 
provides little incentive to economy.

(ii) Those who vote and those who pay
1.37 The poor linkage between those who vote and those who pay has been further weakened 
by the fact that many of those who are entitled to vote for higher standards of local authority 
services either do not pay rates at all, or do not pay full rates. As Figure 3 showed over a fifth of 
the domestic rate bill is met by rebates.
1.38 There are about 3 5 m  electors in England. O f  these about 18m are liable to pay rates. Of 
course, many of the remaining 17m will be spouses of ratepayers; but they are not billed direct, 
nor do they personally make any payment to their local authority; and other adult members of 
ratepayers’ families may have even less appreciation of the cost of local services. Of the 18m who 
are liable to pay rates, only about 12m actually pay their rates in full. 3 m  receive partial 
assistance with their rates and the remaining 3 m  receive full relief from their rates bill. For those 
who receive only partial help, the rebates d a mp  the effect of increased local authority spending. 
Those who receive full relief know that, under the present arrangements, they can vote for higher 
services without having to pay anything towards them. In Wales and Scotland • %  and 49% 
respectively of electors are liable to pay rates. • %  of ratepayers in Wales, and 20% in Scotland, 
receive partial rebates. • %  and 20% respectively receive full rebates. Figure 4 shows the 
proportions of the English electorate liable to pay rates and those in receipt of full or partial 
rebates.



Figure 4: Proportions of the electorate paying full or partial rates (England, 198#)

1.39 The picture varies from authority to authority. Some urban councils have large 
concentrations of industrial and commercial development and a high proportion of voters also 
receive rebates. In the some cases, domestic ratepayers meet, after rebates, as little as • %  of the 
rate bill from their own pockets.
1.40 Rates are currently the only form of local taxation. Domestic rates have many technical 
advantages. But they do not take any account of the composition of households or their 
consumption of local government services. This was less relevant in the past when, as noted 
earlier, local government was responsible for services such as gas, electricity and water, where the 
basic provision was related to property ownership and consumption was charged for. But today 
most local authority services are provided for people, rather than property. Education alone 
accounts for 46% of local authority current expenditure.

(iii) The grant system
1.41 Accountability is also impaired by the way in which grants are paid to local authorities. 
Authorities’ grant entitlements are linked to actual spending - not only their own spending, but 
also that of every other authority. The result is that no authority can be certain how much grant it 
will receive until after the year for which the grant is paid is over. Grant entitlements also vary 
betweeen years. To some extent this is unavoidable, since the total amount of grant to be made 
available has to be considered afresh each year as one element in the Government’s annual 
budget decisions. But grant can also be affected by changes to the various components of the 
grant system, such as the method of assessing the cost of providing a reasonable standard of 
service in different areas. This can have a powerful impact on the grant of the individual 
authorities that are most affected, producing significant changes in the amounts which they need 
to raise from rates which are unrelated to changes in their expenditure.
1.42 Successive governments have also paid grant to compensate authorities for variations in 
rateable value. This is known as “resources equalisation”. Some method of equalising 
non-domestic resources is obviously needed. Shops, offices, and factories tend to be 
concentrated in particular areas, and so is the revenue from non-domestic rates. Without some 
equalisation arrangement to even out this effect, there would be very large differences in the 
amounts domestic ratepayers had to pay for their services. But the system also compensates for 
variations in domestic rateable values, by ensuring that different authorities can charge the same 
rate poundage for equivalent spending levels. This means, however, that rate bills m  different 
areas vary for the same standard of services. There is no obvious justice in saying that a 
household living in an area where houses are expensive should pay more for their services than if 
they lived in the same house in an area where housing was cheap. But that is what happens. It 
means that, to pay for a similar increase in spending, authorities in areas where rateable values 
are low need to increase their rate bills by a smaller amount than high-rateable value authorities.
1.43 The effect of this is that rate bills faced by households are lower in some high-spending 
authorities than in other areas where spending is less. The individual ratepayer in Carlisle, for 
example, faced with an average bill of under £234 a year in 1984/85, might have assumed that his 
authority’s spending was modest compared with that of Luton where the average bill was £366. 
But, in fact, Luton was the lower-spending area. As Figure 5 shows, if both authorities had spent 
at the level of their grant-related expenditure - the Government’s assessment of their need to 
spend - the difference in rate bills would have been even greater. Yet differences in household 
income between Carlisle and Luton are likely to be much smaller than the differences in average 
rate bills.

Figure 5: Rate poundages and rate bills in Luton and Carlisle (1984/85)



The direction of reform
1.44 Local government finance is at a crossroads. The Government needs to be able 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 local tax and grant regime which depresses and distorts the 
cost of marginal increases in expenditure. As a result electors are often either indifferent to the 
level of expenditure adopted by their local council or are encouraged to vote for higher service 
standards than they would be prepared to finance if they bore the full marginal cost themselves. 
To achieve even modest success in restraining expenditure, the Government has therefore had to 
bring steadily increased direct pressure to bear on the highest spending authorities.
1.45 Some improvements are possible within the context of the existing arrangements. The 
Government is already proposing, in the White Paper on the Reform of Social Security (Cmnd 
9691), to make one important change. It envisages that, in future, all domestic ratepayers should 
be required to pay at least 20% of the rate bill they face. This will re-establish a financial link 
between the 3 million households who receive full relief from their rates bill and the local 
authorities in whose areas they live. But it will still leave many problems unresolved. The need 
for fundamental reform will still exist.
1.46 There are three main possibilities for reform:
—  changing the structure of local government;
—  imposing much greater central control over local authorities;
—  financial reform designed to improve local accountability.

(i) Changing the structure of local government
1.47 There are some who will argue for a further upheaval in local government structure. One 
model the advocates of this approach have in mind amounts to a federal structure: provincial 
councils taking major economic and planning decisions with, below them, single-tier authorities 
responsible for all day-to-day services. It is true that there could in theory be some gain in 
accountability if we were to have all-purpose local authorities throughout the country. 
Ratepayers would then know that the spending decisions of one authority lay behind their bills. 
But this gain would be achieved at the cost of the enormous disruption which a further 
large-scale local government reorganisation would cause. And, in the course of that 
reorganisation, we should be forced, yet again, to face up to the fact that different local 
government services can best be provided by authorities of different sizes.
1.48 Moreover, any proposals which include a regional tier of government will have to 
consider what the role of those provincial authorities should be. The issues have been 
extensively discussed in the last 20 years following the proposals of the Royal Commissions 
chaired by Lord Redcliffe-Maud and Lord Wheatley. 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.
1.49 Nor would changes to the structure of local government deal with the underlying financial 
problems set out in this chapter. Tackling those means facing up to the choice between increasing 
central control and improving local accountability.

(ii) Increasing central control
1.50 Increased central control of local government spending may at first sight appear an easy 
answer to the problem, at its results could be substantial and guaranteed. There are a number of 
possible models for a centralised system. One would simply be to impose a general limit on rates. 
Another would be to fund one or more of the main local government services from general 
taxation, with the budget for each set by central Government. Or a substantial slice of spending 
on a particular service or services could be taken to the centre.
1.51 But any system based on more extensive central control of local authority spending would 
have major drawbacks.
—  Introducing a general limit on rates would mean extending rate-capping to most, if not 

all, authorities. Setting limits which brought about reductions in expenditure where 
appropriate, but also took account of the different circumstances of individual local 
authorities, would require Government departments to get drawn into the detailed 
financial affairs of every authority.



—  Introducing central funding of a major service, such as education, would enable the 
Government to control about #  of local authority spending. But the Government would 
have to become responsible for setting each local authority’s budget for education and for 
determining the policies necessary to implement them. Local authorities would not be 
spending any of their own money on the service; they would act merely as agents with no 
incentive to manage them efficiently. A  big increase in central Government manpower 
would be needed.

—  Central funding of teachers’ and lecturers’ 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, and their conditions of service. There would be duplication 
with local authority responsibility; perpetual argument about the division of powers; 
dilution of local accountability to parents and the community; and no guarantees of 
improvements in standards of performance, administrative cost, or expenditure control. 
This, too, would require a significant increase in central Government manpower.

(iii) Improving local accountability
1.52 The Government has a responsibility to ensure that what the public sector spends is 
consistent with what the country can afford. It cannot abandon its concern with the level of local 
government expenditure. But neither structural reform nor increased central control offers an 
attractive way of fulfilling that responsibility. The alternative is to make local authorities more 
accountable to their electors within the present structure of local government. This is more 
attractive on several counts. It guarantees the continued existence of a healthy, democratic 
system of local government. It should reduce the tension between central Government and local 
authorities. In the longer term it should help to ensure that services are provided more 
efficiently. A n d  it strengthens the link between the local authority and those who live in its area. 
For the vast majority of people, this is the preferable way forward. But it can only work if we are 
able to deal with the shortcomings which this chapter has identified.

1.53 Local accountability depends crucially on the relationship between paying for local 
services and voting in local elections. At the moment there are worrying gaps. 60% of total rate 
income in England comes from non-domestic ratepayers with no vote. Of the 35 million local 
electors in England, only about 18 million are liable to pay rates, and about a third of those 
receive full or partial rebates.
1.54 These problems are accentuated by the arrangements for paying Government grants to 
local authorities. Grants will continue to be needed. It would be unacceptable for the full costs of 
services to be borne locally, particularly in the poorest parts of the country. But the existing grant 
system makes it impossible for ratepayers to see a clear relationship between the spending 
behaviour of the authorities in whose area they live, and changes in their rate bills.
1.55 This suggests that there will be three main elements in a new finance system based on 
improved local accountability:
—  better arrangements for the taxation of non-domestic ratepayers so that their 

contribution to local services does not conceal from local voters the true costs of 
increased spending;

—  a more direct and fairer link between voting and paying, with more local voters 
contributing towards the cost of providing local authority services;

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

1.56 This central issue of improved local accountability is discussed in detail in the chapters 
that follow. The first three deal separately with local non-domestic taxes (Chapter 2), local 
domestic taxes (Chapter 3) and grants to local authorities (Chapter 4). The assumption in all 
three chapters is that the present overall financial balance between the contributions of national 
taxpayers, local domestic taxpayers, and local non-domestic taxpayers to local spending will be 
broadly maintained. Each chapter considers the shortcomings of the existing arrangements and 
sets out possible alternatives. Chapter 5 discusses the effects for households and local authorities 
of the improvements to local accountability proposed in the previous three chapters.



Capital expenditure
1.57 These chapters are concerned with reforms which bear primarily on local authority 
revenue expenditure. The Government also sees a need, however, for reform in the field of 
capital expenditure. The system of control over capital expenditure that came into operation in 
1981/82 is based on centrally determined capital expenditure allocations. These are permissions 
to spend accompanied by borrowing approvals issued each year to local authorities. Authorities 
may supplement the allocations in various ways, the most important of which is that they may 
spend a proportion of their capital receipts from the sale of council houses and other assets and 
from repayments of grants and advances.
1.58 In the first two years of the capital control system there was considerable underspending. 
In the subsequent three years the main cash limits have been overspent by large amounts. The 
Government has had to take various corrective measures, which have inevitably increased the 
uncertainty and instability for individual authorities in carrying out their capital programmes. 
To some extent the early underspending was the result of local authorities having to adjust to a 
new system and to the large capital receipts achieved from the sale of council houses. But a 
fundamental problem is the mismatch between the elements of control at national as compared 
with local level: individual authorities may increase their spending by a proportion of both 
in-year and accumulated capital receipts, whereas at national level the total of in-year receipts 
only is netted off gross expenditure. Other local flexibilities have no counterpart in the national 
system and have allowed more leeway for local authority expenditure than was originally envisaged.
1.59 Chapter 6 considers further the problems posed by the operation of the capital control 
system and discusses proposals for reform designed to give greater certainty and stability whilst 
preventing overspending of the national cash limits.
1.60 Chapter 7 discusses further opportunities for reinforcing local accountability by extending 
the use of fees and charges to fund local authority services, and by strengthening the framework 
governing the preparation and implementation of authorities’ budgets.
1.61 To avoid over-complicating the presentation of the main issues, each of these chapters 
focuses primarily on experience in England. Chapters 8 and 9 set the review in the rather 
different circumstances of Scotland and Wales. The conclusions of the review are set out in Chapter 10.



Chapter 2: Local non-domestic taxes
2.1 In Great Britain, non-domestic rates in 1984/85 contributed £7.9bn towards a total local 
authority revenue expenditure of £29.1 bn - over one quarter of the total.

The pattern of non-domestic rates
2.2 The bulk of non-domestic rate payments comes from industry and commerce, including 
shops. But there are also very large contributions from the nationalised industries and from 
public sector bodies. Local authorities pay rates to themselves and to each other for the schools 
and other premises they occupy. Central Government, regional health authorities and 
universities are also large contributors. Figure 6 shows the breakdown of non-domestic rate 
revenue by sector.

Figure 6: Non-domestic rates by sector (England and Wales 1 9 8 # / 8 #

2.3 Non-domestic rateable values are heavily concentrated in areas of commercial and 
industrial activity. Typically, urban centres have a much higher concentration of non-domestic 
property than rural areas. But there are many exceptions - for example, the contribution from a 
single power station can make up a very large proportion of the total rate income of a 
non-metropolitan district council. London is an extreme example of the degree to which 
non-domestic rates are concentrated in particular areas. The London area alone accounts for 
about one third of the total non-domestic rateable value of England. And within London, over 
half of the rateable resources are concentrated in the central boroughs of Westminster, 
Kensington and Chelsea, Camden and the City of London.
2.4 The poundages charged by local authorities also vary greatly - from 291.8p in the £ in 
Newcastle-upon-Tyne to 137p in the £ in Croydon in 1984/85. This means that similar 
businesses in premises with identical rateable values can face rate bills that differ by as much as 
113% just because they are located in different authorities.
2.5 The characteristics of non-domestic rates have damaging implications - discussed below - 
both for the effective operation of businesses and for local accountability. These defects make 
non-domestic rates unsuitable as a locally variable tax.

Non-domestic rates and business
2.6 Non-domestic rates are one of the largest taxes paid by business. Figure 7 compares the 
yield of non-domestic rates on industiy and commerce in Great Britain since 1975 with the yield 
of corporation tax and the national insurance surcharge. Although the yields are not directly 
comparable, the overall trends are clear. Since corporation tax is directly linked to the 
profitability of businesses, its yield fluctuates. National insurance surcharge declined in 
importance in line with Government policies until its final abolition in 1984. But the yield of 
non-domestic rates increased throughout the period. There is no correlation between the growth 
in non-domestic rates and the increase in costs in the economy generally.

Figure 7: Taxes on business (Great Britain, 1975/85)



2.7 Business representatives have expressed concern that this element of their overhead costs 
can vary erratically from year to year and from place to place. The impact of changes in and 
levels of non-domestic rates for businesses is less straightforward than that of other business 
costs. Normally if the price of an input - such as the cost of a particular type of material - rises, 
the first reaction of a firm would be to reduce its consumption of that input by switching to a 
substitute material or looking for another supplier. But with a change in the cost of occupying 
property that entails very drastic measures indeed. There are considerable costs in relocation. 
Until the Rates Act 1984 even “mothballing” empty industrial property carried no guarantee of 
reducing the rates bill.
2.8 Businesses therefore have to deal with increases in rate bills in different ways from 
increases in the cost of other inputs. In the medium to long term they will pass at least some of 
the cost back to the property market in the form of lower rents or capital values. In the shorter 
term - between rent reviews or the transfer of ownership - all of the variations in rate bills must 
be carried as an overhead cost. Where businesses are able to pass these costs on they will do so, in 
the form of higher prices charged to the consumers of their goods. Where the market will not 
allow price rises, increases in rates must be met by reducing investment, or the level of activity, 
which means fewer jobs. In extreme cases it can put a firm out of business.
2.9 Hard evidence of the effects of rates on business is scarce. A  recent study commissioned by 
the Department of the Environment concluded that during the period 1974 to 1981 rates could 
not be shown to have had a significant overall influence on manufacturing employment, 
although high rate burdens in London were correlated with relocation of offices outside London. 
At the aggregated level at which the study was conducted, and over the particular period 
considered, these results are plausible. But they do not provide a good indication of detailed 
effects at a local level. Moreover, in the period studied, non-domestic rate poundages fell in real 
terms in all the regions considered except London, and in London itself there was very little 
manufacturing employment to provide an evidential base. The 1974 starting point also excluded 
the significant rate increases associated with the 1974 local government reorganisation and the 
effects of the implementation of the 1973 revaluation, which would have overshadowed 
subsequent movements in non-domestic rates.
2.10 H o w  far business rate increases do affect the location and viability of businesses in 
particular areas must therefore still to a large degree be a matter of conjecture. For most firms, 
the burden of rates is not so significant that a change in its level would be likely to have a major 
impact on location decisions. But employers’ organisations, both in the private and public 
sector, report that their members have been influenced by rates in making decisions on 
employment.
2.11 A  more general concern is the impact which high and variable rate poundages have on the 
overall competitiveness of industry. If rates are passed on in higher prices they will damage the 
ability of British industry to compete with foreign businesses. If rates are absorbed by reduced 
investment that will, in the longer term, reduce productivity and again undermine the 
competitiveness of industry. If rates are passed back to the landlord there will be less incentive to 
develop land for business expansion - particularly in areas like the inner cities where other 
factors may make it difficult to secure an adequate rate of return.

2.12~Mostcosts that businesses face are fairly uniform across the country. But 
can vary considerably even between neighbouring authorities. If this arises because 
in rateable value, it is a reflection of the relative benefits of occupying different 
in different localities and so is not a distorting factor— except to the extent tha^r^e^ le_^^lues 
themselves are out of date and distorted. But differences in rate poundages are a different matter. 
These are a reflection of the spending policies of local authorities and have no connection_with 
the resources being used by the business. Nor do differing poundages reflect Afferent le\^ls o 
benefit to non-domestic ratepayers. So rate poundages which differ sha^ > f u t u r e s  parts of the country will damage economic efficiency as businesses face differms.cost structures 
which are unrelated to their real competitive strengths and weaknesses. Figure 8 shows the 
variation in non-domestic rate poundages, both nationally and for neighbouring authorities in 
Greater Manchester.



2.13 O n  grounds of economic efficiency alone there is a case for setting non-domestic rates on a 
basis that does not distort the competitiveness of businesses simply as a result of the chance 
factor that they were located in one authority rather than another. And they have other defects in 
the context of local authorities’ accountability to their electors for their financial decisions.

The effect of non-domestic rates on local authorities’ financial decisions
2.14 The Government introduced a new consultation requirement in the 1984 Rates Act to 
promote discussion between local authorities and their non-domestic ratepayers. In some 
authorities such links were already well established. In others, the new arrangements represent a 
considerable improvement. But they still do not overcome the problem that local authorities, at 
the end of the day, are not directly accountable to their non-domestic ratepayers.
2.15 There is no voting right attached to the payment of non-domestic rates. However much a 
business might contribute to the income of a local authority, it cannot exercise any direct 
electoral influence over local taxation decisions that can have a profound effect on its 
competitiveness and on its scope for investment. Although an influential employer can put his 
views across to a local authority in many ways, and the relationships between many local 
authorities and local businessmen are excellent, the fact remains that local authorities are not 
answerable to the business ratepayers who provide a large proportion of their income. Local 
authorities can find themselves under extreme pressure to spend more on services for their 
electors largely at the expense of the non-voting non-domestic ratepayer.
2.16 The 1983 Rates White Paper argued in favour of domestic rates as a local tax that:

“They are highly perceptible to ratepayers, and they promote accountability”.
Neither argument is true of the non-domestic rate. Although non-domestic ratepayers actually 
write the cheques payable to the local authority, businesses do not ultimately bear the bill. As 
paragraph 2.8 above indicated, the final burden of the tax will rest elsewhere: with the consumers 
of the goods produced, the owners of the property occupied, the shareholders of the company, 
the workforce (either through lower wages or lower job creation), or the taxpayers who will pick 
up the bill for public sector bodies. These people will not perceive any link with the rating 
behaviour of the local authority. They are very likely to live outside the local authority’s area 
altogether. So non-domestic rates fail the normal criteria for any local tax: that it should be 
perceptible to those who pay it as a tax imposed by the authority concerned, and that the 
taxpayers should be able to influence the behaviour of those who levy the tax.
2.17 In fact, non-domestic rates not only fail the test of accountability in terms of those who 
pay them and those who impose them. They also severely distort the link between the cost of 
providing local services and the costs faced by the local domestic taxpayers of an authority.
2.18 O n  average for every £1 raised locally from domestic taxpayers £1.50 is paid by the 
non-domestic sector. So the marginal cost of services to domestic taxpayers is reduced by a 60% 
contribution from non-domestic ratepayers. In a few authorities where there are particularly high 
non-domestic rateable values the marginal subsidy from non-domestic ratepayers is even 
greater. In Camden, for example, for every £1 contributed by the domestic ratepayer the 
non-domestic ratepayer contributes £4.55.
2.19 The extreme variations in non-domestic rateable values make it inevitable that there will 
be complicated grant arrangements to even out these differences in resources. Those 
arrangements in themselves make the connection between spending increases and changes in tax 
bills hard for local electors to understand. They may know that the expenditure of their authority 
and the grant it receives are in some way connected. But it is difficult to see how they are 
connected when the relationship depends simultaneously on the level of the authority’s spending 
in relation to its assessed needs and the level of the authority’s rateable values in relation to that 
of other authorities. The effect of “resource equalisation” within the grant structure is discussed 
more fully in Chapter 4.



Options for reform
2.20 To summarise, on grounds of both economic efficiency and local accountability, non-domestic rates are not a satisfactory local tax.

They have an arbitrary and erratic effect over time and in different areas on the 
competitiveness of businesses.
They fall immediately on those who have no vote to influence local spending decisions.

—  They are ultimately borne by people who are unaware of how these extra costs arise and 
may not live in the area of the authority imposing the rate.
They conceal the true costs of local services, and of marginal increases in spending, from domestic ratepayers.

—  They make complicated grant arrangements— which further distort the impact of changes in expenditure— inevitable.
2.21 There are three possible ways forward in dealing with these problems. The Government 
could consider the complete abolition of non-domestic rates, making up the lost revenue from 
some other source. It could seek ways of making local authorities genuinely answerable to their 
business ratepayers. Or it could look for ways of eliminating the damaging variability of non-domestic rates.
2*22 There are few taxes that could be substituted for the non-domestic rate and so make it 
possible to abolish it altogether. The only business tax with a similar coverage to non-domestic 
ratesand capable of producing a broadly equivalent yield would be some form of payroll tax 
The Government has no intention of introducing such a tax on jobs. The yield of non-domestic 
rates could alternatively be replaced by increasing a national tax not levied on business: for 
»cample, by adding #  percentage points to V A T  or increasing basic rate income tax by 6'/2p. The 
Government is not prepared however to damage work incentives by increasing income tax. Nor 
would an increase in the rate of V A T  be acceptable as a means of replacing the yield of non-domestic rates.
2.23 Those who argue that the problems of non-domestic rates are best tackled by making local 
authonties answerable to their non-domestic ratepayers often advocate reintroducing a business 
vote or establishing a separate class of membership of local authorities for representatives of 
business. But this approach looks to be unworkable. The previous business vote fell into disuse 
Mid was eventually withdrawn in 1969 because it was available only to sole traders or partners in 
businesses operating in the area. A  large proportion of businesses are now limited companies, 
many of which are trading in more than one local authority area. It would not be practicable to 
devise satisfactory arrangements for voting by limited companies. For example, who would 
exercise the vote of the large retail chains with branches in most shopping centres? Establishing a 
separate class of local authority membership for businesses would not resolve the conflicts in 
accountability which exist at the local level and would be regarded by many as an infringement 
of basic democratic principles.
2.24 If these approaches - abolition of non-domestic rates, or making local authorities directly 
answerable to business ratepayers - have to be ruled out, the unsatisfactory characteristics of 
non-domestic rates as a local tax will have to be tackled by retaining non-domestic rates but 
directly restraining their variability. This means transferring to central Government the power to 
determine the non-domestic rate poundage, although the proceeds of the non-domestic rate 
would continue to be applied in support of local government spending. Inevitably, this will mean 
some reduction in local government’s control of its revenues.

Setting the non-domestic rate
2.25 In deciding how to set the non-domestic rate central government could choose broadly 
one of two starting points. The existing pattern of rate poundages could be frozen. Or central 
Government could set a national rate poundage that would apply in all local authority areas. 
Starting from existing rate poundage levels would ensure that individual rate bills did not change 
as a result of the move to the new system. But it would do nothing to remove the inefficiency 
inherent in the present arbitrary distribution of rate poundages in different parts of the country. 
Nor would it redress the disincentives to investment, job creation and new development in high 
spending local authprity areas which presently exist because of the existence there of high rate



poundages. M a ny  of these are older urban areas which can ill afford to deter business in this way. 
As Annex D  shows there is a strong correlation between the areas which would derive most 
benefit from a national rate and those which presently suffer the highest rates of unemployment. 
For these reasons the Government’s preference is for a uniform national business rate.
2.26 Whichever approach is adopted, several questions have to be addressed. Both local 
government and businesses would require assurances about the way in which any new 
arrangements would be operated. Businesses will be concerned to ensure that the new 
arrangements do not lead to an increase in the proportion of local government spending financed 
by their rates. Local authorities will want to be sure that the contribution from businesses does 
not fall, leaving them to find more of the money to support their spending from local domestic 
taxpayers. The intention would be that the yield of the non-domestic rate should remain broadly 
unchanged in real terms as a result of the new arrangements.
2.27 This entails setting a starting level that corresponds with the present level of support from 
non-domestic ratepayers, and subsequently raising that level in line with inflation. O n  the 
Government’s preferred option the initial level would be achieved by setting a uniform 
poundage equivalent to the average of the individual poundages, in real terms, set in the 
preceding year (but see paragraph 2.34 below). Otherwise a poundage for each authority would 
be set corresponding to the real value of the poundage in that area in the preceding year. The best 
way of ensuring that business rates continued to meet a fair share of local spending in future 
years, and that increases were predictable and allowed businesses and local authorities to plan 
ahead with confidence, would be to index the initial poundages. The indexation should be 
provided for in primary legislation so that the arrangements could not be overturned without 
fresh consideration by Parliament.
2.28 There is a choice of possible indices. Some social security benefits are linked to rises in the 
Retail Price Index and are uprated once a year in the light of increases over the previous period. 
The alternative would be to use a forecast measure of inflation for the year to come. The 
Government publish such a forecast each year in the Chancellor’s Autumn Statement as required 
by the Industry Act 1975.
2.29 Nationally the total of non-domestic rateable value continues to grow at an average rate of 
between 1 and 2 per cent per annum as net additions are made to the stock of properties. 
Indexation of the poundage without an allowance for such growth would result in a more rapid 
rise in the aggregate yield than in the rate of inflation. It would be for consideration whether, in 
specifying the arrangements for indexation, it would be appropriate to make an offset for this 
effect.

Distributing the proceeds
2.30 Whatever the basis on which the non-domestic rate were set, the total yield of the tax 
would be hypothecated to local government expenditure. The proceeds would be pooled and 
redistributed to authorities in such a way as to lower the rate of the local domestic tax by the 
same amount per adult in all authorities. It would be necessary to moderate the distributional 
impact of this change on local authorities’ income. Possible measures for doing so through a 
“safety net” arrangement are discussed in Chapters 4 and 5.
2.31 This simple process of pooling and redistribution would replace the complicated 
equalisation of non-domestic rateable values which presently takes place within the block grant 
arrangements. It would do so in a simple, straightforward and understandable way which would 
not lead to instability in grant entitlements within years and would not obscure the basic 
relationship between expenditure and local taxes. This transparency is a major benefit which will 
make this method of distributing the non-domestic rate an essential element in the new local 
government finance system.

Local dialogue
2.32 In the 1984 Rates Act the Government for the first time required local authorities to 
consult with representatives of non-domestic ratepayers before setting their rate or precept. That 
legislation was a response to the failure by certain local authorities to enter into any serious 
dialogue with businesses in their areas about the services which were needed and the level of 
rates which businesses could reasonably afford to pay. Early experience of the first round of



statutory consultation has shown that in some areas these provisions have proved extremely 
helpful in bringing together councils and their local employers. In other areas businesses 
continue to complain that their authorities are merely going through the motions. Although there 
are many reasons why councils and their local businesses should consult, there is a risk that 
removing from local government the right to determine the level of the non-domestic rate will 
reduce the incentive for such discussions to take place. W e  need to consider further ways of 
encouraging a fruitful dialogue between local authorities and businesses in all areas.
2.33 M a n y  commentators in recent years have also pointed out that the existing grant 
arrangements give local authorities no incentive to encourage development of their rateable 
value base. The complete compensation for variation in rateable values through “resources 
equalisation” ensures that, after a short time lag, authorities neither gain nor lose from changes 
in their rateable value. There is little or no incentive to encourage development and 
redevelopment.
2.34 One approach to meeting both objectives would be to allow local authorities to retain the 
discretion to levy a small rate on their non-domestic rate base, after consultation with their 
non-domestic ratepayers, and to retain in full the proceeds of such a rate. This could be limited 
to a poundage equivalent to, say, 5 %  of the national non-domestic rate (or 5 %  of the national 
average rate if the capped poundage method were adopted). The required national non-domestic 
rate yield would be set 5 %  lower to reflect this headroom.

Administrative arrangements
2.35 The non-domestic rate would continue to be collected by local authorities under the 
existing well-established arrangements. O f  the amount collected they would be entitled to retain 
a sum equal to their entitlement from the redistribution of the national pool together with any 
entitlement to rate support grant. Any remaining surplus would be remitted to the Department 
of the Environment (or Welsh or Scottish Offices as appropriate) for redistribution. Where the 
yield of the non-domestic rate was less than an authority’s entitlement to its share of 
non-domestic rates or rate support grant, it would receive payment of the balance. As at present, 
upper tier authorities would not collect rates. They would receive rate support grant and 
payments from the non-domestic pool.
2.36 Non-domestic ratepayers would continue to have the right to pay rates in instalments. The 
schedule of payments by local authorities to or from central Government would take account of 
that.
2.37 If, in the light of consultation, the Government decided to proceed with the proposal for a 
small discretionary local non-domestic rate with a m a x i m u m  limit, upper and lower tier 
authorities would share the proceeds and rate demands would make it clear whether, and the 
extent to which, each tier was making use of its discretion.
2.38 With separate arrangements for non-domestic and domestic local taxes it would be 
necessary to re-draw and clarify the borderline between domestic and non-domestic property. 
The dividing line would fall between residential property which is occupied as a main or only 
residence and residential property which is not occupied on that basis. Hotels and boarding 
houses, therefore, would continue to be regarded as non-domestic property, like other 
businesses, and liable to the non-domestic rate except where the predominant use of the property 
is as a main or only residence for those who live there. Detailed discussions would be required to 
establish the boundary line. It would be a matter for the Inland Revenue Valuation Office to 
decide, on the facts, whether a property should be subject to a non-domestic rate. Existing 
arrangements also provide for a category of “mixed hereditaments” where there are both 
non-domestic and domestic uses. These arrangments would also require some alteration and in 
determining both the non-domestic and mixed categories it would be necessary to provide for an 
appeal procedure. Separate arrangements are proposed for second homes. These are set out in 
Annex G.

Rates on Government Property
2.39 Crown Property is not liable for rates. The Treasury, however, through the Rating of 
Government Property Department, makes contributions in lieu of rates on the basis of a rateable 
value equivalent negotiated between that Department, the Inland Revenue Valuation Office, 
and the local authority concerned. There may be more efficient ways of achieving this under new



non-domestic rate arrangements —  for example by a direct payment into the national 
non-domestic rate pool. There would, however, be a case for contributions to_ continue to be 
made in respect of local domestic taxes where the Crown Property concerned is residential in 
nature. The Government would wish to consult with the local authority associations about such 
arrangements and about which Crown Properties should be covered by them. Would it, tor 
example, be appropriate for prisons to be treated in this way?

Non-domestic revaluation
2.40 Since non-domestic rates are to continue as a major source of tax revenue it is important 
to ensure that they are levied on as firm and consistent a base as possible. Since the 1973 
revaluation, values have become badly out of line in some areas. The Inland Revenue Valuation 
Office has therefore been asked to start work on a revaluation of non-domestic properties with a 
view to preparing a new list in time for introduction on 1 April 1990. The revaluation will be 
based as before on evidence of rental values.
2.41 For the longer term, after the initial non-domestic revaluation has been completed, the 
Government believes it is essential to return to regular revaluations for the non-domestic sector. 
These could be at five yearly intervals as previously provided for. A n  alternative might be to 
introduce a process of “rolling revaluation” for the non-domestic sector. For example, one-tilth 
of all properties might be revalued each year. The information obtained might then be used to 
develop indices which could be applied to the properties which were not to be revalued that year. 
Such an approach could reduce substantially the degree of turbulence associated with a 
quinquennial revaluation of all properties.
2.42 If a satisfactory system of rolling revaluations could be devised, it would be possible, 
instead of indexing the nationally-determined non-domestic rate poundage to the rate ot 
inflation as discussed in paragraphs 2.27-2.29 above, to freeze the poundage, but instead allow 
the buoyancy of rateable values to cause the yield to rise m  line with the increase m  
non-domestic property values. The Government will issue a separate consultation paper on tne 
practical issues arising from a system of rolling revaluations.

Transition
2.43 The national non-domestic rate poundage should be introduced at the same time as the 
new non-domestic rateable values. Both sets of changes would affect rate bills for businesses. 
This impact is considered more fully in Annex D. In many cases the two sets of changes would be 
offsetting. In other cases the effects of the two changes would combine to give substantial overall 
changes in rate liability. There would therefore be a good case for phasing in the combined elxects 
over several years.
2 44 If existing rate poundages were simply capped, the new rating liabilities would reflect only 
changes in the value of the properties occupied, not changes in the method of setting poundages. 
There would still be a case for phasing in those changes, but a shorter transition period would be 
appropriate.

Conclusion
2.45 The proposals in this chapter on the future of the non-domestic rate are central to the 
Government’s proposals for the reform of local government finance as a whole. By substantially 
removing the discretion of local authorities to vary the non-domestic rate and by the 
arrangements for pooling and redistributing the yield described above it will be possible 
simultaneously to introduce a radical simplification of the grant arrangements and close the gaps 
which exist between those who vote for and those who pay for local services.
2.46 For businesses these proposals offer certainty about the overall speed with which 
non-domestic rates can be expected to grow and an ending of arbitrary variations in the sums 
demanded of them. This should aid those making investment decisions to plan with greater 
confidence. The commitment to regular revaluations or a rolling revaluation will reinforce this 
certainty.
2.47 Local authorities, for their part, will continue collectively to enjoy the full benefits of the 
non-domestic business rate. But it will no longer be open to individual authorities to require 
businesses in their area to pay a disproportionate share of additional spending.



Chapter 3: Local domestic taxes
3.1 It is often said that domestic rates have existed for nearly 400 years and have stood the test 
of time. As mentioned in Chapter 1, however, rates in their present form appeared only at the 
end of the last century. Between their inception and their final emergence in their m o d e m  form, 
the rates underwent major changes in response to changes in social and economic conditions and 
in local government responsibilities.

The history of rates
3.2 In earlier times rates were levied on the basis of two separate principles. There was the 
“redistributive principle”, under which rates were levied generally to pay for services —  like the 
Poor Relief dating from Elizabethan times —  which benefited poorer members or the 
community. A n d  there was the “beneficial principle”, under which rates were levied on 
particular groups to share out the cost of providing an amenity from which they all benefited. 
Rates which were redistributive initially took as their base the value of land: in a largely agrarian 
economy the occupation of land was a reasonable measure of ability to pay and the ownership of 
land was linked to the right to vote. For services which provided a direct benefit the basis for 
dividing the cost varied according to the service provided. For example, the cost of sea defences 
might be shared between landowners according to the relative amounts of their land that would 
be protected by the works.
3.3 The transition to an industrial society, and the growth of the towns, brought with it the 
need for more communal services and new forms of local government. The existence of many 
separate rates for different purposes then became unwieldy. A  process of consolidation started. 
In the absence of arrangements to reduce the cost of these new services to those with low incomes 
the “redistributive principle” gained the ascendancy over the “beneficial principle” in levying 
rates. By •  the present system of elected local authorities largely financed by a single property 
rate was firmly established. Until after the First World W a r  this local tax raised more than 
income tax and was the major source of tax revenue with any element of progressi vity.
3.4 Since that time there have been many refinements to the rating system, including the 
standardisation of valuation procedures. But, with the exception of agricultural derating in 1929, 
there has been only one major change in its operation. In 1965 die Allen Committee investigated 
the imperfect relationship between the value of property occupied and the taxable capacity of the 
occupants. As a result of their findings a system of rebates to mitigate the impact of rates on those 
with the lowest incomes was introduced. These rebates are now incorporated in housing benefit.
3.5 But while during this century rates have remained largely unchanged, much else concerned 
with local government has not. M a n y  new responsibilities, in education, in public health and in 
housing have been placed on local authorities. Central Government has taken a role in 
promoting more uniform standards of key servicces. And it has taken complete responsibility for 
several of the services originally provided locally, most importantly the relief of poverty. Over 
the same period Exchequer grants to local authorities have become much more significant so 
that a large part of local spending is now effectively paid for by central taxation. The period has 
also seen the rapid extension of the franchise. Today, after progressive extensions, the local vote 
is available to any resident Commonwealth citizen or citizen of the Irish Republic over the age of 
18.

Criteria for a local tax
3.6 In the light of these important changes in the franchise and in the scope of local authority 
services, it is appropriate to look again at the suitability of domestic rates as a local tax. There are 
three main tests that a local tax should satisfy:
—  is it technically adequate?
—  is it fair?
—  does it encourage local democratic accountability?



(i) Technical adequacy
3.7 The 1981 Green Paper “Alternatives to Domestic Rates” (Cmnd 8449) discussed the 
technical adequacy of local taxes under a number of separate headings. In particular it argued the 
importance of cost-effective administration and the need for any local tax system to fit in with 
the overall national tax system. A  further requirement was that a new local tax had to be 
compatible with sensible and tight budgeting —  “proper financial control”. The yield had to be 
predictable and not lumpy so that local authorities could plan ahead and make small discrete 
changes in the tax rates. The Green Paper pointed out that a local tax which increased 
imperceptibly, would be less effective in securing proper financial control. The final technical 
criterion was that the local tax had to be suitable ior all tiers of local government, taking account 
of the varying responsibilities of the tiers and differences between the non-metropolitan and 
metropolitan areas.

(ii) Fairness
3.8 As the brief historical outline earlier in this chapter showed, a consideration of the fairness 
of local taxes needs to take account of both the “beneficial principle” and the “redistributive 
principle . The present local tax —  domestic rates —  is accused of inadequacy in both respects.
3.9 Domestic rates do not properly reflect the use of local services by a household. The single 
person does not make the same demands as a large family in identical property, yet will face the 
same rate bill. At the turn of the century m any more local services offered a particular benefit to 
owners of property: water, gas and electricity were all provided by local government as well as 
the police and fire services. But the balance has now swung heavily to more personal services 
Education, personal social services and libraries, for example, now account for • %  of locai 
authority expenditure. A  tax based on the value of properties obviously will not be closelv or 
consistently related to the use of such services.
3.10 Rates are also said to be unfair in relation to the “redistributive principle”. Figure 9 sets 
out the present relationship between rateable values and incomes in England. Those with the 
lowest incomes are liable to much higher rates in relation to their income. The rate rebate 
scheme was introduced to offset this effect. The more detailed analysis in Annex F  shows the 
very wide variations concealed by the averages. 10% of households with net weekly incomes 
above £300 per week live m  properties with a rateable value below £150 (78% of the average 
rateable value), while at the other end of the income scale 19% of those with net weekly incomes 
ot less than £50 per week live in above average rateable value properties. So for many households 
there is no relationship between their income and the rateable value of the property they live in.

Figure 9: The relationship between rateable values and incomes (England 198#)

(iii) Local democratic accountabilityfl® V, Consistent with the approach outlined in Chapter 1, the Government considers that the 
third test whether a tax is conducive to proper local democratic accountability —  is now of 
crucial importance. It is the key to an approach to local government finance that rests on 
responsible local spending decisions and a reduction in central Government intervention.
3.12 To meet the central criterion of the accountability of local authorities to their electorates a local tax must have the following features:

the tax base should be wide so that the burden is not unfairly concentrated on too few 
shoulders and a substantial proportion of electors have a direct financial interest in the decisions of their authority;
infe ŝ ou^  be a clear link between changes in expenditure and changes in the local tax 
spend* bresen* ra*e bills are a poor indicator of what is happening to a local authority’s

These are essential if local voters are to have a direct stake in their local authority’s spending 
decisions and to understand h o w  those decisions will affect them.



Possible forms of local tax
3.13 Although domestic rates account for only • %  of local spending, their total net yield is still 
a substantial figure— £4.5bn in 1984/85. There are only four broad categories of taxation that 
would be technically capable of raising such a figure. These are taxes on property (like the rates 
themselves); sales taxes; income taxes; and residence taxes. There are examples of the use of all 
of these at local level in various developed countries. A  brief description of the arrangements in 
other O E C D  countries is given in Annex K. The suitability of the different taxes in a particular 
case depends very much on the constitutional and structural framework of local government in 
the country concerned, as well as on the inherent strengths and weaknesses of the tax.
3.14 All of these alternative forms of tax were extensively discussed in the 1981 Green Paper 
“Alternatives to Domestic Rates” and in the subsequent White Paper. The following sections 
re-examine the case for and against their use at local level in the light of the technical issues and 
criteria covered in that Green Paper, but also with particular regard to the crucial local 
accountability criteria set out in paragraph 3.12 above.

Domestic Rates
3.15 The 1983 rates White Paper recognised the technical strengths of domestic rates, while 
acknowledging that rates were not an ideal or popular tax. It put forward the following 
advantages for rates:

“They are highly perceptible to ratepayers and they promote accountability. They are 
well understood, cheap to collect and very difficult to evade. They act as an incentive to 
the most efficient use of property.”

The White Paper recognised that a property tax would not relate directly to ability to pay, and 
hence accepted the need for rebates at the lower end of the income scale.
3.16 Domestic rates thus score well on the technical criteria set out in the 1981 Green Paper. 
And they retain some links— though much attenuated— with the original “beneficial” and 
“redistributive” principles. Some local authority services— such as the fire service, land drainage, 
flood protection, development control— still provide a greater benefit to property owners than to 
other local residents. A n d  it is probably true as a broad generalisation that those people living in 
the more valuable houses in an area can more easily afford to pay local taxes, although there are 
many exceptions to this rule. But how do rates fare against the criteria for a local domestic tax 
which will promote accountability?
3.17 Thq 1981 Green Paper argued that rates did promote accountability since they were highly 
perceptible to ratepayers. But while that is true, it does not take adequate account of the 
relatively small numbers of electors who are ratepayers. While rates are highly perceptible to 
those who actually pay them, they are much less so to those who are not directly liable for rates 
such as spouses and adult children living at home, and to those who benefit from the rebate 
system. The proposals in the recent “Reform of Social Security White Paper” (Cmnd 9691) will 
mean that the three million households in England who presently pay no rates at all because they 
receive full rate rebates will in future meet at least 20% of their rates bill. Even this reform will 
leave some 17m adults who are not directly liable to local taxes yet who can vote in local 
elections. This is inevitable if the local tax is levied on a household, not an individual, basis. So 
domestic rates fail the first test of a suitable local tax. They fall on too few shoulders.
3.18 Rates also fail the test of giving clear signals to those who pay. Unlike income taxes, which 
are based on actual income, or sales taxes which are levied on actual transactions, rates have to 
be levied on a constructed tax base which does not automatically update itself. Rateable values 
therefore have to be periodically revised. If there is a long period between valuations there will be 
large changes in relative values and consequently large shifts in the tax burden. These large 
changes are one of the main reasons for the unpopularity of rates. Smaller changes would occur if 
revaluations took place over relatively short periods. But then domestic rate bills would be 
constantly changing for reasons quite unconnected with changes in local expenditure. That is bad 
for local accountability. A  further difficulty with rateable values is that they are very unevenly 
distributed between areas so that there are large differences between local authorities in rateable 
value per head. This has required complex compensation arrangements through central grants 
which again lead to variations in rate bills which are not easily related to local decisions on 
expenditure.



Local sales tax
3.19 A  local sales tax, levied on top of V A T  and with the same coverage, could replace the yield 
of domestic rates if it were levied at a rate of 6%. So a local sales tax certainly could bear the 
weight of replacing rates. It would also be paid by all consumers, which would meet the criterion 
of wide coverage. But it has few other advantages, and was dismissed summarily in the 1983 
WhitePaper.
3.20 That conclusion remains valid. A  local sales tax would not be perceived directly by those 
able to vote in local elections. It thus fails one of the key tests for a new local tax. It would also 
entail considerable additional administrative complexity. The yield would be lumpy and would 
fall very unevenly indeed. Regional shopping centres would benefit at the expense of their 
neighbours. For example, shopping floorspace per adult in Newcastle is over twice that of 
neighbouring Gateshead. Gateshead would probably need to levy at least twice as high a local 
sales tax as Newcastle for the same revenue per adult, which would drive its shoppers to the 
neighbouring authority. So Government grant would continue to be necessary to compensate for 
the differences. This would mean that Gateshead residents would pay for a lot of Newcastle’s 
services, and national taxpayers would pay for the bulk of Gateshead’s. In addition, there would 
be problems in apportioning the yield of local sales tax on services and there would undoubtedly 
be an additional burden on business.

Figure 10: Distribution of shopping floorspace per adult in North East England

3.21 Local excise duties— road fuel duty, alcohol duties and vehicle excise duty— were also 
considered in “Alternatives to Domestic rates” as possible replacement taxes for rates.
3.22 All such taxes however fail the first test for a new local tax— that it should be paid by all 
those able to vote in local elections. Local alcohol and vehicle excise duty would naturally fall on 
particular groups of consumers. Local road fuel duty would be passed on to a wider range of 
people in the form of higher costs of goods and services but the impact in this form would be 
imperceptible and would not be closely identified with the locality in which it was levied.
3.23 A  local vehicle excise duty might be more feasible as a supplement to another local tax. 
The drawback with this however is the very uneven distribution of car ownership between 
authorities. According to the 1981 census the number of cars varies from 0.41 per head in 
Hertfordshire to 0.20 per head in Tyne and Wear. So a locally variable vehicle excise duty used 
as a supplement would require complicated equalisation arrangements which would destroy the 
link between spending and the main local tax.
Local Income Tax
3.24 A  local income tax at an average rate of 4'/2p in the pound would be capable of replacing 
the present net yield of domestic rates. The introduction of a local income tax would represent 
the final shift away from the “beneficial principle” of local taxation towards the “redistributive 
principle”! It would remove the need for a separately administered rebate scheme. But it would 
be necessary to have a system of equalising grant to iron out differences in the taxable incomes of 
different authorities. Otherwise authorities with large numbers of residents with low incomes 
would have to levy higher taxes to finance similar levels of spending. Unless there were special 
provisions to limit the total revenue authorities could raise, local income tax would provide local 
authorities with a more buoyant tax than they have had hitherto.
3.25 There are three main objections to the replacement of domestic rates by a local income 
tax:
—  an extension of taxation of incomes would run counter to the Government’s 

commitment to reducing the burden of tax on incomes;
—  a local income tax would not underpin local accountability;
—  it would not be appropriate to rely too heavily on a redistributive tax to fund local 

authority services.



3.26 The reduction of income tax is a major objective of Government policy. The replacement 
of domestic rates by a local income tax would require an increase in the average basic rate of 
income tax from 30p to 34'/2p. In some authorities the rate would be lower - but in other 
authorities it could be considerably higher. Simply converting present average rate bills into 
average local income tax rates would produce a range of local income tax rates from # p  to #p, 
so that in some authorities basic rate taxpayers would face a combined marginal rate of income tax of Op.
3.27 Local income tax does not adequately meet the criteria set out in paragraph 3.12 for a local 
tax which would underpin local accountability. There are 2 0 m  income taxpayers in England, 
compared to 18m householders and 3 5 m  voters. So while the introduction of a local income tax 
would widen the tax base, there would still be only 57% of the electorate who were paying local 
tax, and some households would not be liable for any local tax.
3.28 A  local income tax could be collected nationally at the same time as national income tax. 
This would require the Inland Revenue to identify the residence of all income tax payers. It 
would add to the compliance costs of businesses, which would have to cope with a range of 
different local income tax rates to be deducted from employees’ salaries, and thus run counter to 
the Government’s objective of reducing bureaucratic burdens on industry. A  national collection 
scheme would make local tax payments largely imperceptible to local taxpayers. That would undermine accountability.
3.29 To overcome this the tax might be administered by local authorities themselves. But this 
would require either separate declarations of income to local authorities or the passing of 
confidential information about individuals’ taxable income from the Inland Revenue to 
authorities. The additional administrative cost entailed in local collection is likely to be very high.
3.30 The third objection to a local income tax is rather different - that local income tax is not 
an appropriate tax for local authorities. There is a broad distinction to be drawn between the 
roles of central Government and local authorities. Local authorities’ essential role is to provide 
services - some “beneficial”, some “redistributive”. Local councillors are judged on their 
performance in delivering these services. Local government has no responsibility for the 
performance of the economy. That is solely the responsibility of central Government. This 
division of responsibilities should be reflected in the taxes that the different levels of government levy.
3.31 The ideal local tax should fit in with local authorities’ role as a service provider and 
promote the efficient provision of services to the levels desired by most members of the 
community. That argues in favour of a form of taxation which has at least some of the 
characteristics of a charge. It argues against a redistributive tax. Furthermore, since local 
authorities are held accountable for services but are not held accountable for national economic 
performance, they would naturally be inclined to use a buoyant tax such as income tax, which 
rises imperceptibly, to finance an expansion of services without considering the economic 
benefits of reducing income tax rates or raising allowances. This would weaken the 
Government’s capacity to manage the economy as a whole and cut across broader fiscal policy objectives.
3.32 For all these reasons the Government is not prepared to introduce a local income tax.

The way forward: a community charge
M S B E E *  alternatives considered so far, only a local sales tax would meet the first condition 
specified in paragraph 3.12 — that a tax to promote accountability should be paid by all those who 
are eligible to vote in local elections. But sales tax fails the second test - of bringing home to 
voters the cost of local authority spending. The other options considered fail both tests.

search for the best local tax has been an attempt to reconcile conflicting objectives - 
the redistributive principle” and the “beneficial principle”. It is clear that no tax could satisfy 
both aims simultaneously, and that, with the structure of local government in this country, only 
rates or a tax on residence are technically capable of being applied at the local level in a way that 
i/®?3™  Í9.'0cal accountability. Of the two, rates are far less satisfactory. They are no better 

related to ability to pay than a flat-rate charge would be, as Annex F shows, and they are less well 
related to use of local authority services which now more closely reflects the number of people in 
a nouseho d than the value of the property occupied. Furthermore they fall on a narrow section of the local voting population.



3.35 The Government therefore proposes to introduce a new flat rate charge - a community 
charge - for local services, payable at the same rate by all the adult residents of a local authority. 
Such a charge would be more perceptible than rates. Each local authority would determine the 
level of its own community charge. All adult residents would be liable to pay, not just 
householders. If each local authority is to be accountable to those who have to pay /or its 
expenditure, clear and comprehensible price signals must be given to all local taxpayers. A  
community charge will achieve this, for all local residents will face similar bills.
3.36 Moving from rates to a flat-rate community charge would mark a major change in the 
direction of local government finance back to the notion of charging for local authority services. 
Chapter 7 outlines the Government’s approach to increasing income from charges for those 
services where it is possible to levy specific charges, and where people have a genuine choice of 
whether to use the service or not. But although there is scope for extending user charging, most 
local authority spending will inevitably not be financed by such charges. For this large element of 
local spending, a community charge would provide a closer reflection of the benefit from m o d e m  
people-based services than a property tax. Like the rates, it would of course need to be rebated for 
those with low incomes.
3.37 As Figure 11 shows, the community charge performs no worse than rates in relation to 
ability to pay. At the very lowest income levels, poor people would face lower average bills with a 
full community charge than with domestic rates.

Figure 11: [title]

Moreover, the bulk of local authority services will continue to be funded from national taxes or 
the non-domestic rate. In aggregate, therefore, people with high incomes will be paying tor a 
much larger share of local services than those on low incomes.
3.38 “Alternatives to Domestic Rates” concluded that a flat-rate charge payable by all adults 
would meet all the technical criteria descibed in paragraph 3.7. It would be capable of producing 
a yield equivalent to that of rates, would be suitable for all tiers of local government, and would 
be conducive to proper financial control. But in the White Paper, the option of introducing such 
a tax was rejected. The major objections put forward were operational:

“ the tax would be hard to enforce. If the electoral register were used as the basis for 
liability it could be seen as a tax on the right to vote. A  new register would therefore be 
needed, but this would make the tax expensive to run and complicated, particularly if it 
incorporated a rebate scheme.”

Operational issues are considered briefly below and in more detail in Annex G. They are not 
insuperable. In view of the overriding importance of increasing local accountability through the 
introduction of a community charge these problems must now be tackled.

Transition
3.39 The move from rates to a community charge will inevitably affect the personal finances of 
households since single-adult households gain at the expense of multi-adult households. The 
Government considers that the change should be made gradually by introducing the community 
charge initially at a low level. In the first year of the new scheme rates would be reduced - by, say, 
an amount equivalent to the yield of a £50 per adult community charge. That would mean that 
the overall position of the average two-adult household would be broadly unaffected: their rates 
would go down by about £100, but they would have to pay an additional £100 - £50 per adult - m  
community charges. In some authorities where rate bills are low, a £100 reduction m  rates would 
be a large proportionate reduction. In other authorities, mainly in London and South East 
England where some authorities have domestic rate bills in excess of £500 per adult - over £10UU 
a year for a two-adult household - it would be a much smaller proportionate cut and rates would 
continue to meet a large part of the local tax bill. All those paying local taxes for the first Lirne 
would however face a similar bill, and there would be a similar cash reductions in rate bills 
across the country. A n d  in all areas single householders would pay less, and households with 
more than two adults would pay more, towards the cost of local services.



3.40 In subsequent years any additional local revenue would be raised through the community 
charge. That would ensure that the cost of extra spending would be met in full by all local 
residents. There would remain, however, in all authorities some residual rate burden. It would be 
possible to freeze this sum, and leave it frozen until it constituted a sufficiently small proportion 
of the total local tax bill to be wound up. But that would mean that rates would continue well in 
to the 21st century. The Government’s objective is to replace domestic rates entirely within a 
reasonable timescale.
3.41 But people will need time to adjust. It is reasonable to expect domestic rates to have been 
phased out completely within 10 years of the introduction of the new system. In order to achieve 
this it will be necessary to require periodic transfers from rates to the community charge. In 
Scotland and Wales, and in parts of England where rate bills are not high it will be possible to 
move relatively quickly. But in parts of England where there are higher rate bills a longer period 
of adjustment will be necessary. This will mean that rates will disappear in some areas before 
others. Separate arrangements could be made for the transition in Scotland and Wales.
Operational issues
3.42 As paragraph 3.40 made clear, the previous examination of alternative local taxes 
concluded that the major objections to a new flat-rate charge were operational. The Government 
recognises that there would be problems in any move away from a tax on property to a personal 
tax. This would of course apply just as much to local income tax, for example, as to the 
community charge. Residence would have to be defined and people would have to be registered 
for the tax. Since the tax is not a tax on the right to vote - and would be paid by people such as 
foreigners who do not have the right to vote in U K  elections but who would benefit from local 
services - the Government proposes that there should be a separate register for this purpose. A  
separate register would also be necessary because, unlike the electoral register, the new 
community charge register would be a “rolling register” - people would register or deregister 
when they changed their main or only residence. The additional administrative and enforcement 
costs of the new tax would be to some extent offset as the costs of running the domestic rating 
system, in particular the operations of the Valuation Office, were reduced. There would be no 
need for complex revaluations if rates in many authorities were to disappear within a relatively 
short period of years. A n  outline of the basis on which the community charge might be 
administered is given in Annex G.
3.43 There would inevitably be less than 100% compliance with the community charge, as with 
all taxes. However local authorities would have a variety of resources at their disposal. They 
would be able to draw on local records including the electoral register for names and addresses of 
residents, and to supplement this information with a personal canvass of households in order to 
compile the new register. These measures could be backed up by checks on those using local 
services. Local authorities would have every incentive to compile an accurate register to 
maximise the yield of the community charge. It would probably be necessary to make the 
deliberate failure by a head of household to register someone resident in his house a criminal 
offence (as is the case already for the electoral register); but it should be necessary to prosecute 
only in extreme cases. Once a person is registered his liability to pay the charge will be enforced 
in the same way as rates are now.
3.44 Domestic rates can bear harshly on households with low incomes, in particular single 
householders occupying a family home. Rates rebates, now part of housing benefit, were 
introduced to help such households. The Government considers that it would be better for there 
to be an explicit income support scheme operated through the social security system than to 
obscure the true cost of the local contribution to services by, for example, having a lower level of 
charge for those with low incomes. Either approach would require a test of income. Direct 
income support would be the most efficient way of helping the poor without distorting the 
signals to the majority of taxpayers who do not require special assistance.
3.45 The community charge would have a different impact from domestic rates because it 
would reflect the size of the household. The Government would therefore have to consider how 
best to provide support for those on low incomes. The new housing benefit scheme set out in the 
White Paper on social security provides help with domestic rates to low income householders 
but requires eveiy household to make a minimum contribution towards them. One option 
would be to modify the present scheme to apply to the non-householders who will be liable to the 
community charge. This is discussed in Annex G. Other options might be based on 
modifications of the main income related social security benefits - income support and family 
credit. Whatever method may be adopted, the provision of help to low income households 
should not impair the key objective of the new community charge - to enhance the 
accountability of local authorities to their electors.



3.46 In conjunction with the new treatment of non-domestic rates and the new grant 
arrangements discussed in Chapter 4, the community charge would introduce new pressures for 
financial responsibility which are absent under existing domestic tax arrangements and lead to a 
healthier climate for local accountability.



* Chapter 4: Grants to local authorities
4.1 Chapters 2 and 3 set out proposals for major changes to the way in which non-domestic 
rates are paid, and for a new system of local domestic taxation designed to increase local 
accountability. In 1984/85 about 28% of the cost of providing local authority services in England 
was met by non-domestic ratepayers. A  further 23% came from domestic rates. But the largest 
contribution to local government expenditure, 49%, or £ll.9bn was provided by national 
taxpayers as central Government grants. The bulk of this - £8.4bn in 1984/85 - takes the form of 
?no?/ocgrant m  SUPP01} of local government expenditure generally. Of the remainder, £2.8bn in 
1984/85 was accounted by grants in aid of specific services and £0.7bn by domestic rate relief 
grant (see Annex B). Grants are administered separately in Wales and Scotland, where 
respectively 67% and 54% of expenditure was met by grant in 1984/85.

Grants and local accountability
The Government intends that grants should continue to play an important part in the local 

government finance system. It is essential, therefore, that they should contribute towards the 
Government s overall objective of increasing local accountability which is central to the 
proposals in this Green Paper. The present grant arrangements do not meet this requirement.
4.3 Under the local taxation proposals set out in Chapter 3, all adults living in an area will be 
helping to pay for the services that are being provided, as well as having the chance to vote for 
tnem. m  addition to bringing the tax base more closely into line with the electorate, however the 
new arangements must also ensure that taxpayers can see a clear link between changes in their 
authority s expenditure and the corresponding changes in local tax bills. The grant system must 
operate m  a way that enables local residents to see the extent of the support that is being 
provided. In addition, it must not obscure the spending behaviour of their authority by 
distorting the relationship between expenditure and taxes at the margin. A n d  it must be stable- 
otherwise changes in grant entitlements within and between years will prevent local residents 
trom seeing the link between their authority’s spending and their local tax bills.
4.4 This chapter examines the development of Government grants and their place in the local 
government finance system and sets out proposals for reforming the grant arrangements to meet the objective of improved accountability.

W h y  do we have grant?
4.5 Grant systems for local authorities have grown up because, although it is important for the 
p oper functioning of local government for it to have its own sources of income, successive 
Governments have taken the view that it would not be appropriate to expect the whole cost of 
providing local authority services in each area to be met solely by the local taxpayers of that area. I 
l his reflects a continuing policy that services that are national in character, such as education, or 
of national importance, such as the police, should be provided to an acceptable standard 
country-wide whether or not the taxpayers of particular areas can afford to pay for them. Over 
m e  last to 30 years, Government grant systems have sought to achieve this objective by three 
aitterent 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 national taxation.

(i) Equalising needs
4.6 Some authorities inevitably face much greater calls on their services than others. The
proportion of the population which is of school age, for example, varies widely across the 
M S M l M  and secondary schoolchildren make up 17% of the population in Knowsley but 
only 9 %  in Richmond. At the other end of the age scale, the proportion of pensioners living alone 
ranges from 46% in Westminster to 28% in Harrow. 6
4.7 It also costs more to educate a child or provide support for an old person in some parts of 
the country than m  others. One reason is the nature of the area. Thinly populated areas face 
higher transport costs, for example. A n d  other factors can also have a big impact - like the extra 
cost of educating children whose first language is not English. Authorities in London face higher 
wage bills as a result of the need to pay their staffLondon Weighting.

an authprity has a concentration of needy people, or is faced with higher costs, it 
would be unreasonable to leave the entire financial burden to be met locally. To do so would 
mean that local residents would have to pay higher levels of local taxation than those in other 
authorities for an acceptable standard of service.



(ii) Equalising resources
4.9 Under the present local government finance arrangements, the taxable capacity of loca^^ 
authorities is measured in terms of rateable value per head of population. This varies greatly 
from authority to authority, largely as a result of the concentrations of industrial and commercial 
property in particular areas. Block grant is used to compensate authorities with low rateable 
values in relation to their populations. If they had to finance their services wholly from local 
taxation, such authorities would have to levy much higher tax rates than other authorities.

(iii) National taxation
4.10 In principle, the combined effect of equalising both needs and resources is to enable all 
authorities to finance a comparable level of service for the same rate in the £. But, in addition, to 
the equalisation process, successive Governments have also provided general grant support for 
local authority expenditure. This is because they have taken the view that the burden of such 
expenditure should not be borne by local taxpayers alone. This view rests on two considerations: 
first, the wider “national dimension” of some of the main services which local authorities 
provide; and, second, the fact that domestic rates are not a tax which can bear the full weight of 
local authority expenditure, since they are not related to ability to pay. In these circumstances, if 
local services were met entirely out of local taxation, those on low incomes would bear a much 
heavier burden than was justified and this could inhibit the provision of satisfactory standards of 
service in some authorities. Providing Exchequer grants to local authorities avoids this problem. 
The same considerations will apply to the proposed community charge which is also not related 
to ability to pay.

The origin of grants to local government
4.11 Sizeable grants began to be paid in the latter part of the nineteenth century to encourage 
different areas to provide services of a consistent standard. At first this was achieved largely 
through specific grants. Some specific grants remain: these are considered separately in 
paragraphs 4.44 to 4.49 below. But gradually the main form of Exchequer support began to take 
the form of unhypothecated grants, paid towards local authority spending generally. This chapter 
is concerned mainly with those grants.
4.12 Since 1958, all unhypothecated grant systems have contained elements designed to . 
equalise local authorities’ needs and resources. Until 1981/82 the two tasks were carried out by 
separate elements of the grant; since then, in England and Wales, they have been undertaken as 
part of the single calculation of block grant.

Before block grant
4.13 The grant system in force in England and Wales between 1974/75 and 1980/81 had a 
number of serious drawbacks. T w o  in particular warrant discussion. The first concerns the 
method used to equalise resources: that is, to ensure that authorities could operate as if they had 
the same rateable value per head on which to raise their local contribution to expenditure. This 
involved the Exchequer in effect standing in as an extra ratepayer in authorities with rateable 
resources below a given level, and paying whatever rate in the £ the authority levied on a 
fictional property with a rateable value equal to the shortfall in the total rateable value of the 
authority. This meant that the amount of resources grant an authority received rose in line with 
the rate poundage it levied. The more an authority chose to spend, the more grant it received 
from its central Government “ratepayer”. A n d  because the grant pool was fixed, authorities, by 
increasing their own entitlements, pre-empted grant from other authorities.
4.14 The second problem concerned the calculation of needs grant to compensate authorities 
for unavoidable differences in their spending per head (see paragraphs 4.6-4.8 above). This 
involved using the statistical technique of multiple regression analysis to select and weight social 
and economic indicators which correlated with the broad pattern of actual local authority 
expenditure. It is true that under this arrangement individual authorities could not influence the 
amount of needs grant they received by their spending behaviour. But the calculation could be 
affected if a group of authorities with similar characteristics spent more. For example, if the 
majority of urban authorities chose to increase their spending, this would be interpreted by the 
regression analysis as evidence of greater need to spend in these authorities whether or not their 
real underlying spending needs were correctly reflected in their actual expenditure levels/



Block grant
4.15 Block grant, introduced in England and Wales in 1981/82, was an attempt to devise a 
system that would be fairer and more accessible in these respects than the arrangements it 
replaced. It shares the objective of its predecessor of equalising authorities’ expenditure needs 
and rateable resources so as to enable all authorities to provide a comparable level of service for 
the same rate in the £. But it succeeds in offering a system for supporting local authority spending 
which is conceptually much more logical and defensible than any previous arrangements. Annex 
B explains in more detail how it works in England. It also applies in Wales, where there are some 
operational differences. Despite the improvements of block grant, its basic structure still reflects 
earlier arrangements, so that it shares some of their defects. These are discussed below.

(i) Calculating block grant
4.16 A n  authority’s entitlement to block grant depends on its needs, as measured by its grant 
related expenditure assessment (GRE), its resources, as measured by rateable value, and its 
actual spending. The calculation, which is described in detail in Annex B, is complicated and 
difficult for non-experts to understand. Moreover, the method of calculation means that grant 
entitlements can change both between and within years. This volatility in grant entitlements 
weakens the link between changes in spending and local taxes levied.
4.17 Between years, individual authorities’ share of the total of block grant can alter as a result 
of changes in their needs assessments, their rateable resources, or their spending. However, 
expenditure changes are under the authority’s control and movements in rateable value are 
generally predictable. The main source of volatility in practice has been GREs. Although it was 
hoped that G R E s  would be more stable than the previous system of needs assessment, this hope 
has not been realised in practice. Annual changes in methodology and data, as well as changes in 
the overall distribution between services, have resulted in sharp changes in the G R E s  of 
individual authorities. This has led to uncertainty over grant income and has tended to mask the 
impact of changes in actual expenditure.
4.18 A n  authority’s grant entitlement can also vary within a year. This is an inevitable 
consequence of a system where grant is based on actual expenditure and where the o verall grant 
provision is cash limited, individual authorities’ grant claims - based upon their spending 
decisions - have to be adjusted so that in total they correspond to the total amount of grant 
available for distribution. This means that an authority’s grant will change not only because of its 
own spending, but also because of the combined effects of the spending decisions of all other 
authorities. Grant entitlements will also change as better estimates of spending become 
available. Final grant determinations cannot be made until audited outturn expenditure for the 
year is known - at least 18 months after the end of the financial year. Mid-year G R E  changes 
have been a further cause of within-year grant volatility. G R E s  have been re-determined during 
the course of the year to correct data errors and to revise certain estimated items in the light of 
later information. All this means that an authority’s grant entitlement could change as much as 4 
times between provisional notification in the December preceding the financial year and the 
final closing of the books 3 years later.

(ii) Resources equalisation
4.19 The way in which resources equalisation is undertaken within block grant also reflects 
earlier arrangements, although differences in rateable resources are now equalised more fully 
through the grant system. Grant, which would otherwise go to authorities with high rateable 
values per head of population is, in effect, transferred to those with low rateable values. This 
means that between different parts of the country there are substantial transfers of resources 
which are concealed within the grant system. Fig 11 shows, as an example, estimates of the scale 
of transfers involved between the various English regions: in total, some £ 1030m is being 
transferred through the grant system from Southern and Eastern England to the rest of the 
country, and the relative scale of transfers to and from individual authorities is even greater. 
Such transfers are justified within the terms of the existing system. But what cannot be justified is 
that substantial transfers - which directly increase or decrease the cost to ratepayers of local 
authority services - are hidden from view in the complexities of the grant system.



Figure 12: Inter-regional transfers through resources equalisation (England 1984/85).

4.20 In addition, the present system of resources equalisation is providing a subsidy to 
individual domestic ratepayers in different parts of the country in a way which bears no 
consistent relationship with ability to pay.
4.21 At present local authorities have the power to raise taxes from both the domestic sector 
and the non-domestic sector. Resources equalisation attempts to compensate for differences in 
the combined resources of both sectors measured in terms of the rateable value per head of 
population. Differences in authorities’ rateable resources may reflect differences in the size and 
composition of the property base (for example, an authority with a major concentration of 
commercial property in an urban area is likely to have higher rateable resources per head of 
population than a sparsely-populated rural area) or the general level of rateable values of 
property in each area, or a combination of the two. The biggest cause of variations in rateable 
resources is differences in the size of the non-domestic sector.
4.22 The effect of equalising rate poundages is that in those authorities where average domestic 
rateable values are low, the tax bills on individual properties are lower than the tax bills on 
comparable properties in authorities with high average rateable values. This might not be 
considered unreasonable if rateable values bore a reasonable relationship to the ability of 
householders to pay. But the problems involved in assessing rateable values mean that it is 
unlikely that even within local authorities they will correctly reflect differences in the value of 
individual properties. Moreover, between different local authorities, the rateable values of 
comparable properties vary much more than the ability of their occupants to pay. Annex F 
demonstrates for any level of household income the wide range of rateable values which exist 
both within and between authorities. The rateable value of a good quality detached 4 bedroomed 
house in a good area in Carlisle is likely to be in the region of £330, while in Luton it is likely to 
be £580.
4.23 Figure 13 which compares average rateable values and average incomes for each of the 
English regions, gives an indication of the extent to which variations in rateable values between 
areas greatly exaggerate variations in ability to pay. The problem is even greater for individual 
households where rateable values may vary by a factor of up to 8 for households with similar 
incomes.

Figure 13: Average domestic rateable values and average incomes in English regions

4.24 Resources equalisation therefore heavily subsidises the cost of local authority services to 
all domestic ratepayers in authorities where domestic rateable values are low. This is the logical 
consequence of rate poundage equalisation with a property tax. But in terms of what people pay 
and the services they get it makes little sense. For a comparable standard of service, the occupant 
of the 4 bedroomed detached house in Carlisle would pay £550 a year, while his counterpart in 
Luton would pay £970.
4.25 Not only is the justification for this situation weak in terms of ability to pay, but people 
whose bills for local authority services are being substantially subsidised, especially at the 
margin, have less incentive to be concerned about how much their local authority spends and 
whether services are provided efficiently. This m a y  explain the prevalence of higher spending in 
low rateable value areas.



^iii) Grant related expenditure assessments
4.26 Block grant’s method of equalising needs is based on grant-related expenditure 
assessments (GREs). These use objective factors to assess the relative cost of providing a similar 
standard of service in different parts of the country. Instead of relying, as the previous system 
had, on general social and economic indicators to measure differences in what local authorities 
need to spend, the G R E s  are built up on a service-by-service basis using a client group/unit cost 
approach. For example, the main factor which determines the need for education spending is the 
number of schoolchildren; spending on road maintenance 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 entitled to free school meals, and the amount of traffic carried by 
different types of road.
4.27 This approach makes it possible to see how G R E s  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 G R E s  over-complicated by introducing 
new factors and by continual refinement. This leads to instability.

Objectives and principles of a new grant system
4.28 The earlier part of this chapter has explained why grants to local authorities have 
developed, and the form they have taken. It has shown that block grant is an advance on the 
systems that went before, but that shortcomings still exist: it is still highly complex and difficult 
to understand, both for authorities and ratepayers; it is unstable; and it distorts and obscures the 
relationship between changes in expenditure and changes in local taxes.
4.29 It is clear that the grant system must be reformed if it is to contribute towards improved local accountability.
—  It should be as simple as possible in its manner of operation, so that it can be understood 

by residents as well as local authority experts.
It should be stable. Local authorities should have greater certainty in their grant 
entitlements, both within and between years.

—  It should enable local taxpayers to see a direct link between changes in authorities’ 
spending and increases or reductions in local tax bills.

4.30 The Gçyemment also remains cçmmitted to the principle of evening out the amount 
which authorities need to spend to provide a reasonable standard of service. Whatever form of 
local taxation is in force, it would be unreasonable to leave people in high need areas to bear a 
heavier burden than people in low need areas in order to provide the same standard of service.
4*31 The proposed changes in the non-domestic and domestic tax arrangements do, however, 
have a bearing on the approach to be adopted in equalising authorities’ taxable resources. The 
m a m  cause of present variations in authorities’ resources is the uneven distribution of 
non-domestic rateable values across the country. This would be eliminated by the proposal in 
Chapter 2 to pool the proceeds of the non-domestic rate and redistribute them to all authorities 
as a c o m m o n  amount per adult. The proposal to replace domestic rates with a flat-rate 
community charge levied on all adults similarly removes the variations in authorities’ domestic 
taxable resources. As indicated in Chapter 3, an element of domestic rates would still be present 
during the transitional period introducing the new community charge. But its significance would 
be much smaller than at present and would steadily decline. These issues are discussed in more detail in Annex H.
4.32 The Government has therefore concluded that under the proposed new taxation 
arrangements resources equalisation through the grant system would no longer be necessary. 
Ending resources equalisation would achieve two important objectives when combined with the 
equalisation of spending needs and the replacement of rates with a community charge:

it would ensure that domestic taxpayers throughout the country would pay the same bill 
for spending at the level of assessed need;
it would remove a major distorting factor in the relationship between m a r ginal changes 
m  expenditure and local tax bills, and thus further enhance accountability.

4.33 The new tax arrangements would, in addition, mean that the domestic rate relief grant 
would no longer be required. The proposal that non-domestic and domestic taxpayers should be 
taxed on quite separate and different bases means that a special discount for domestic ratepayers becomes unnecessary.



The Government’s proposals
4.34 The Government therefore proposes a grant system with just two main elements:

i. needs 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 additional contribution from national taxation towards the 
cost of local services.

The sum of needs and standard grant would be determined annually as a matter of policy by the 
Government as is the case now.
4.35 The needs grant would represent the first call on the total amount of grant available after 
deduction of specific grants. It would be distributed so as to compensate fully for differences 
between authorities in the assessed cost per adult of providing a reasonable standard of 
service— its expenditure needs assessment. The amount of needs grant payable to each authority 
would be fixed before the start of the financial year and would not be affected by what the 
authority actually spent.
4.36 Each authority’s expenditure needs assessment— which would correspond to the grant- 
related expenditure assessment in the present system— would be derived from a formula based 
primarily on the unit costs of providing services to different client groups, adjusted as necessary 
to take account of factors which legitimately cause variations in the need for and cost of 
providing services. This is the basis of the present GREs; but in view of their increasing 
complexity and instability, the Government intends to review the existing formula before the 
grant system comes into operation, with a view to making it less complex and more stable. The 
detailed operation of the needs grant and the basis on which G R E s  might be reformed is set out 
in Annex H.
4.37 The remainder of the grant total after deduction of the needs grants would be distributed 
as standard grant. This would be paid as a c o m m o n  amount per adult to all authorities, so as to 
produce an equal reduction in the size of the community charge authorities need to levy to 
finance their spending. Like needs grant allocations, the amount of standard grant payable to 
each authority would be fixed at the start of the year and would not alter subsequently.

The operational principles of the new grant system
4.38 Under the proposals described in this Chapter and in Chapters 2 and 3 local authorities 
would receive income to finance their revenue expenditure (aside from any specific grants) from 
four main sources:
—  the non-domestic rate pool
—  standard grant
—  needs grant
—  the community charge.

Authorities would all receive the same amount of non-domestic rate income and standard grant 
per adult. Each authority’s needs grant would vary, depending upon the level of its assessed 
expenditure need per adult in relation to that of the authority with the lowest assessed need. But 
an authority’s income from each of these sources would be fixed at the start of the grant year and 
would not alter subsequently to reflect what it spent. Accordingly, the community charge would 
bear the full weight of any variations in an authority’s expenditure from the level of its assessed 
needs. In this way, local taxpayers would either carry the full cost of any increase in spending 
above the authority’s assessed needs or reap the full benefit of any expenditure savings. The 
consequences of their authority’s expenditure decisions would be clear.
4.39 Figure 13 shows how the grant system so far described would work. The three illustrative 
authorities all receive the same amount of standard grant and non-domestic rates per adult living 
in their areas. Authorities A  and B, each of which is spending at the level of its assessed need, 
levy the same average tax bills. The difference in the amount it costs the two authorities to 
provide a standard level of service is met entirely by additional needs grant. Authority C  can 
provide a standard level of service for the same cost as Authority B, and therefore receives the 
same amount of needs grant. But, in this example, it chooses to spend considerably more. The 
whole cost of this additional spending falls on local domestic taxpayers.



Figure 14: The grant system and local taxation

The effect on local tax bills
4.40 The Government’s proposals:

that there should be a grant under which all marginal changes in spending are met by local domestic taxpayers; J
that the proceeds of non-domestic rates should be pooled and allocated as a constant amount per adult to all authonties;
that there should be no other form of resources equalisation

would mean that some authorities would have to finance more of their spending from their 
domestic taxpayers than at present. In other areas the burden of domestic taxation would be less 
than it is now. L o w  spending authorities with high domestic rateable values would gain most. 
values8*5611̂ 11̂  aut^onties would lose, and so would authorities with low domestic rateable

4-41, .TJ e size of the changes would generally be small— for 90% of areas average local tax bills 
would change by less than £1 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 resulting from the gradual introduction of a community charge.
4‘4^ 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 m  some high-spending areas than they are in authorities that 
spend much less. But the Government is mindful of the fact that householders have taken on 
cc>mmitments on the basis of the present patterns of local taxation. It would be unreasonable to disrupt that pattern too severely or too quickly.
4.43 The Government therefore envisages that special arrangements would be introduced to 
avoid any significant shins m  the burden of local taxation between local authorities which would 
anse as a result of the reform of the grant arrangements and the pooling of the non-domestic rate. 
Changes in the balance of local taxation within a local authority, arising from the widening of the 
local tax base by the introduction of the community charge, would begin to feed through 
immediately. So would the effects of any increases in spending. But for the same level of 
spending under the new system the average level of an authority’s local tax bills would be virtually unchanged.
4.44 A  more detailed account of the impact of the new system and of the design of the special 
V ^ e s  CmentS 1S ®*Ven m  next Chapter. Chapters 8 and 9 discuss the position in Scotland and

Specific Grants
4.45 So far this chapter has been about the main system of unhypothecated grants towards local 
authority expenditure. But a significant proportion of Exchequer support is paid in the form of 
specific grants. These make up about 20% of the grant total, amounting to about £2.8 billion in 
1984/85. Police grant alone, which meets 50% of spending on the police service, cost about £ # m  
in England in 1984/85. Contributions towards local authority spending on home improvement 
grants in England amounted to about £ # m .  At the other end of the scale, •  grant was worth 
only £ # m ,  and that for •  only £•.
4.46 Specific grants take a number of forms. Some are paid towards capital expenditure, some 
towards current expenditures and some, like slum clearance subsidy, towards a combination of 
the two. Grant rates vary from • %  in the case of •  to # %  for •. 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.



4.47 There will remain a role for certain existing specific grants, such as that for police 
expenditure. There may also be a case for some new grants, in the education field, for example, in 
support of the Government’s objective of raising standards at all levels of ability. But, equally, 
extensive use of such grants could run counter to the approach set out in this Green Paper of 
local accountability and choice. A n d  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.
4.48 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:
—  to assist the delivery by local authorities of central Government policies of continuing 

national importance;
—  to give special encouragement for a limited period to expenditure on activities or services 

which fulfil a specific central Government objective;
—  to recompense local authorities for expenditure on activities carried out by them or other 

authorities at the request of central Government where there is limited or no local 
discretion over the expenditure incurred;

—  to assist in the financing of activities that are not adequately covered by the proposed 
needs assessments.

4.49 In the Government’s view, any existing or new specific grant must satisfy at least one of 
these criteria. But that would not, in itself, be sufficient to justify the continuation or 
introduction of a particular grant. It must be demonstrated, in addition, that the grant will 
provide good value for money for both the Government and local authorities, and that its 
administration will be purposeful and effective.
4.50 The Government would welcome comments on the principles set out above and, in the 
context of such principles, on particular specific grants which now exist or might usefully be 
introduced.

Summary
4.51 Paragraphs 4.28 to 4.33 above set out the objectives and principles which a new grant 
system should satisfy. The system outlined in this chapter would meet those requirements.
—  It would be inherently simpler than block grant or previous systems.
—  It would be stable. Authorities would know, before the year in question started, exactly 

how much grant they were going to receive. That figure would be fixed. A n d  grant 
entitlements should not vary so much between years.

—  Grant would fully compensate authorities for variations in need. But the cost of increases 
in spending or, the benefit of reduced spending, would fall entirely on local domestic 
taxpayers.

4.52 Ideally, the Government’s aim would be a system where tax bills could be the same in 
different parts of the country for a standard level of service. Adopted without amendment, 
however, such a system would mean sudden and substantial shifts between areas in the burden 
of local domestic taxation. The Government considers that such shifts are unacceptable, and 
evisages that special arrangements would be necessary to avoid excessive changes in average 
domestic tax bills for each local authority on introduction of the new system. This would mean 
that average tax bills in different authorities would continue to vary for a standard level of 
service. But it would still enable the change to the fairer distribution of domestic taxation within 
authorities resulting from the move to the community charge to take place. And it would still 
ensure that every £1 increase in local authority spending would be met entirely from the 
domestic taxpayers of the authority and every £1 saved would reduce the local tax burden by the 
same amount. The aim of ensuring that the grant system contributes to local accountability 
would be met.



Chapter 5: The combined effects of changes to local taxation and grant
5.1 Chapter 1 explained how the present Government’s efforts to constrain local government 
expenditure had revealed some serious underlying flaws in the present system of local 
government finance. These flaws weaken the accountability of authorities to local people, with 
the result that many electors are indifferent to how much their local council spends or are 
encouraged to vote for ever higher expenditure on services.
5.2 The Government intends to tackle the problem not by increased central control of local 
authority expenditure but by taking action to remedy the weaknesses in the present system which 
undermine local accountability. Accordingly, Chapter 2 set out proposals for limiting local 
authorities’ access to non-domestic rate poundages, by setting a uniform national non-domestic 
rate poundage, and redistributing the yield among all authorities as a c o m m o n  amount per adult. 
Chapter 3 described proposals for transferring the burden of local domestic taxation from rates 
to a flat-rate community charge levied on all adults resident in an authority’s area. Chapter 4 set 
out proposals for a new simplified grant system, consisting of a “lump sum” needs grant to 
compensate for differences in authorities’ assessed expenditure needs and a standard grant, 
which would be distributed as a c o m m o n  amount per adult to all authorities. In addition, there 
would be special arrangements to ensure that in the first year of the new system authorities’ 
income from grant and non-domestic rates would broadly be the same as under the old system.
5.3 These proposals are inter-related and together provide a comprehensive reform of the local 
government finance system, the main features of which are as follows:
—  the non-domestic ratepayer would still make the same overall contribution to aggregate 

local authority expenditure, but individual authorities would no longer be able to 
increase the rates paid by non-domestic ratepayers in their area so as to finance marginal 
increases in expenditure;

—  the local domestic tax arrangements would be fairer, all electors would make some 
contribution to the expenditure of their local authority and this contribution would be 
more closely related to their use of local services;

—  the grant system would be more stable and more conprehensible; the grant an authority 
received would no longer depend upon how much it spent and there would be no grant 
support for marginal spending; and the grant system —  in combination with the new tax 
arrangements —  would be designed to equalise tax bills for comparable levels of service 
rather than rate poundages, which at present cause significant disparities between tax 
bills between areas;

—  the combined effect of the tax and grant reforms would be to ensure that the full costs or 
benefits of increases or savings in expenditure accrued to local domestic taxpayers; with 
the widening of the tax base and the much more understandable relationship between 
spending and tax demands, this would greatly improve the accountabilty of local 
authorities to their electors.

5.4 These reforms will have important distributional consequences, affecting the finances both 
of local authorities and of households and individuals. This chapter explains in general terms 
what those are likely to be and describes how the reforms might be phased in over a transitional 
period so as to keep their distributional effects within reasonable and tolerable limits. It is chiefly 
concerned with England; Scotland and Wales are discussed in Chapter 8 and Chapter 9. Annex J 
describes the distributional effects in greater detail.
5.5 This Chapter and Annex J describe the pattern of changes arising from the proposed 
reforms for local authorities and for households. The modelling assumptions include actual local 
authority spending in 1984/85; Family Expenditure Survey data for 1980 to 1983 combined and 
repriced to a c o m m o n  1984/85 level; full implementation of the proposals contained in the 
White Paper “Reform of Social Security” (Cmnd 9691) before the new arrangements come into 
operation; and an unchanged overall contribution from national taxpayers, non-domestic 
ratepayers, and local domestic taxpayers towards local authority spending. The assumptions are 
purely illustrative and simply show the effects of the measures proposed in the Green Paper, had 
they been in place in 1984/85.



The effects on local authorities
5.6 Local authority income would be affected by two aspects of the proposals: the national 
pooling and redistribution on a per adult basis of the income from non-domestic rates; and the 
ending of resources equalisation. The effects of these proposals on individual local authorities 
would be determined by the level of their expenditure in relation to their grant-related 
expenditure and the size of their rateable values per head of population.
5.7 T w o  types of local authority would gain extra income from the non-domestic rate and grant 
proposals.

i. Low-spending authorities. Authorities spending at a low level in relation to their G R E s  
will be levying non-domestic rates below the national average and will thus get a 
below-average yield from their non-domestic ratepayers. National redistribution of the 
total yield of non-domestic rates as a c o m m o n  amount per adult (as proposed in Chapter 
2) would increase the amount of non-domestic rate income going to these authorities.

ii. Authorities with high domestic rateable values. At present, the block grant system 
equalises differences in the rateable resources of authorities; grant is in effect transferred 
from authorities with high rateable values to those with low rateable values. The 
discontinuation of this process means that authorities with high rateable resources —  
which generally have high rate bills at present —  would retain a larger proportion of their 
grant than hitherto.. Since non-domestic rates will now be dealt with separately, this effect 
will depend on the level of an authority’s domestic rateable values.

In practice most gaining authorities would tend to fall into both categories. They would be those 
which have fared worst under the present system, facing disproportionately high rate bills for a 
relatively low level of spending.

5.8 Conversely, two types of local authority would experience a reduction in their non
domestic rate anid grant income as a result of the proposed reforms.

i. High spending authorities. The limitation of non-domestic rate poundages and the 
pooling and redistribution of non-domestic rate income would mean a reduction in 
revenue to authorities spending above the level of their G R E  and currently levying an 
above-average non-domestic rate poundage.

ii. Authorities with low domestic rateable values. Just as authorities with high domestic: 
rateable values gain from the discontinuation of resource equalisation, so authorities 
with low domestic rateable values lose.

As with the gaining authorities, most of those losing would tend to lose on both counts. They 
would be those which have fared best under the present system, with disproportionately low rate 
bills for relatively high levels of spending.
5.9 O n  the basis of 1984/85 data, the number of authorities in England likely to gain extra 
income from the grant and non-domestic rate proposals would be in the region of •, some • %  
of all authorities. Most of these authorities would be in southern, eastern and central England, 
where spending in relation to G R E  is generally low and rateable values relatively high. 
Authorities which stand to lose grant and non-domestic rate income number some •, • %  of the 
total. Most of these would be in northern England where spending in relation to G R E  tends to be 
high and rateable values are relatively low.
5.10 The effects of the proposals in London are different. Total rateable values per head of 
population in many London authorities are substantially above rateable values elsewhere. This 
advantage would normally be offset by a reduction in grant under the “resource equalisation” 
principle. Successive grant regimes have however protected London from the consequences of 
full resource equalisation by allowing its authorities to retain a significant proportion of its 
resource advantage over other authorities, primarily to moderate the very high rate bills which 
would otherwise occur. Because resource equalisation has always been limited for London, its 
high resource authorities stand to gain relatively little in grant terms from the complete abolition 
of domestic resource equalisation. But many London authorities, particularly in inner London, 
are spending very significantly above the level of their GREs. They therefore stand to lose 
substantial amounts of revenue from the proposal to pool and redistribute non-domestic rate 
income. The combined effect would be significant reductions in non-domestic rate income for 
many London authorities which are only partially offset by grant.



5.11 The proposal to move the burden of local domestic taxation from rates to community 
charge means that domestic tax bills in London would no longer be inflated by high rateable 
values. There would therefore in principle no longer be any case for affording London any special 
resource advantage over other authorities. In the case of non-domestic rates, the proposed 
revaluation will ensure fair treatment for all non-domestic ratepayers across the country, 
although the need for some transitional arrangements in introducing both the new values and the 
new non-domestic rating system is recognised.

Moderating the effects on local authority areas
5.12 Changes in the non-local income —  i.e. non-domestic rate income and grant —  of local 
authorities would inevitably affect the burden falling on their local domestic taxpayers. If an 
authority’s total income from grants and non-domestic rates goes down average domestic tax 
bills would have to be higher to finance any given level of expenditure, and vice versa. In a 
number of authorities these changes would be likely to be significant.
5.13 The Government believes that such changes are too disruptive in their likely effects on the 
personal finances of local taxpayers. It therefore proposes that there should be a “safety net” 
system of adjustments to the grant and non-domestic rate income of authorities, so as to preserve 
their income from these sources after the introduction of the new system at broadly the same 
level as under the present grant and taxation arrangements. This would amount to a 
self-financing pooling arrangement.
5.14 The arrangement would generally provide local domestic taxpayers with full protection 
from the distributional effects of the grant and non-domestic rate proposals in the first year of the 
new system. After the first year of the new system the adjustments would be frozen in cash terms 
for subsequent years.
5.15 In preserving the initial entitlement to grant and non-domestic rate income, the 
Government has no intention of validating excessive rate increases or any increases in 
expenditure which are not compatible with its public expenditure plans which occur between the 
publication of this Green Paper and the introduction of the new system. In determing the level at 
which grant and non-domestic rate income is to be preserved by the pooling adjustments, the 
Government would take account of authorities’ expenditure and rating behaviour in the 
remaining years of the existing system.

The effects on households and tax units
5.16 If the level of local authorities’ grant and non-domestic rate income is held constant in the 
changeover from the present local government finance system to a new system, the position of 
households and individuals will initially depend solely on the change in the domestic taxation 
arrangements described in Chapter 3. Since an authority’s grant and non-domestic rate income 
will be preserved, the total amount of revenue to be raised from its domestic taxpayers will 
remain unchanged for any given level of expenditure. But the distribution of that burden between 
the authority’s taxpayers will change as a result of the new domestic taxation arrangements.
5.17 Since the key objectives of the new arrangements include broadening the local tax base to 
include all adults and moving towards a situation where all local taxpayers pay a flat-rate charge 
for local services, the effects of this redistribution of the local domestic tax burden would affect 
both households and tax units —  that is couples or single people.
5.18 Within a local authority area the proposals would affect households in two different ways.
—  According to the size and composition of the household. In general, single person 

households would benefit from the replacement of a tax on property by a tax on people, 
and households with three or more adults would lose.

—  According to the rateable value of the household property relative to that of other domestic 
properties in the authority’s area. For any given household type relatively high rateable 
value households would benefit more from the gradual move away from using property 
values as the basis of local taxation, while those in low rateable value properties would 
take a bigger share of the financing of local services. This effect would occur both across 
precepting authority areas and within rating authorities.



5-19 A m o n g  tax units, the principal redistributive effect would be between householder tax 
units and non-householder tax units, ie between those who are currently liable to pay rates and 
those who are not. The main beneficiaries would tend to be single-person householders and the 
m a m  losers would be young single adults who at present are not householders and are not liable to pay rates.
5.20 Chapter 3, however, made it clear that the Government recognises that people would need 
time to adjust their personal finances to cope with the new community charge. It therefore 
proposed (paragraphs 3.39 to 3.41) that there should be a ten-year transitional period during 
which rates would be phased out and progressively replaced by the community charge The 
distributional effects of this process on households and tax units can therefore be considered at two stages:

i. the effects in the first year of transition, with the community charge introduced at £50 per 
adult and the rest of local domestic tax revenue raised from rates;

ii. the effects when rates have been completely replaced by the community charge.
These effects are shown in detail in Annex J; the main points are summarised below.

(i) Effects in the first year of transition
5.21 A  modest move towards the community charge of £50 per adult in the first year would 
produce very small distributive effects in the total local tax burden. The typical two-adult 
o S r L  would on average tend to face no significant change in their total local tax bill Over 
80% of households would gain or lose less than £1 a week and for 94% the changes would 
represent less than 1% of net household income.
5.22 The picture would be much the same for tax units. Almost 90% of them would gain or lose 
less than £1 a week and for 98% the changes would represent less than 2 %  of net income. The 
m a m  losers would be non-householder tax units who would become liable to pay local taxes for 
the first time, the majority of w h o m  are single adults in the 18-24 age group. This is the expected 
and proper consequence of widening the tax base to include all adults.

(ii) Effects of the complete replacement of rates by a community charge
5.23 The distributional effects of completely replacing rates by a community charge accentuate 
the scale of changes which would occur in first year of transition. Nevertheless, the changes would still be relatively small for most people.
5.24 Just over half of all households would be better off with a community charge instead of 
rates, but three quarters of all household gains and losses would be less than £1 a week. A m o n g  
tax units, the main effect would be a shift in the burden from householder tax units to 
non-householder tax units. The main gainers would be single adult households, primarily 
one-parent families and pensioners, while the main losers would again be young single adults 
because they would become liable to pay local tax for the first time. Overall, 52% of tax units 
would lose and 48% would gain; but over 70% of gains and losses would be less than £2 a week.

Interaction with the social security system
5.25 The proposals for replacing rates with a community charge interact with the social security 
system in two different ways.
—  Because the local domestic tax base will be widened beyond householders, more people 

will become eligible for housing benefit although the scale of support needed for existing 
ratepayers will be reduced. This will have cost implications, both in terms of additional 
benefit paid and increased workload for local authorities administering the benefit 
scheme.

—  The effect on householders in receipt of housing benefit needs to be seen in the context of 
the proposal in “Reform of Social Security” (Cmnd 9691) that all benefit recipients 
should pay at least 20% of their local domestic tax bill.



5.2.6 The full replacement of domestic rates by the community charge would lead to an 
estimated increase in housing benefit caseload in Great Britain of about 17% but an increase in 
cost of only 4%. However, with the proposed transition over a number of years, these increases 
would build up gradually. Otherwise, the interaction between the two sets of proposals is very 
limited. The proposals in C m n d  9691 redistribute income support among low income 
households, generally in favour of families with children. The local taxation proposals described 
in this Green Paper involve a switch in local tax burden from householders to non-householders 
and affect all income groups. The effects are discussed in more detail in Annex J.

Limitation of local domestic tax bills
5.27 The new grant and taxation proposals should considerably improve the accountability of 
local authorities to their electors for their expenditure and taxation decisions. The reasons for 
increases in local taxes will be clearer. At the same time, if all local electors have to bear the full 
cost of marginal increases in their local authority’s expenditure, they will have a strong incentive 
to take a much keener interest in the levels of such expenditure and may be less inclined to 
tolerate large increases.
5.28 This increased accountability will only be fully achieved, however, once rates have been 
completely replaced by the community charge. In the early years of the transitional period the 
impact of the community charge on electors who are brought into the local tax net for the first 
time (on average such electors account for almost half of the electorate) would be modest. In 
order to ensure that local authorities do not take advantage of this situation by increasing their 
expenditure excessively during the transitional period, the Government proposes to retain a 
panel, similar to the selective rate-capping panel, to prevent irresponsible authorities from 
imposing excessive burdens on their taxpayers.

Summary
5.29 The proposals for reforming the non-domestic and domestic local taxation arrangements 
and the system of Government grants to local authorities are radical and far-reaching. Yet with 
the system of pooling adjustments for grant and non-domestic rate income described in this 
Chapter there would be no dramatic shifts of resources between local authority areas; and the 
proposed transitional mechanism for transferring the burden of domestic taxation from rates to 
a community charge would ensure no drastic effects on the income of households or individuals. 
The introduction of the new arrangements would therefore be neither sudden nor disruptive in 
its effects. Despite that they will ensure that the local tax burden will be more equitably shared 
between domestic taxpayers than at present and that local electors will have to bear the full cost 
of any increases in expenditure for which they vote. In short, they will close the gap between 
those who pay, use and vote for local services.



Chapter 6: Capital expenditure
6.1 This Green Paper has focussed so far on local authority revenue expenditure —  spending 
financed out of current income. But local authorities also spent more than £6bn in 1984/85 in 
England and Wales, some £120 per person, on capital expenditure. This includes the purchase 
and construction of new buildings, roads and other structures; major renovation and 
improvement works; the acquisition of land, vehicles, plant and equipment; and the making of 
grants and advances for similar purposes including mortgages. Figure 15 shows the capital 
expenditure of local authorities in England and Wales by service, by economic category, and by 
method of finance for the latest available year.

Figure 15: Local authority gross capital expenditure (England and Wales: 1984/85)

6.2 This chapter deals with the main system for controlling capital expenditure in England and 
Wales. There are separate systems for Scotland and for law and order services in England and 
Wales; there are no plans for major changes in those cases. The chapter looks at the 
Government’s objectives in controlling local authority capital expenditure and borrowing, and 
discusses why the main system now operating in England and Wales, like its predecessor, has 
failed to achieve those objectives. A  number of options for a new system are then reviewed.

The Government’s objectives
6.3 Because capital expenditure offers future as well as immediate benefits, local authorities are 
not necessarily expected to finance it, as they are revenue expenditure, from income in the year. 
A  large part of capital expenditure has always been financed out of borrowing. The m a x i m u m  
period within which local authorities are allowed to complete repayment of the loans is related to 
the expected life of the new asset. In this way, capital projects are paid for through their lifetime 
by those who benefit from them.
6.4 Any system of control has to take into account the financing practice of local authorities. 
Each authority operates a number of separate accounts, reflecting the various services for which 
it has responsibility. But it would be inefficient to manage the cash for each account separately, 
because that would mean that money was lying idle in one account while another account was 
having to pay interest on loans from outside the authority. So an authority manages its cash 
through a consolidated loans fund (CLF). Accounts with spare cash lend it to the CLF. Accounts 
in need of cash go to the C L F  to borrow. The treasurer, who runs the CLF, will make loans using 
cash lent internally to the C L F  as far as possible. If there is insufficient internal cash, he will look 
outside the authority, either to the Public Works Loan Board (PWLB), a Government-funded 
but independent body which lends only to local authorities, or to the money market. W h e n  
money which has been internally lent to the C L F  is required for its original purpose by the 
account which lent it, the C L F  may at that stage have to borrow externally to replace it. So the 
term “borrowing” can mean variously internal borrowing by service accounts from the CLF, or 
external borrowing by the C L F  from the P W L B  and the market.
6.5 Since such a large part of capital spending is financed by external borrowing, either initially 
or when internal loans are later converted, the Government has to be concerned not only with 
the level of spending, but also with the implications for the overall public sector borrowing 
requirement (PSBR).
6.6 Total gross capital expenditure by local authorities in a given year, their net capital 
expenditure after deducting receipts, and changes in their total indebtedness as measured by the 
local authority borrowing requirement (LABR) are all important to national economic 
management. Between a quarter and a third of all public sector capital expendi ture is incurred by 
local authorities. The Government’s commitment to the firm control of public expenditure has 
been emphasised repeatedly, for example in the 1985 Financial Statement and Budget Report.



There are two reasons why this is vitally important.
—  The Government is committed to holding down interest rates and eliminating inflation. 

Achieving these goals entails continuing downward pressure on monetary growth and 
public borrowing as a share of GDP.

—  Lower taxation is an essential ingredient in improving incentives and efficiency and thus 
in increasing employment. Tight control of public spending is vital to provide the scope 
for a lower tax burden.

The Government is therefore concerned with both borrowing for capital purposes and the capital 
expenditure itself.
6.7 Whatever form of control is adopted, it must be effective. This is essential for the national 
economy. But it is also essential if local government is to have the stability required for sensible 
capital planning. With an ineffective system there are bound to be constant changes to bnng 
spending and borrowing back on course.
6.8 Against this background, the Government considers that there are three objectives which 
any control system must satisfy.

—  It should provide effective Government influence over aggregate levels of local authority 
capital expenditure and borrowing.

—  It should promote the Government’s aim of reducing the size of the public sector by 
encouraging asset sales.

—  It should provide a sound basis for local authorities to plan their capital programmes. 
The Government should allocate resources in accordance with national policies and 
focus them on areas of need, but local authorities should have freedom, within their 
overall spending ceiling, to have regard to local priorities. The system should also be 
stable enough for local authorities to be able to plan ahead with confidence.

The past and present systems
6.9 During the latter part of the 1970s it became increasingly clear that the form of borrowing 
control operated by the Government of the day offered too little influence oyer eJther capit^ 
expenditure or borrowing. Local authorities were free to spend any amount of non-l^n fjnance 
over and above their borrowing limits. The control of borrowing applied to
capital purposes by service accounts from the CLF, regardless of whether the money was lmtially 
found from external borrowing or by the temporary use of surplus funds 
the local authority. Borrowing approvals were mostly given for particular projects, and the initial 
borrowing from the C L F  could take place either immediatelysubsequent year, depending on how fast the project progressed. Where the C L F  initially usect 
surplus internal money to make the loan, external finance could be substituted at any 
In practice, therefore, the time at which the initial borrowing approvals would make themselves 
felt as demands in the market was unpredictable.
6 10 There was a further complication. Although local authorities are not allowed to borrow 
tong-term forrevenueexpenditure, they may borrow short-term while they wait for money 
which is due to come in -  for example payments of rates. Such borrowing was outs.de the 
specific controls and varied considerably in amount from year to year.
6.11 Taking these points together, the Government could have little
the annual level of the LABR, which measures changes m  the level of local authorities external 
borrowing.
6.12 The present Government introduced for the first time a system of direct conj*ols 
level of capital expenditure. The system was embodied in the Local Government, Planning a 
Land Act 1980, and came into force from the financial year 1981/82.
6.13 At the national level, cash limits are set on the totalexpenditure. The level of net expenditure in a given year is measured by taking the overall gross 
level of expenditure for that year and subtracting the capital receipts accruing m  ^  “ ̂  
the sale of council houses, surplus land and other assets, and from the repayment to authorities
of mortgages and other advances.



® 6.14 At local level, each local authority is given capital expenditure allocations by the 
Government each year. In England, local authorities receive a number of such allocations, each 
covering a particular block of services. In Wales, a single block allocation is given. In each case, 
separate allocations are given for some types of scheme. Allocations constitute permission to 
incur a stated level of capital expenditure. Each local authority may aggregate all its allocations 
and add to them in various ways, most importantly by adding a specified proportion of its 
capital receipts —  including both those arising in the year and those remaining unspent from 
earlier years. In this way, an individual authority’s expenditure ceiling can be considerably 
greater than the level of its allocations. Once the ceiling is set, it is a ceiling on all capital spending 
—  except for a few exempt categories —  not just on borrowing. Contributions from revenue may 
be used instead of borrowing to finance spending up to the ceiling if an authority chooses to do 
so. But spending above the ceiling is not permitted however it is financed.
6.15 The system has not achieved the first of the objectives set out in paragraph 6.8. The setting 
of direct expenditure ceilings for individual local authorities for the first time was designed to 
keep national spending within the cash limits. The simplified form of borrowing control which 
has been retained, with approvals broadly equal to each authority’s expenditure allocations and 
exercisable only in the year to which they relate, was designed to remove one of the elements of 
uncertainty inherent in forecasting the LABR. But the very success of the “right to buy” policy 
for council houses and other moves to secure the sale of assets has left local authorities with a 
large store of accumulated capital receipts which enhance their spending power. It is primarily 
the problem of capital receipts which has made it impossible to control expenditure accurately 
on an annual basis.
6.16 In the first two years of the new system, as receipts started to come in fast and local 
authorities were adjusting to the new arrangements, there was considerable underspending of the 
national cash limits. But in the three years starting with 1983/84 there has been persistent 
overspending. Figure 16 compares actual expenditure with the levels envisaged in the public 
expenditure plans.

Figure 16: Planned and actual gross and net capital expenditure on services covered by the main cash limit in England, 1981 /82 to 1986/87

6.17 The system has been changed to deal with the problem of overspending, but these changes 
have made the other objectives set out in paragraph 6.8 more difficult to achieve. The proportion 
of receipts which authorities can add to their allocations has been reduced, and the national total 
of allocations has been cut back, to offset the growing spending power from the stock of 
accumulated receipts. But this has also reduced the incentive to dispose of surplus assets and the 
scope for directing allocations to areas of greatest need.
6.18 This and other corrective action has left local authorities uncertain about the way the 
controls will be applied for future years. Forward planning has suffered despite advance 
indications of m i ni m u m  allocation levels for some service blocks. The problem has been more 
acute in England than in Wales, where the use of allocations which are largely formula-based and 
the issuing of advance indications across all services has helped to maintain greater stability.

Towards a new system
6.19 In the autumn of 1984 the Government undertook to review the capital control system in 
consultation with the local authority associations. The Government has considered their 
comments and others received over the last year, including those of the Audit Commission.
6.20 The local authority associations have argued that it should be enough for the Government 
to rely on constraints on revenue expenditure, without separate controls on capital expenditure 
or borrowing. Failing that, they maintain that if controls have to be retained, they should, as 
before 1981, be over new borrowing —  internal or external —  for capital purposes. In their view, 
the degree of control under such a system, which proved inadequate before 1981, could be 
sufficiently improved by giving approvals on an annual basis, rather than allowing them to be 
exercised at any time. The associations have also argued for greater ease of capital planning by 
local authorities through further reductions in Government control over the detail of local 
authority projects.



6.21 A  large part of the complicated paraphernalia of project controls which the Governmental 
inherited in 1979 has in fact already been swept away. The question of the scope for further^ 
simplification has not been separately considered in the present review, because the need for 
controls is in any case under constant re-examination and further improvements are in hand. A  
recent instance of change is in the coverage of housing project control in England, which was 
further reduced in April 1985. Most categories of expenditure by local authorities which are no 
longer in receipt of housing subsidy are now exempt from even a simplified form of scrutiny. 
Plans are also being made to reduce control over education projects following a review in the 
Department of Education and Science. In Wales, housing project control still applies to all local 
authorities but is presently under review; there is no detailed control of education projects.
6.22 The Government does not, however, accept that there is no need for controls over capital 
expenditure or borrowing. Even apart from the wider national considerations discussed in 
paragraph 6.6, borrowing controls are needed as part of the prudential regime which helps to 
safeguard the creditworthiness of local authorities. Governments have exercised control over 
local authority borrowing for at least 150 years, and the present system of control goes back more 
than half a century. Local authorities do not need specific consent to borrow temporarily 
pending the receipt of revenues, but there are strict limits on the amounts which may be 
borrowed for this purpose and all such loans must be repaid within three months of the end of 
the year in which they are taken out. Most other borrowing requires Government consent. These 
arrangements, which are intended to prevent a local authority building up a large revenue deficit, 
have been the foundation of the very high standing which local authorities have enjoyed in the 
financial market. That standing must not be undermined.
6.23 Levels of borrowing cannot be controlled by constraints on revenue alone. Neither would 
effective control of borrowing or expenditure be adequately provided by a system based on the 
one which operated before 1981, even if it were modified into an annual control. Local 
authorities would remain free to replace temporary internal lending of surplus money by 
external loans at any time, and to allow any degree of year-to-year fluctuation in short-term 
borrowing for revenue purposes. They would also be free to spend capital receipts at will. With 
the large bank of accumulated receipts there would be a real risk of a major surge in spending and 
external borrowing in the early years of the system. Even when that transitional problem was 
past, the level of the L A B R  would be liable to very considerable fluctuation from one year to the 
next. Overall, influence over the L A B R  would be no greater than now and influence over 
spending would be less.

Alternative approaches to borrowing control
6.24 Paragraph 6.4 explained the difference between internal and external borrowing by local 
authorities. The unsatisfactory system of control which was operated before 1981, and the 
associations’ proposal for an improved version of it, both related to internal borrowing. Greater 
influence over the L A B R  would be achieved if it were possible to exercise control directly over 
external borrowing for capital. The only element of the L A B R  outside control would then be 
fluctuations in revenue borrowing. But such a control would be very difficult to operate. Local 
authorities cannot readily say whether their external borrowing is for capital or for revenue 
purposes. They simply borrow or repay borrowings as necessary to maintain an adequate 
cash-flow without having money sitting idle. For a control to be operated on external borrowing 
for capital purposes, authorities would have to separate their external borrowing into capital and 
revenue elements. They would thus be maintaining two flows of cash instead of one, and would 
not be able to optimise the use of cash to hold down the overall level of external borrowing.
6.25 A  broader approach would be needed if the future system was going to be based on control 
of borrowing alone, without a direct capital expenditure control. The Government has looked 
closely at the possibility of introducing a control over local authorities’ total net external 
borrowing, for both revenue and capital purposes, through a system of external borrowing limits 
(EBLs). A n  E B L  system, if operated successfully, could guarantee that a desired level of L A B R  
would not be exceeded. It would exercise a powerful influence over levels of capital expenditure, 
though the only element over which it would give direct control would be that financed by 
borrowing.
6.26 There are serious practical difficulties with EBLs to which solutions would have to be 
found. It would not be practicable to set a tailor-made E B L  each year for every one of more than 
450 local authorities in England and Wales. EBLs could be set on a formulaic basis, which might 
for example assume that all local authorities in a given class had the same need for external 
finance per head of population. Alternatively, they could be set by reference to capital 
expenditure requirements only, assuming that local authorities could operate their revenue 
cash-flow so as to avoid fluctuations in the level of their revenue borrowing between one 
year-end and the next.



6.27 But in practice individual local authorities’ borrowing requirements for a given year bear 
little or no relation to the level of their capital expenditure, or to their borrowing requirement in 
other years, or to the borrowing requirement of other local authorities in the same class. These 
borrowing requirements, like the national LABR, are the difference between two large numbers: 
annual income and annual expenditure. A  small percentage fluctuation in annual income or 
expenditure leads to a much larger percentage fluctuation in borrowing. Cash-flow is the 
determinant of the borrowing requirement, not capital expenditure alone, still less class of 
authority. It is not clear, therefore, how to set satisfactory EBLs for each local authority.
6.28 Some form of safety valve would in any event be needed, so that a local authority could 
increase its borrowing beyond its basic E B L  to cover unforeseeable expenditure or an unexpected 
shortfall in income. There are various ways of providing such a safety valve, which are largely 
extensions of the facility which exists in the present capital control system for one authority to 
transfer capital expenditure allocations and accompanying borrowing approval to another 
authority.

6.29 The simplest approach would be to allow a swap system to operate within an E B L  system, 
or to allow local authorities to borrow from each other without effect on the borrowing 
authority’s EBL. At the other extreme, a closed market might be established in cash or 
promissory notes in which only local authorities could deal and which would therefore not affect 
the LABR. There are various ways in which such a market might work. For instance, a local 
authority whose E B L  proved inadequate might be allowed to sell promissory notes, using the 
proceeds to provide additional finance. The notes would be bought by local authorities with 
otherwise spare borrowing power. They would be redeemable in a stated future year, and would 
sell at a premium or a discount according to the state of the market.
6.30 The difficulty about any form of safety valve is that local authorities are likely to be 
cautious about concluding much in advance of the end of the year that they have spare 
borrowing power. There would probably be insufficient fluidity in the swapping or market 
arrangements. N o  such arrangements could compensate for insufficiently robust initial EBLs. 
The operation of the safety valve would involve a cost to the authority obtaining the extra 
finance; this would be inequitable if the need for it sprang from an incorrectly set initial EBL.
6.31 The local authority associations have indicated that they have particularly strong 
misgivings about the E B L  approach and the Government too has reservations. Direct 
expenditure control would be no more than partial, and it is not clear whether the practical 
problems could be overcome. Nevertheless, this approach is a radical new option which, if it 
could be made workable and effective, would relieve local government of much of the detailed 
control involved in the present system.

Expenditure control
6.32 It looks doubtful whether an effective and practicable borrowing control can be achieved. 
There is already an expenditure control. Although there are many problems with it, they are not 
such as to suggest that it would be impossible to operate an improved version of expenditure 
control effectively and efficiently. The Government sees such control as the most likely solution. 
Paragraph 6.13 explained that under the present system annual control at national level is 
exercised oyer the aggregate of local authorities’ net expenditure, that is gross expenditure less 
capital receipts received in the year. Greater stability for local authorities could be obtained with 
a system in which the national cash limits were set on gross expenditure. This would mean that 
local authorities collectively were aiming at a fixed rather than a moving target. At present, any 
fluctuation in the actual national level of capital receipts above or below the Government’s 
forecast affects the total amount of gross expenditure in the year which is compatible with the net 
cash limit. Under a gross system, the level of expenditure compatible with the cash limit would 
not be affected by in-year fluctuations in receipts.
6.33 The Government has therefore concentrated on looking at ways of operating a control 
over gross expenditure. The key elements of such a system are considered in the rest of this 
chapter. A n  allocation system would be retained, based at least in part on need as at present. The 
spending power derived from capital receipts would either be incorporated in allocations or 
remain available as a separate supplement. The former would offer a more stable system than the 
latter, at the price of some lost flexibility for individual local authorities. Local authorities might 
also be al^wed some additional spending out of budgeted revenue contributions. A  simple form 
of borrowing control would continue to operate alongside the expenditure control. A  separate 
consultation paper will be issued on other aspects of the proposal. Figure 17 shows the sources of 
spending power under the proposed system, compared with the present one.



Figure 17: Sources of spending power under the present system and under a gross expenditure control system

. (i) Allocations
6.34 Each local authority would be given basic capital expenditure allocations each year as at 
present. In England, the separate components for the various service blocks are at present 
derived in a variety of ways. This m a y  involve an individual assessment of an authority’s 
expenditure needs, or a formula reflecting such factors as population or state of the housing or 
school building stock, or a mixture of methods. In Wales, a fairly simple formulaic approach is 
used for most allocations, but separate allocations are given for certain major projects such as 
highway works. N o  attempt has been made to standardise allocation procedures in England 
because of the differing characteristics of capital expenditure on different services. Under a new 
system there would continue to be scope for Ministers to make basic allocations in whatever way 
seemed most suitable in a particular case. It is envisaged that the scope for virement between 
services would be preserved in the new system. Authorities would also be allowed a degree of 
year-to-year tolerance on allocations, as now.

(ii) Capital receipts
6.35 Local authorities are free to spend the cash attaching to capital receipts at any time, either 
to finance capital spending or to redeem debt. That freedom would remain under a new system. 
But a change would be needed in the present arrangements whereby in any given year a 
proportion both of capital receipts generated in that year and of those accumulated in earlier 
years may be used not simply to finance capital spending covered by a local authority’s annual 
expenditure allocations but to justify increased amounts of such spending over and above those 
allocations.

6.36 At present, there is no certainty at all as to the extent to which local authorities in 
aggregate will choose to increase their capital spending each year on the strength of their capital 
receipts. The theoretical m a x i m u m  is very large. The interpretation which has been placed on 
the relevant legislation means that receipts may be used in their entirety over time; only the rate 
of use in any one year is constrained.
6.37 The problem which the Government faces in controlling expenditure in the face of such 
uncertainty leads directly to problems for local authorities through the continual prospect of rule 
changes. Local authorities also experience uncertainty about the precise timing of new receipts. 
In deciding on changes, a balance must be drawn between the need to achieve stability in the 
system and the desirability of maintaining flexibility for individual local authorities.
6.38 To achieve m a x i m u m  stability, it would be essential for the level of spending power 
available from receipts to be known both to the Government and to individual local authorities 
before the beginning of each year, and for the features of the present system which allow a steady 
build-up of spending power to be removed. At the same time, it would help if the level of 
spending power available for use by an individual local authority did not fluctuate widely from 
year to year.
6.39 To achieve this three conditions are necessary.

—  Individual local authorities’ allocations should be made on a gross basis. This would 
mean that the spending power from receipts would be included in allocations, rather than 
being available as an addition to allocations as at present. Allocations would consist of 
two elements: a needs element, determined individually or by formula as now, and a 
receipts element.



—  Each local authority should be allowed each year to spend a proportion of the receipts 
generated by that authority in, say, the previous three years. Because each year’s receipts 
would influence three consecutive years’ allocations, year-to-year variations in spending 
power would be damped. Anything less than three years would fail to achieve the 
damping effect; a significantly longer timespan might weaken the incentive to generate 
receipts. Basing spending power solely on previous years’ receipts would avoid the 
forecasting problem which applies to the immediate availability of new receipts. The 
precise level of each local authority’s receipts for a particular year would not be known 
when allocations were set for the following year. Any necessary adjustment would be 
made later, by increasing or decreasing the level of allocations which would otherwise 
have been given for the year after that. This approach would also avoid the build-up of 
spending power from receipts. Subject to any tolerance arrangements, receipts would be 
available to increase spending only in the three specified years.

—  If it were felt necessary to preserve a means of catering for large projects outside the scope 
of the normal allocation process, for which local authorities have hitherto been able to 
save up receipts, it would be possible to incorporate a large projects pool in the 
arrangements for allocations.

6.40 Transitional arrangements would be needed during the first few years of the system, 
because the receipts element in allocations could not be fully based on receipts generated under 
the new system until Year 4. This would provide the opportunity for local authorities to take 
advantage of accumulated receipts brought forward from the present system. M u c h  of the cash 
associated with those receipts has been spent or used to redeem debt, but the Government 
estimates that around £3bn remains available nationally. The estimate is extremely tentative; 
accurate information is to be collected from local authorities. Local authorities have been given 
the assurance that this amount will be available in full over time to justify additional capital 
expenditure. Under this version of a gross control system, an amount equal to the cash still 
available to each authority from its accumulated receipts could be added to that authority’s 
allocations during the first three years of the new system. In Year 1, the receipts element in 
allocations would be based wholly on accumulated receipts; in Years 2 and 3, the relevant 
receipts would be a mixture of accumulated and new system receipts.

6.41 A n  alternative approach would be to stick more closely to the present arrangement tor 
receipts. The new legislation would ensure that only the prescribed proportion of receipts could 
be used over time to justify extra spending, rather than the whole. In order to remove 
unnecessary uncertainty, authorities would not be able to use capital receipts for extra spending 
in the year in which they arose. Apart from those changes, the existing rules would continue. The 
prescribed proportion of receipts would be available for spending as an addition to basic 
needs-based allocations in any year or years starting from the year after that in which the receipts 
were obtained. As in the first approach, transitional arrangements would be needed and would 
enable local authorities to use receipts accumulated under the present system.
6.42 This alternative approach would put the emphasis on preserving flexibility. But the level 
of use which would be made of receipts to justify extra spending would be more difficult to 
forecast accurately. With the first approach, a receipt which had not been used in that way within 
three years would have to be used to repay debt or to finance expenditure covered by the 
needs-based element of allocations; with this alternative approach it would continue to be 
available to increase spending power at any time. It would be correspondingly more likely that 
the Government would have to make adjustments, for example greater year-to-year changes in 
the level of allocations, in order to keep the national total of gross expenditure within the cash 
limits. Nevertheless, the risk of this would be reduced as compared with the present system. Such 
an approach might be more practicable in Wales, where the. level of receipts has been 
proportionately lower than in England and the overspending at national level less marked.
6.43 Under either approach local authorities would have greater certainty in their capital 
planning if the proportion of receipts to be included in allocations, or allowed as an addition, 
were fixed at the outset of the system. But this does not seem practicable. The proportion may 
need to be higher during the transitional period than thereafter, in order to take account of 
existing receipts. It may also be appropriate to change the proportion over time, or to 
differentiate between services, to reflect differences in the rates at which receipts are generated.



(iii) Revenue contributions
6.44 Local authorities are and will remain free to use revenue income to finance expenditure 
covered by allocations, as an alternative to borrowing. They have argued that the ability to incur 
extra spending from revenue over and above allocations would introduce an important element 
of flexibility into any system. Such finance would include direct contributions from revenues 
received in the year and spending from special funds built up by the authority over time for 
particular purposes. If such a facility were available, local authorities would have an incentive to 
achieve more effective management in order to release revenue for capital investment. 
Accordingly, the Government is prepared to consider providing in the new system for local 
authorities to supplement their allocations in this way to a limited extent.
6.45 The Government would need to forecast and control the extent to which revenue was used 
to supplement allocations. Each authority would be required to specify in its annual budget the 
extent to which it intended to do this. Supplements would be subject to an upper limit, perhaps a 
given percentage of a local authority’s capital allocations for the year. The figure selected by each 
local authority within that upper limit would then become the m a x i m u m  amount by which the 
local authority could supplement its allocations in the year. It would also become the m i n i m u m  
amount of revenue finance which would have to be applied to capital in the year. So if outturn 
capital expenditure fell short of the sum of allocations plus budgeted supplement, an appropriate 
amount of borrowing approval would have to be forgone.

(iv) Borrowing approvals
6.46 Specific borrowing approvals would still be needed. Local authorities would be assumed 
to be able to finance expenditure justified by capital receipts from the cash attaching to the 
receipts, as now. Each local authority would receive approval for new borrowing for capital 
purposes by service accounts equal to the amount of its needs-based allocations, exercisable only 
in the year for which the allocations were given. The amount would be subject to marginal 
adjustments, as now, and would be reduced by any underuse of resources where a local authority 
opted for a degree of revenue finance, as described above. The local authority would still be 
allowed to borrow externally to replace internal loans.

Assessment of the expenditure control option
6.47 The Government recognises the importance of stability in the efficient management of 
local capital programmes, and believes that the sort of option outlined here would be much more 
successful in offering that stability than the present system. It should be possible to give local 
authorities more certainty about their likely spending power for two or three years ahead, even 
though it will still only be possible to make firm allocations at the conclusion of the annual 
public expenditure planning process, a few months before the year to which they relate. With the 
flexibility at the margin to add limited revenue contributions, local authorities would have 
greater certainty in their capital planning than is possible under the present system.
6.48 Other elements of the system would bring further benefits at local authority level. 
Although receipts would not constitute additional spending power immediately, there would still 
be a strong incentive to generate them because they would do so in subsequent years. This would 
fit well with local authorities’ natural preference for securing their receipts before committing the 
spending of them. Above all, the greater effectiveness oi the system would mean fewer rule 
changes, and this more than anything else would mean greater stability and more efficient capital 
planning.
6.49 At national level, there would be a high degree of control over expenditure and thereby a 
stronger influence over the L A B R  than at present. There would still be no control over the 
considerable annual fluctuations in revenue borrowing. But such control could only be achieved 
through an E B L  system, which is subject to the reservations noted in paragraphs 6.26 to 6.30. For 
all these reasons, an expenditure control on the lines described above looks at this stage the most 
acceptable basis for a new system.



Conclusion
6.50 Although no decisions have yet been taken on the timing of the change to a new system, 
comments on this chapter are needed to a shorter timescale than for the rest of the Green Paper 
so that early legislation can be sought if that seems desirable. They should be sent to •  in respect 
of England, and to •  in respect of Wales, by •.
6.51 Comments are in particular invited on:

—  the relative merits of a system of EBLs and an expenditure control system;
—  the details of the E B L  system, including the practicability of setting EBLs for all local 

authorities and the scope for establishing satisfactory safety valve arrangements;
—  the details of the expenditure control system, including the two approaches to the 

treatment of capital receipts considered in paragraphs 6.35 to 6.43 and the possibility of 
limited use of revenue contributions as a supplement to allocations.

Comments will also be invited on a separate consultation paper to be issued on other aspects of 
capital expenditure controls.
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7.7 The Government’s most important contribution to the development of local charging 
policies is to establish a clear financial climate within which local authorities can judge the 
correct balance between communal and specific user charges. Before 1981 the resources element 
of the Rate Support Grant positively encouraged local authorities to increase rates and reduce 
income from charges by giving authorities an increasing share of grant as rate poundages 
increased. This feature of the resources element was carried over for many authorities into the 
early years of the block grant arrangements. However, as the pressures to reduce total 
expenditure were increased as described in Chapter 1, the advantages of reducing net 
expenditure by increasing income from fees became more evident. There is some evidence that 
income from sales, fees and charges has n o w  started to grow in real terms.
7.8 The gradual move to the new financial arrangements described in Chapters 2-4 will 
reinforce this trend. It will lead to a clearer understanding of the marginal cost to local taxpayers 
of extra spending funded from the community charge. Each extra £1 spent will cost local 
taxpayers £1 more, and each £1 saved will cut the local tax bill by the same amount. The benefits 
of paying for service improvements by increased charges will be more apparent, since that will 
clearly put the extra cost on to those who use the services.
7.9 A  marked feature of current local charging practice is the differences between local 
authorities in the proportion of their expenditure met from fees and charges. There will 
inevitably be variations in local circumstances that will affect the scope for charging —  for 
example city centre authorities can obviously raise more from car parking. But even after taking 
account of this the range is still very wide, as Figure •  shows.

Figure •: Variations in proportion of rate fund spending met from charges (1984/85)

Improving charging practice
7.10 Because of the real differences in the circumstances of authorities, any overall 
re-adjustment in the balance between funding services from general revenues or from specific 
user charges will depend ultimately on the day by day decisions of individual local authorities. It 
would not be practicable for central Government to attempt to lay down a particular pattern of 
charges —  nor would it be compatible with the emphasis on local accountability which lies at the 
root of the proposals in this Green Paper. The Government can however affect the environment 
within which individual local authority decisions are taken.
7.11 The Government has already taken steps to increase the scope for local authority charging. 
The new fees introduced for planning and building regulation' control in the Local Government 
Planning and Land Act 1980 have been particularly important in generating additional revenue 
—  £ • m a n d £  •  m  respectively in 1984/85.
7.12 There will be other opportunities to extend the range of services for which local authorities 
can charge. In addition the Government will re-examine the case for relaxing central control of 
existing charges. There are over 100 local authority charges which are set directly or indirectly by 
central Government through regulations or national agreements. Central controls on charges are 
inefficient since they do not allow for differences between authorities in the cost of providing a 
service. M a n y  of these centrally determined charges relate to local authorities’ licensing 
functions which the Government has undertaken to reconsider in the White Paper “Lifting the 
Burden” (Cmnd •), with a view to reducing unnecessary bureaucratic burdens on business. The 
Government has therefore established a review of centrally determined charges.
7.13 The review will have two main stages. First, where the charge relates to a regulatory 
function, the need for any continuing regulation will be considered. Second, where it is decided 
that continuing regulation is justified, the case for retaining central controls or national 
agreements over pricing policy will be re-examined. In the first stage the presumption will be that 
licensing functions should be abolished unless there is a good case for their retention. In the 
second stage the presumption will be that local authorities should have discretion to make 
charges which are reasonable in relation to their costs in performing the function to the necessary 
standard unless there are powerful arguments in favour of national charges.



7.14 The wide variation in the proportion of local authorities’ expenditure met from charging 
supports the conclusion: reached in many studies of local charging practices that local authorities 
have widely different levels of performance in relation to charging strategies or procedures for 
determining charging levels. Local government is itself trying hard, particularly through its 
professional bodies, to increase knowledge of the best practices in charging. The Audit 
Commission too is promoting better practice. It has been argued, however, that the efforts of the 
professional organisations might be more successful if they were backed by a requirement for 
local authorities to have regard to a statutory code of conduct in reviewing and determining user 
charges or the possibility of intervention by the auditor where authorities fail to review charges 
properly. The Government will consider these propositions as part of the review announced 
above.

The budgetary framework
7.15 The proposals for reforming the taxation and grant systems will go a long way towards 
helping local taxpayers understand the relationship between what they pay and what they get. 
They will remove the distorting effects of the present grant and non-domestic rating 
arrangements on the relationship between expenditure and taxes at the margin and they will shift 
the currency of local domestic taxation from rate poundages, varying in their effect on rate bills 
according to the rateable value of property, towards a flat-rate amount levied on all resident 
adults of an authority.
7.16 However, the relationship between marginal changes in an authority’s expenditure and 
the level of its tax is also affected by the way in which the authority organises its own finances. 
For example, an authority can reduce the effect of an increase in expenditure on tax levels by 
drawing on its reserves. Conversely, if it wishes to raise revenue to replenish its reserves, it will 
need to increase tax levels more than is necessary simply to finance an increase in expenditure on 
goods and services. Other internal financing arrangements can have similar effects.
7.17 In recent years, there has been considerable distortion in the relationship between changes 
in authorities’ expenditure and rate levels at the margin. This has been due in part to financing 
adjustments which authorities have considered necessary to cope with the instability and 
uncertainty of the present grant system described in paragraphs 4.16 to 4.18 above, and to 
minimise grant losses under the system of penalties which operated from 1981/82 to 1985/86. 
The proposals for a new grant system which is stable and which involves grant allocations to 
authorities which are fixed at the start of the year should significantly reduce the need for such 
financing adjustments, although the Government recognises that local authorities will need to 
retain some flexibility in deploying their resources in the interests of prudent financial 
management.
7.18 However, in a few cases there is some evidence that distortion has occurred in the 
relationship between expenditure and rates as a result of decisions (either explicit or implicit) 
within the local authority’s control. Such distortion has been caused by inadequate rates to meet 
planned expenditure by understating planned expenditure against the authority’s own policies, 
or by not specifying where economies have to be made or income raised, i.e. the total of revenue 
expenditure given the local authority’s plans and commitments. Local authorities are under a 
legal obligation to levy a rate sufficient to meet their expenditure after taking account of income 
from other sources. But accounting devices may conceal the true state of the council’s finances or 
various stop-gap measures may be adopted to keep the authority’s books balanced in the short 
term thus avoiding an immediate crisis in the authority’s finances. Such practices may be storing 
up serious long-term problems. A n d  they mislead local electors about the true costs of the 
services provided for them. This is an undesirable development which is not in the interest of 
responsible local government, hard-pressed local taxpayers or healthy local democracy.
7.19 The auditor has, of course, an important part to play in ensuring financial propriety. But 
the main focus of his powers is the authority’s audited accounts, after the end of the financial 
year. He can act once financial impropriety can be established but this is not always easy to do 
unless clear evidence is available. But his ability to intervene to forestall improper or imprudent 
financial actions before or during the financial year is very limited.



7.20 One way of tackling this problem might be to set up a process whereby authorities’ budgets 
were subject to some sort of checking or scrutiny by the auditor before they were approved by the 
authority to ensure that they were soundly based. But it would not be practical or necessary to 
submit all authorities to such a procedure. The problem of unbalanced budgets is not 
widespread, and a measure such as this would be understandably resented by local government. 
The Government would therefore much prefer a “self-policing” solution which drew upon the 
professional probity of local government financial management to ensure that sound budgetary 
practice is maintained in all authorities, and that, where departures from such practice occur, 
they are drawn to the attention of the authority and of its electors.
7.21 This could be achieved by establishing a specific statutory role for the treasurer or chief 
finance officer in relation to the legality and propriety of the expenditure by his local authority. 
This would bear in particular on the preparation of the budget and rate demand (or community 
charge demand, as it would be under the new arrangements) and the monitoring and audit of 
expenditure and income during the financial year. A  possible approach to this might be to 
establish a statutorily recognised role for the chief financial officer in the drawing up and 
execution of budgetary decisions, with a requirement that he be a properly qualified accountant. 
It would be possible for example to provide that:

—  no taxing resolution of the council would be valid without a certificate from the treasurer 
that the authority’s proposed tax demands for the coming year were adequate to meet its 
estimated revenue expenditure, given the authority’s plans and commitments;

—  the treasurer would have a legal duty to satisfy himself, in deciding whether to make such 
certification, that the authority’s estimated revenue expenditure for the year represented 
a fair and reasonable statement of the council’s expenditure policies;

—  the treasurer would have a legal duty to make a formal public report to the full Council, 
which would be available to the auditor, if he considered at any time that a proposed item 
of expenditure or financing mechanism were either illegal or improper (he already has a 
professional duty to do so);

—  the treasurer would also be obliged to make a formal report to the full Council at any time 
during the year if on the basis of his professional judgment he considered that the 
authority’s resources were likely to be inadequate to finance its expenditure, either on the 
basis of existing expenditure plans or proposed new commitments or a failure to raise 
anticipated revenue. In that event the Council would be obliged to take remedial action.

7.22 If the Council were to persist in incurring expenditure which they had been warned was 
unlawful or improper, councillors would weaken their position in any action which might 
subsequently be taken against them by the auditor or in the courts. A n d  any warning that 
resources were likely to be inadequate to meet expenditure, together with the Council’s response 
to it, would be on the record when the authority’s accounts came to be audited at the end of the 
financial year.
7.23 In practice, the Government envisages that treasurers would rarely have to invoke the 

. third and fourth of the duties listed in paragraph 7.21. A n  informal warning by the treasurer to
his council that, if they were to undertake a particular course of action, he would be obliged to 
invoke these duties should normally be sufficient to cause them to reconsider the proposal. If a 
treasurer were obliged to take action, this could of course cause difficulties for his relationship 
with the majority group of councillors. Nevertheless the Government considers that if local 
authorities are to be made more accountable to local electorates, then those electorates must be 
able to rely on the adequacy and professional impartiality of the self-policing arrangements. The 
auditor is not in a position to fulfil that role. The treasurer, however, is best placed to provide the 
necessary safeguard: and the electorate would expect him to proceed in the way suggested.
7.24 The Government considers that a duty along these lines which leaves the responsibility 
with the treasurers of local authorities to draw the risk of financial impropriety formally to the 
notice of their Councils, so that local electors are aware of potential problems, would do much to 
ensure that authorities were not tempted to act imprudently, so that the relationship between 
their spending and taxation decisions was kept as clear and direct as possible. In this way, the 
accountability of authorities to their electors would be further enhanced.
7.25 The Government recognises that this proposal has a bearing on the issues currently under 
consideration by the Committee of Inquiry into the Conduct of Local Authority Business, and 
has already raised this issue in its evidence to the Committee.



Summary
7.26 The central objective of the proposals contained in the Green Paper is to increase local 
accountability by clarifying for electors the link between what their local authority spends and 
the costs they are asked to bear. This objective lies at the heart of the proposals for reforming the 
grant and local taxation systems. But it also underpins the proposals in this chapter.
7 27 If local authorities are given greater freedom over the level of fees and charges they levy; 
are encouraged to adopt a more systematic approach to charging policy; and are given a greater 
incentive to maximise income from charges, electors should acquire a clearer perception ot the 
cost of the services they consume and be able to exercise more effective choice and influence 
over the services they want their local authority to provide. If treasurers are required to 
guarantee the financial propriety of their council’s expenditure and taxations decisions, the scope 
for distortion of the effects of those decisions should be significantly reduced. Both sets ot 
proposals contained in this chapter should therefore make an important contribution to 
improving the accountability of local authorities to their ratepayers.



Chapter 8: Scotland
8.1 Earlier chapters have looked at defects in the present system of paying for local government 
services largely in terms of the specific administrative arrangements applying in England. While 
the structure and administration of local government in Scotland differ in important respects, 
similar problems have been encountered in the working of the financial arrangements and the 
principles of the Government’s proposals apply equally in Scotland. There remains however 
ample scope to tailor the approach to meet distinctive Scottish circumstances and perceptions. 
Local government is subject to separate Scottish legislation and in administering it the Secretary 
of State for Scotland can accommodate the detailed application of policy and the timing of 
change to suit Scottish conditions.
8.2 The chapter describes briefly the existing system of local government finance in Scotland 
and in particular developments over recent years, drawing attention to some of the important 
differences from the English system. It then reviews against Scottish circumstances the proposals 
in Chapters 2 to 7 above on the future of non-domestic rates, local domestic taxation, the system 
of Government grants, the combined impact of new taxation and grant regimes, controls on local 
authority capital expenditure and the budgetary framework of local government. The chapter 
concludes by identifying a number of areas where a distinctive approach m a y  be necessary in 
Scotland or where the Government consider it would be desirable to adapt their proposals in the 
light of Scottish conditions.
8.3 All Scottish rateable values were re-assessed with effect from the beginning of 1985-86. This 
affects the relative contribution of different ratepayers in Scotland and this chapter departs from 
the normal practice elsewhere in the Green Paper of quoting 1984-85 figures. Wherever possible 
below illustrative figures are given for the financial year 1985-86. The results for households and 
tax units discussed below and in Annex J are however on the same 1984-85 basis as for England 
and Wales. This is because of the difficulties of adapting FES data to take account of the effects of 
the revaluation.

Scottish Local Government Finance
8.4 Over a long period the structure of local government has evolved somewhat differently in 
Scotland. The 1975 re-organisation of local government introduced two distinct tiers of local 
authorities for mainland Scotland. The larger regional councils provide most major services 
including education, police, social work, water and sewerage. Regions account for almost 8 %  of 
total local government expenditure in Scotland. The lower tier of district councils provide the 
more locally based services including housing, cleansing, leisure and recreation. Districts 
account for slightly under 20% of total expenditure. The balance of some 3% of expenditure is 
attributable to the all-purpose islands councils which undertake the whole range of local 
government functions in Orkney, Shetland and the Western Isles.
8.5 There are differences between Scotland and England in the range of services provided by 
local authorities. In financial terms the most important is that Scottish Regions and Island 
authorities are responsible for the full range of water and sewerage provision in their areas, while 
in England this responsibility falls on separate Water Authorities which are nationalised 
industries and not part of local government. The costs of water and sewerage add significantly to 
the scale of expenditure by local government and the burden of local rates in Scotland. To 
illustrate the impact on domestic ratepayers, in England the average local authority rate bill for 
1985-86 was around £350, while for Scotland including domestic water rates the average was 
significantly higher at £392. For a valid comparison based on a similar basket of services the 
average charge for water and sewerage provision must be added to local authority rates in 
England, yielding a total of over £430 —  10% higher than the Scottish figure.
8.6 Since 1980 the Government have been successful in expanding owner-occupation in 
Scotland and about 70,000 public sector houses have been sold to sitting tenants. However, local 
government in Scotland retains responsibility for a very much greater proportion of the total 
housing stock than in England. Local authorities have to finance expenditure on housing through 
a separate Housing Revenue Account excluded from general figures on local government 
spending. The Government have statutory powers to limit support for housing from authorities’ 
general account. Such Rate Fund Contributions are steadily being reduced and now account for 
no more than 2'/2%  of general local authority expenditure.



Expenditure ^
8.7 In 1983-84, the last year for which full figures are available, Scottish local authorities spent 
around £3640 million on general rate fund services. Of this 88% was for current expenditure on 
goods and services with 12% going on loan charges arising from debt incurred to finance capital 
expenditure over the years. The most important sources of income to local authorities to finance 
this expenditure were:
—  grants from central Government (including domestic rate relief
—  and rate rebate grants) £2050m (56%)
—  local authority rates £ 1320m (36%)
—  sales, fees and charges £170m (5%)
—  other income £120m (3%)

8.8 In 1985-86, local government net expenditure per head of population was about £700, 
against a figure of [£540 per head in England]. Additional expenditure in Scotland reflects for 
example the inclusion of spending on water and sewerage services and the acceptance by 
Governments over the years that Scottish local authorities face increased costs in providing 
services because of such factors as harsher climate and topography and the existence of remote 
and widely dispersed populations in the Highlands and Islands. Because Scottish authorities face 
these additional spending needs and have a lower level of rating resources overall the proportion 
of expenditure met from Government Grants in Scotland has traditionally been higher than in 
England. In 1985-86 this proportion was 58% in Scotland, ahead of the 49% provided in England 
but below the Welsh figure of 67%.

Government grant
8.9 The total of the major Central Government grants to local authorities in Scotland 
administered by the Secretary of State is termed Aggregate Exchequer Grant (AEG), amounting 
to £1962.5 million in 1985-1986. The first charges on A E G  are the specific grants in support of 
services such as police which accounted altogether for 12% of AEG. The remaining 88% 
constitutes Rate Support Grant (RSG) divided in turn into three elements:

domestic element £ 102.3 m
resources element £203.5 m
needs element £ 1424.5 m

8.10 The domestic element is paid to the regional and islands councils which collect the rates 
on behalf of all authorities. It is applied to provide a subsidy to domestic ratepayers by reducing 
directly the rate poundage they pay by a fixed amount per pound of rateable value set by the 
Secretary of State. Following the 1985 revaluation domestic relief for 1985-86 was set at 8p in the 
£, equivalent to about £1 per week for the average domestic ratepayer in Scotland. For 1986-87 it 
will be 7p.
8.11 The resources element is intended to compensate to some extent for the differences in 
rating resources between local authorities, primarily due to the uneven spread of commercial and 
industrial development across the country. It is applied to bring those authorities which receive 
resources element to a position where a c o m m o n  rate poundage would raise the same amount in 
rates per head of population. At present there are 9 authorities which receive no resources 
element of grant since they already have sufficient rateable value locally to take them above the 
standard level to which all other authorities are raised.
8.12 The needs element is designed to equalise the varying levels of expenditure need among 
authorities so that all authorities can provide a similar standard of service at a similar cost per 
head. For instance, the education service is more expensive to provide in sparsely populated 
areas and higher levels of needs element on this account compensate so as to equalise the cost to 
the ratepayer. Needs element is distributed on the basis of client group assessments of relative 
expenditure need which are built up service by service. The assessments are designed to identify 
the factors outwith the control of authorities which affect the need for and the cost of services. 
The assessments are expressed in terms of primary and, where appropriate, secondary indicators. 
For instance the primary indicator for school teaching costs is the number of pupils in the 
authority, the secondary indicator is the settlement pattern of the authority (to measure sparsity).
In other services there are factors to reflect the extra cost of providing services in urban areas or 
areas of deprivation. The total of assessments for all services is the basis for needs element 
distribution. Grant is distributed so that after needs element a similar amount remains to be 
financed from the rates. The client group method is not yet fully implemented as a method of 
distributing grant. It was introduced in 1983-84 but transitional arrangements still apply to limit 
the gains and losses to authorities in moving to the new basis of distribution. The needs 
entitlement is also adjusted to reflect an estimate of the specific grants to be paid to the authority.



Rates
8.13 Leaving aside the small proportion raised in fees and charges at present almost 59% of the 
money spent by local government in Scotland is provided through grants from the national 
taxpayer. The remainder comes from rates levied in proportion to assessed rental value on 
occupiers of property in Scotland such as hotels, shops, offices, factories, public buildings and 
dwelling houses. Of the total raised from ratepayers 69% comes from non-domestic ratepayers in 
commerce* industry etc with no direct voice in the election of local councillors. After taking 
account of all rate rebates, in the domestic sector there are about 1.1 million householders paying 
full rates out of an electorate of 3.9 million adults. This contribution from domestic ratepayers 
pays for only 13% of total Council revenue spending.
Figure 8.1 - Sources of funding of local government in Scotland.

Valuation for rating
8.14 Valuation of non-domestic property for rating in terms of assessed rental rests on the same 
basic principles in Scotland as elsewhere in Great Britain. The administration and practice of 
valuation is governed by separate Scottish legislation dating back to the middle of last century 
and rooted in the distinct Scottish law of landholding. Valuation is carried out by assessors for 
each separate region who are employed by local authorities but act independently of local 
Councils and Ministers in arriving at their professional judgement of property values in each 
area. In England and Wales the task of assessment falls to the Valuation Office which in part of 
the Inland Revenue. Inevitably over the years significant differences have emerged in the 
practice of valuation as applied to certain types of non-domestic properties between Scotland 
and the rest of Great Britain.
W h e n  valuing domestic property the law in Scotland allows the assessor to take account of rents 
fixed by administrative action, for example by a rent officer in terms of the Rent Acts, in arriving 
at a general level for domestic values in an area. In England and Wales only those rents set in 
open market terms may be used. One result of this has been that the share of total value 
attributable to domestic property is markedly lower in Scotland. O n  a comparable basis 
domestic property accounts for 39.1% of total rateable value in Scotland as against 48.8% in 
England and 47.1% in Wales.
8.16 The larger share of the total rates burden falling on the non-domestic ratepayer in Scotland 
is recognised in the case of industrial property by a measure of de-rating. It is assumed that 
industry in Scotland will normally face competition directly from firms based in England and 
Wales and taken as a whole the industrial sector in Scotland should face rate bills which are 
comparable to those elsewhere in the country. At present this results in the valuation of all 
industrial property in Scotland being reduced by 40% for rating purposes.
8.17 Scottlish assessors have carried out regular revaluations of all property in 1971, 1978 and 
again in 1985. In England and Wales a general revaluation was last carried out in 1973 and in 
consequence rateable values in Scotland are now set at levels several times greater than those for 
property elsewhere in the country: rate poundages are correspondingly lower. The use of 
managed rents as evidence in fixing Scottish domestic values (paragraph 8.15) has been a major 
factor in allowing revaluations to go ahead in Scotland. Certainly the lack of evidence of true 
market rents for domestic property would have made it exceedingly difficult to undertake a 
general revaluation in England and Wales in recent years. Regular revaluations are fair within 
the terms of the present rating system in that they share out the same overall rates burden more 
closely in line with up-to-date evidence of rental values but a price has to be paid in the 
disruption faced by ratepayers following any revaluation.
8.18 While revaluation does not of itself alter the total to be raised from all ratepayers in 
Scotland, it affects the bill paid by the individual ratepayer in a number of ways. Most obviously 
his own rateable value may increase significantly more or significantly less than the average for 
property in the area as a whole. Changes in the aggregate of rateable values between local 
authorities affect the distribution of the resources element of Rate Support Grant (paragraph 
8.11) and so change the amount which each authority has to take from ratepayers locally. There 
may be major switches in the relative share of total value borne by different sectors, domestic, 
commercial, industrial etc leading to changes in the scale of domestic rate relief or industrial 
de-rating. The combined impact of these changes, quite aside from any real movement in the 
pattern of local authority spending, may easily face someone with a rates bill increasing by a 
factor of 50% or even 100% or more in a single year.



8.19 Initial figures from the 1985 revaluation suggested that over Scotland as a whole the share 
of rateable value in the domestic sector would increase sharply with a corresponding decline in 
the share of the industrial sector. The Government increased the domestic element of Rate 
Support Grant (paragraph 8.10) eightfold in 1985-86 to ease the impact of revaluation and 
adjusted Scottish industrial derating from 50% to 40% to maintain parity with industry elsewhere 
in Britain. After allowing for these adjustments, domestic ratepayers were still faced with 
1985-86 rate bills rising on average by 6 %  in Highland, 11% in Grampian, 15% in Borders and 
Dumfries and Galloway, 20% or more in Tayside, Fife, Lothian and Strathclyde. Such changes 
were wholly disproportionate to any movement in spending on local services and have faced the 
individual householder with what is seen as a quite arbitrary and unpredictable imposition.
8.20 Average movements at the regional level mask even more dramatic increases falling on 
individual ratepayers. The average domestic valuation in Scotland increased on revaluation by a 
multiplier of almost 2.7, but 130,000 Scottish householders faced multipliers of more than 3 
times their previous rateable values. The degree of fluctuation about the average was still more 
marked in the commercial and industrial sectors. To mitigate the impact on those ratepayers 
hardest hit by revaluation the Government introduced legislation during the summer of 1985 to 
establish a special scheme of Revaluation Rate Rebates. Under this, 1985-86 rate bills were 
limited to the amount payable on three times the 1984-85 valuation of a property with a central 
Government subsidy malting up the difference where the valuation had increased by a multiplier 
of more than 3. Despite the benefit of this to those worst affected by revaluation oyer 100,000 
householders in Scotland have faced increases of more than one-third in their rate bills between 
1984-85 and 1985-86. This reflects the way in which some authorities increased their spending 
after revaluation, as well as the impact of above-average increases in rateable values.
8.21 Against this background it is no surprise that the 1985 revaluation has forcibly reminded 
many Scottish ratepayers of the defects in the rates as a means of paying for local government. In 
many areas there has been widespread loss of public confidence in the present Scottish rating 
system and a vociferous demand for reform.

Controlling local government spending
8.22 As in Britain as a whole local government current expenditure in Scotland grew rapidly in 
the 1960’s and into the 1970’s at an average annual rate of around 4 per cent more than the rate 
of inflation. The full cost of this increase was hidden from ratepayers by a steady increase in 
Government grants; by 1975-76 Aggregate Exchequer Grant in Scotland had reached 75%. Local 
Councils could not continue to pre-empt an increasing share of national resources in this way 
and the previous Labour administration cut expenditure sharply in 1977-78 and had reduced 
A E G  to 68.5% by 1978-79.
8.23 O n  taking office in 1979 the present administration were committed to relieving the 
growing burden which public expenditure was imposing on the wealth-creating sector of the 
economy. The Government acted decisively to control spending on major centrally provided 
services but had no direct control over local authority current spending. Over the years from 
1979 a number of measures have been introduced in Scotland designed to restrain spending by 
local Councils. The rate of Government grant has been reduced from 68.5 per cent in 1980-81 to
57.7 per cent in 1985-86. This increases the proportion of spending funded directly by local 
ratepayers and aims to maintain the pressure on authorities from their own electorate to spend 
responsibly.
8.24 Since 1981-82 the Secretary of State for Scotland has had the power to take selective action 
against an individual authority planning excessive and unreasonable expenditure. Initially 
action involved reducing the scale of grant to the authority concerned but from 1983/84 there 
has been power also to require such an authority to reduce its rate. Selective action m a y  be 
initiated early in the financial year on the basis of an authority’s forward budget for the year. The 
Secretary of State decides on whether to initiate action on the basis of a number of 
considerations such as the degree of excess expenditure planned and the level of spending in 
relation to comparable authorities. Subject to Parliamentary approval the rate poundage set by 
the authority is cut, and rate bills for all ratepayers in the authority’s area are reduced. Similar 
powers apply where an authority attempts to make an excessive Rate Fund Contribution to 
housing expendiutre (paragraph 8.6). Over the past three years some £40 million has been 
returned to Scottish ratepayers by the Secretary of State’s use of these powers.



*  .25 To control increases in expenditure by authorities more generally the Secretary of State 
issues current expenditure guidelines to all authorities in the autumn before they take spending 
decisions for the following year. These guidelines have as their basis the client group assessments 
of relative expenditure need described above (paragraph 8.12). The assessments of expenditure 
need are adjusted if necessary so that no authority is expected to make an unrealistic reduction in 
its expenditure in one year. A n  upper limit is also placed on the expenditure increases implied by 
the guidelines in any one year. Authorities are not required to spend at their guideline, but if they 
exceed it their grant is reduced. The grant penalties are based on a tariff which becomes more 
severe according to the percentage overspend against guideline. Thus in 1985-86 an authority 
which overspent by 1% lost an amount of grant equal to 90% of the overspend. A n  authority 
overspending by 3.5% lost grant equal to 170% of overspend. Penalties are imposed on the basis 
of budgets and revised on the basis of outturn expenditure. Authorities can recover penalties at 
outturn by reducing planned expenditure (and vice versa).
8.26 These various measures have had some success in showing the growth of local authority 
spending but this has been achieved at a heavy price. Tensions between central government and 
local authorities have increased. General measures such as cuts in the grant percentage inevitably 
affect low-spending and prudent councils. The outcome has been only fairly modest overall 
reductions in spending and total planned expenditure by Scottish local authorities in 1985-86 
was still 3.2% above Government guidelines.

The government’s proposals
8.27 The reasons for the failure of Government measures to achieve adequate control of local 
authority spending in Scotland are essentially the same as those in England examined in earlier 
Chapters. There is a serious mismatch between those who elect the local councillors taking 
spending decisions and the ratepayers who have to bear the financial consequences. Authorities 
are free to raise a high proportion of their rate income from non-domestic ratepayers with no 
direct say in local elections (paragraph 8.13). The existing system of Government grant, coupled 
with dramatic change in rateable values at regular revaluations, "sends confusing signals to 
electors about the relation between Council spending and what they have to pay (paragraph

8.28 The broad g proposals for change outlined in earlier Chapters offer a route to more 
responsible spending policies through greatly improved accountability of Councils to their local 
electorate. They would greatly increase the numbers of electors who have to contribute towards 
the costs of local spending decisions taken on their behalf. The non-domestic ratepayer would no 
longer face demands varying widely and unpredictably from year to year and in future the full 
consequences of marginal changes in spending would fall on local electors. Application of the 
proposals in Scotland must take account of specific institutional differences in local government 
and the way the existing system is seen by Scottish ratepayers.

Non-domestic rates
8.29 Chapter 2 explained the Government’s view that rates based on property values should 
remain as a form of taxation in the non-domestic field. Rate poundages would in future be set by 
central Government and the income from non-domestic rates would accrue centrally and be 
redistributed to local authorities as a standard level of grant. In applying these principles to the 
Scottish situation allowance will have to be made for the wider range of services funded from 
local authority rates and the generally higher level of non-domestic rates in Scotland.
8.30 Paragraph 2.* above proposed that non-domestic property in England should be revalued 
with effect from 1990. Under statute at present a further Scottish revaluation is due also in 1990 
and the Government propose that this should go ahead but be confined solely to non-domestic 
property. Following experience of sharp movements in commercial values during the 1985 
revaluation there may be benefit in phasing in new values over a period of years from 1990.
8.31 The major concern of the valuation system and related appeals procedures has been to 
ensure fairness between ratepayers in each local valuation area. The Government see advantage 
in moving in time to a c o m m o n  non-domestic poundage in all areas and it m a y  be desirable to 
harmonise valuation procedures to provide for a c o m m o n  standard. Where significant 
differences persist between Scottish and English valuation practice affecting certain types of 
property further statutory changes m a y  have to be considered to ensure fairness in valuations 
throughout the country. Until such moves took effect the Government would propose to retain 
industrial de-rating, to start by capping existing Scottish non-domestic rate poundages based on 
up-to-date valuations in each locality, and to control future poundage increases by linking these 
to some general index of price movements (paragraph 2.*). This would provide an immediate 
guarantee of much greater stability in the rate burden levied on industry and commerce in 
Scotland.



Local domestic taxation
8.32 Chapter 3 sets out a series of reasons why the Government now favour the concept of a 
community charge payable by all adults as the main form of local domestic taxation in the years 
ahead. This will lead to many more electors contributing directly to local taxation and 
authorities will be conscious that changes in their expenditure will reflect directly in a charge 
paid by all adult residents with incomes above the level qualifying for rebates.
8.33 While the general arrangements for a community charge in Scotland would be similar, the 
Government consider there is scope for faster transitional arrangements north of the border. The 
degree of variation in average rate bills from area to area is less extreme in Scotland and there are 
no local authorities levying average domestic rate bills at the very high levels typical of central 
London (which will require the phasing out of a local domestic property tax there to extend over 
a considerable number of years). It is evident from reaction to the 1985 revaluation in Scotland 
(paragraph 8.21) that existing arrangements for valuation and rating of domestic property are no 
longer a satisfactory basis for contribution to the cost of local government services.
8.34 Inevitably the move to a community charge in place of domestic rates would involve a 
degree of disruption and the change could not sensibly take place in a single year. But the 
Government will not tolerate any delay beyond the mi ni m u m  necessary. Those most affected, 
who have not been making a contribution to domestic rates in the past, must have time to come 
to terms with the effects of having to do so; but the Government believe that in Scotland the 
transitional period need not exceed 3 years from new legislation coming into effect. Certainly 
there is no question of any further revaluation affecting domestic rateable values in Scotland. 
One possible timetable would be for all local authorities to reduce the poundage of domestic 
rates in ‘year one’ of the new system to 60% of the poundage based on a designated year under the 
present system and to make up the yield thus lost by levying a community charge. The 
proportion met from rates might fall in successive years to 40%, 20% and then zero with the final 
abolition of domestic rates in the fourth year of the new system.
The grant system
8.35 The general objectives of a new grant system for Scotland would follow those set out in 
Chapter 4. Local authorities would be given grant which would allow them to provide similar 
levels of service at a similar cost to local residents in terms of a community charge. There would 
be two major elements of grant:
(i) A  needs grant to compensate authorities for differences in the costs of providing a 

standard level of service in different areas of Scotland.
(ii) A  standard grant representing a uniform level of contribution from central Government 

towards the cost of local services.
8.36 The needs grant would be based on the client group assessments of relative expenditure 
need used at present in distributing grant in Scotland. These have been developed in 
consultation with the Convention of Scottish Local Authorities and there would continue to be a 
separate system of assessment reflecting Scottish needs and circumstances. The process of 
equalisation would be similar to that used at present for needs element of R S G  with grant being 
given to meet the difference between the needs assessment per adult of each authority and that of 
the authority with the lowest assessment per adult, the standard grant would then be provided to 
all authorities at the same amount per adult. The proceeds of non-domestic rates would also be 
redistributed to all local authorities as a fixed sum per adult, supplementing the standard grant.
8.37 In this system there would be no need for a grant to equalise differences in taxable 
resources. At present the resources element (paragraph 8.11) has as its justification the need to 
correct the variations in total rateable value between area. These variations arise very largely 
from non-domestic subjects which would no longer provide significant rating resources 
specifically for the authority within which they are situated. With the separation of non-domestic 
and domestic local taxation and the move to abolition of domestic rates there would be no need 
for domestic rate relief and this would also end.
8.38 Differences in the existing levels of domestic rates from area to area reflect differences in 
the transitional pattern of spending by each authority in relation to levels of grant and its 
domestic and non-domestic rating resources. To move directly to the new grant arrangements 
would entail unacceptable disruption on top of the effects on individuals of the move from 
domestic rates to a community charge. The Government propose therefore to introduce a safety 
net. For a base year an amount would be added to, or subtracted from, each authority’s 
entitlement under the new regime to ensure that the claim on domestic taxpayers was unchanged 
if spending remained constant. These amounts would be fixed in cash terms for subsequent 
years, so that changes in spending would be reflected in the level of each authority’s community 
charge.



| 8.39 Specific grants in support of particular services would continue to have their place in the 
new system. As explained in paragraphs 4.* —  4.*, the Government see a need for continuing 
review of the pattern of specific grants and these will be looked at in Scotland against the general 
principles set out in paragraph 4.*
8.40 The islands councils in Orkney and Shetland, thanks to offshore oil development, 
presently enjoy a very high level oi non-domestic rating resources. Domestic ratepayers 
contribute less than 10% of rate income and domestic rate bills are markedly lower than in 
mainland Scotland. Equally however the councils, particularly Shetland, have incurred very 
heavy capital expenditure to facilitate expansion of the oil industry and as a result Shetland 
carries an exceptionally heavy burden of capital debt. In these circumstances the Government 
consider that special consideration should be given to the position of the islands councils in 
introducing their new proposals.
8.41 The new system as a whole is expected to achieve greatly improved control over local 
government expenditure through increased accountability, and to bring home to the entire local 
electorate the consequences of any excessive spending by a local authority. The level of 
Government grant will be unaffected by the spending policies of any particular local authority 
and there will be no continuing need for general grant penalties (paragraph 8.25). The 
Government will however retain a last-resort power —  analogous to that which they have at 
present —  to reduce impositions on the local domestic taxpayer where an authority is clearly 
planning expenditure which Parliament judges to be excessive and unreasonable.

Impact of the grant and taxation changes
8.42 With the safety net proposals described in paragraph 8.38 above the impact on households 
and tax units will depend on the changes in the domestic tax arrangements. As in England and 
Wales there will be a shift in the burden of taxation from householders t<3 non-householders who 
will be brought into local tax for the first time. Single adult households will gain, at the expense of 
households with three or more adults.
8.43 The results in Annex J show that in Scotland, with a 100 per cent community charge and a 
full safety net grant, •  per cent of households would gain and •  per cent would lose, •  per cent 
of tax units would gain and #  per cent would lose. Most losses would be under £2 a week, but •  
per cent of tax units would lose over £2 a week.
8 44 The Annex also shows the impact in the first year with the transitional scheme envisaged 
for England and Wales. As paragraph 8.34 makes clear a speedier transition is envisaged in 
Scotland. In particular it is proposed that all domestic rate bills should be cut by 60 per cent in 
the first year of the scheme and the shortfall would be made up by a community charge. This 
would mean community charges ranging from •  in •  to •  in •.
8.45 In the first year the pattern of gains and losses will be similar to that with a 100 per cent 
community charge, but the scale of gams and losses will be smaller.

Capital expenditure
8.46 Scottish arrangements for the control of local authority capital spending are considered to 
be working well at present and the Government do not intend to apply the proposals of Chapter 
6 in Scotland.

Budgetary framework
8.47 The proposals in Chapter 7 for improving the budgetary framework under which local 
councils operate should be applicable equally in Scotland. The duty to certify a sincere budget 
(7.*) would naturally fall on the Chief Finance Officer of each authority in Scotland.



A  timetable for change
8.48 The Government are convinced that there is a demand for early action on reform of local 
government finance in Scotland. The Secretary of State for Scotland is at present planning to find 
room for the necessary legislation in the separate Scottish legislative programme for the coming 
1986-87 Parliamentary Session. Immediate changes in Scotland could introduce the machinery 
of a community charge along with the new grant system and provide for the capping of 
non-domestic rates. With legislation in the 1986-87 Session these changes could be introduced 
with effect from 1 April 1989, leading to the final abolition of domestic rates in Scotland at the 
end of March 1992.

Consultation
8.49 Co mm e n t  from Scottish ratepayers and others on the Government’s general proposals 
and the specific Scottish points in this Chapter should be sent to the Scottish Office, R o o m  7/12, 
N e w  St Andrew’s House, Edinburgh EH1 3TB. To allow for early legislation in Scotland, 
comments should be submitted by 30 April 1986 at the latest.



Chapter 9: Wales
Background
(i) Development of central-local government relations in Wales
9.1 The Secretary of State for Wales has responsibility for the great majority of the services 
provided by local government in Wales. The main exceptions are police and fire which remain 
with the H o m e  Secretary.
9.2 Since its creation in 1964 the Welsh Office has provided a direct link between local and 
central government in Wales. But it was not until 1980, when the Conservative Government 
transferred responsibility for the financing of local government to the Welsh Secretary, that a 
comprehensive dialogue on the contribution, cost and funding of local services in Wales could 
begin. This new function provided the vehicle for the often unique needs and circumstances of 
Welsh councils to be reflected in the arrangements for distributing capital resources and grant to 
individual authorities.
9.3 The decentralisation of financial decision making from London to Cardiff has required the 
local authority associations in Wales to develop a view as to the needs of their members across 
the whole spectrum of local authority activity. Indeed, a notable feature of the Welsh scene in 
recent years has been the important part played.by the associations in helping to create the 
conditions for a constructive dialogue between central and local government, despite differing 
views on the need for expenditure restraint by the local sector. A  real effort has been made by 
both sides, whenever possible, to operate in partnership.

(ii) Local authority performance in Wales
9.4 As in the rest of the United Kingdom local athorities in Wales throughout the 1960s and 
1970s absorbed an increasing share of national income. Spending on services grew by 3 to 3'/2%  
per annum more than inflation, and by about 1 to 1 '/2%  more than the economy as a whole. 
Manpower grew by leaps and bounds. In 1960 Welsh local authorities employed about 85,000 
people. By 1979, employement had risen by 80% to 155,000 —  almost 1 in 7 of the total labour force in Wales.
9.5 Rate rises also significantly outstripped inflation. Between 1960 and 1979 rates increased 8 
to 9 fold, whereas prices rose by only half that amount.
9.6 The apparently irresistable increase in revenue expenditure led to a position in which 
capital investment in roads, schools and houses had to be trimmed in order to contain total 
spending. As a consequence, by the end of the 1970s investment had fallen to about 20% of total 
local spending compared with a typical share of 30% in the early 1960s.
9.7 The Government came into office in 1979 determined to half, and if possible reverse, these 
damaging trends. The record shows that its objectives have been achieved in Wales.
9.8 Since 1979:

—  current spending on services has for the first time grown broadly in line with, and not 
faster than, inflation: in real terms councils in Wales are now spending no more than they 
didin 1979;

—  local authority manpower has been reduced by over 6,000 (5%);
—  rates have risen by about 7 percentage points less than the Retail Price Index;
—  success in reining back revenue expenditure has allowed a significant amount of 

resources to be released for capital investment. Since 1981 gross capital investment by 
Welsh local authorities on a wide range of schemes has increased by 46%, or twice as fast 
as inflation over that period.



9.9 These changes have not been easy to achieve. But the effort has been worthwhile. Local 
government is now leaner, more effective and cost conscious. At the same time key services have 
been developed. Education spending per pupil is now at a record level; and spending on other 
priority activities such as the police and personal social services has grown by 18% and 9 %  
respectively more than inflation since 1979. Relatively new services such as recreation have 
improved almost beyond recognition. This does not mean that councils are yet in a position to 
claim that they are even close to securing full value for money from the resources entrusted to 
them by the community. But a good start has been made.

(iii) The case for change
9.10 In short, if the case for a thoroughgoing reform of local government finance rested solely 
on the need for expenditure restraint then the impetus for changes in Wales would not be a 
strong one. However, the case is far more widely based than this.
9.11 In particular:

—  the need for a better balance between the demand for local services and the cost of 
providing them is as strong in Wales as in the other countries;

—  the damaging mismatch between those entitled to vote in local elections and the 
relatively small numbers who actually pay for local services is as great in Wales as 
elsewhere;

—  non-domestic ratepayers in the Principality, although not faced with the severe pressures 
encountered by their counterparts in some areas of England and Scotland, deserve the 
measure of protection and certainty the Government proposes to give them in other parts 
of Great Britain;

—  although central and local government have made strenous efforts in Wales to keep the 
block grant system as simple as possible the case for further simplification and greater 
clarity and predictability is a powerful one.

9.12 The fact that it has proved possible to achieve the Government’s expenditure and rating 
objectives for Wales using the existing financial system should not blind us to its imperfections 
or make us complacent about the future. The need for a self regulating local government sector 
underpinned by a greater measure of local accountability is as pressing in Wales as in England and Scotland.

(iv) Need the reforms be the same in Wales?
9.13 While the Government’s objectives and the principles underlying the proposals for reform 
apply to the whole of Great Britain, the structure of the reforms needs to be tailored to the 
circumstances of each country. With this in mind the key elements of the review are now put into their Welsh context.



Local non-domestic taxes
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Figure [ ] Source of rate income (Wales: 1984/85)
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9.19 In the present financial year the highest non-domestic rate poundage is 36% above the 
lowest, compared with 130% in England. As Figure ( ) shows, the relatively narrow range in 
Wales means that, although a move to a national rate could not be accomplished overnight (see 
paragraph 9.46 below), the shift in non-domestic rate payments from heavily to lowly rated areas 
would not be as great as some might imagine.

Figure [ ]: Shift in non-domestic rate payments

9.20 The largest gainers in percentage terms —  if the uniform poundage was set to maintain the 
present yield of non-domestic rates —  would be non-domestic ratepayers in the heavily rated 
areas of Clwyd, Mid and West Glamorgan. The cash switch from relatively low to relatively high 
poundage areas amounts to £14m, only 10%  of the total non-domestic rate income of the areas 
concerned. These figures assume that local authorities all levy the discretionary local rate, and do 
not take account of the possible impact of revaluation.
9.21 Chapter 2 suggests that the degree of local discretion might be set at 5% of the national 
poundage. Given the relatively low average level of non-domestic rateable values, and the 
comparatively even distribution between authorities, 10%  might —  at some stage —  be a more 
appropriate margin of flexibility in Wales.
9.22 This new framework would put all non-domestic ratepayers on the same footing by 
removing the existing variation in local non-domestic tax rates —  rates which many would argue 
are almost unrelated to the level or quality of service received by the sector, and the business 
community in particular.

Local domestic taxes
The case for abandoning domestic rates is as strong in Wales as it is in England and 

M » » ?  an0IP ah5s thrown up by rating are just as unacceptable. The Government is 
{!,e!ii oHnH ^ 0? m Tued t0 rcPlacir?8 domestic rates in Wales with a community charge paid 
«« a,duiu rfsldentus- P e[e w*]! continue to be assistance for those with low incomes, but the principle that everybody should pay at least part of their local tax bill will be preserved in the 
new system. For the first time m  local government history every adult will have a direct financial stake m  their local council.
9.24 The effect of moving to a community charge in Wales will be to increase the number of 
persons contributing to local services from about 700,000, the number of householders now 
paying at least some rates, to 2,100,000, the total number of adults —  or broadly the same 
number as those eligible to vote. y
f;2**. Annex G  sets out the operational requirements for the community charge and the treatment of special cases, for example, second homes and charities.

Grants to local authorities
l̂2? exnm ines the role of grants within the present local government finance system
mid sets out the Government s proposals for change. In some respects these apply only to 
England. A  section within Annex B  describes the existing grant regime in Wales.
?-A7* In 1984-85 local authority revenue spending in Wales amounted to £680 per adult. O f  this 
M i f  was..met by non-domestic ratepayers, and £105 by domestic rates net of rate relief grant.

1S ôr ̂ te rebates the domestic sector’s contribution falls to £75 per 
fit«« o • ^aIa?ce’ P61 a<hjlt, and by far the largest contribution, came from the national 

m . the form of grants. H o w  this grant is paid has an important bearing on the way in 
hich local authorities plan their spending and on how local domestic taxpayers perceive the cost of services m  their area.

(i) Basis of the new lump sum grant
that existing rate support grants —  which are paid in support 

n general, and dependent on what individual local authorities actually spend —
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effect in 1985-1986 the variable grant would have amounted to £75 million, and the sta 
grant to about £760 million -  9 %  and 91% respectively of the total.

(ii) Simplifying the present assessment of local spending
9 29 The new lump sum grants would radically simplify the present arrangements. Further 
simDlifi^ion^nd^farity would be achieved if the relatively small amount of vanable grant 
could be determined using a far simpler assessment of local costs than the present measure 
grant related expenditure (GRE).
o to in the case of countv services —  such as education, law and order and road maintenance 
9'3t°he G R E f o m u l a  mesently used in Wales is made up of over 40 indicators ran^ng from pupil 
S g l i M  and populanon sparsny. gIftoug

of providing services as between areas.
9 31 The G R E  formula for assessing the cost of the predomiiiMitly■«»lira
S S &  I w o S l I S M B H M m  the stability and cianty of
purpose many district authorities have argued for. ^

with the local authority associations.

(iii) Resource equalisation
9.33 The present arrangements for
bills produce exactly the same anomalies values to

for a similar rise in spending. Figure ( ) illustrates the point.

Figure[ ] ....Mismatch between spending, domestic rate poundages and domestic rate bills(Wales: 1985/86)

9 34 The Government therefore proposes, for the reasons set out in Chapter 4, that resource 
equalisation should not be a feature of the new grant arrangements in Wales.

(iv) The role of specific grants
9 35 In addition to the general, or unhypothecated, 

that in England and Scotland.



The combined effect of changes to local taxation and grant
9.36 This section looks at the impact on local authorities, households and individuals of the 
Government’s proposals in Wales. Further detail on the impact throughout Great Britain is 
given in Annex J.

(i) The effect on local authorities
9.37 The proposals on the non-domestic rate, for introducing a lump sum grant and for ending 
domestic resources equalisation would produce shifts in local authority income. Authorities 
spending above their G R E  or with low domestic rateable resources would receive less income

at present from non-domestic rates and grant. L o w  spending authorities, or those with 
relatively high rateable values, would receive more.
9.38 If these changes fed through into local domestic tax bills, bills in some areas would double, 
whereas in others they would fall by up to 40%. The Government believes that it would be 
completely wrong to impose this degree of disruption on to domestic taxpayers, bo, as m  
England, it proposes safety net arrangements to preserve broadly the non-domestic rate and 
grant income of authorities between the first year of the new system and the last year of the old. It 
is for consideration whether this safety net arrangement should be reviewed m  Wales when 
domestic rates have been completely replaced by the comunity charge.

(ii) The effect on individuals and households
9.39 As the starting point for the new system will be the present pattern of domestic rate 
income at the rating authority level, the impact of the reforms on individuals and households 
will arise solely from the change in the domestic tax arrangements. If the community charge were 
introduced immediately as a full replacement for domestic rates the effect would necessarily vary 
from household to household, and from person to person depending on their circumstances and, 
equally important, on the expenditure decisions of their local authonties. Nonetheless, the 
general pattern of gain and loss can be predicted. .
9 40 Households will be affected in two ways. Size will be a key factor. In general, single person 
households will gain from the shift away from a tax on property to one on people. Households 
with three or more adults will pay more. The other factor is the rateable value of each property. 
For a given household size, those living in relatively high rateable values houses will pay less, 
and those in houses with relatively low values will contribute more. Within households the m a m  
pattern of redistribution will be from ‘householder’ couples to other adults who at present do not 
pay any local taxes. The majorty of the new local taxpayers will be young single people aged 18 to
24.
9 41 Had domestic rates been abandoned in 1984-85 the community charge would have 
averaged £105 in Wales. £105 would therefore have been the average bill for one adult 
households. Households with 2 adults would have paid £210, and so on. Those on low incomes 
might well have paid as little as 20% of their community charge. In 1984/85 a 20% mi ni m u m  
contribution would typically have amounted to £21 per adult.
9.42 To put these charges into perspective, the full community charge 1984-85 would have cost 
each adult less than £2 per week, on average. For those entitled to the m a x i m u m  rate ot 
assistance with their charge the weekly cost would have been reduced to an average of only 4U 
pence —  well below the pnce of a packet of cigarettes or a pint of beer.
9.43 W h e n  account is taken of the pattern of local authority spending within Wales the 
community charge would have ranged from £65 to £142 per adult —  the equivalent of £1.25 to 
£2.75 a week. Despite the variation the impact of a move to a community charge would have 
been felt everywhere since within each rating authority the same general pattern of single adult 
households paying less and those with 3 or more adults paying more would have applied.
9.44 The effect on households and “tax units” —  couples or single people who may form part of 
a larger household —  of a full replacement of rates by the community charge is discussed in some 
detail in paragraphs 30 to 35 of Annex J.

Transitional arrangements
9.45 Throughout this Green Paper it has been stressed that the proposals for reform could not



(i) Easing in the non-domestic changes
9.46 The arrangements for introducing a uniform non-domestic rate, even when combined 
with a complete revaluation of non-domestic rateable values, need not be complex. The 
proposed method of easing in a national rate is described in detail m  Chapter A  paragraph l ]. 
The relatively compact range of non-domestic poundages in Wales could well allow the period ot 
transition to be shorter than in England: possibly as short as 3 years.
(ii) Easing in the community charge
9 47 Although the analysis in Annex J shows that the majority of households —  particularly 
single person households —  would benefit from an immediate replacement of domestic rates by 
the community charge, others might find it difficult to absorb the change in just one year. The 
Government therefore believes that it would be right to introduce the community c!*arS® 
gradually in order to give both the local tax payer and the local administrator an opportunity to 
adjust to the new financial arrangements.
9.48 For illustrative purposes it is assumed that the community charge will initially be no more 
than £50 per adult in any rating area. The yield from this charge would be used to reduce 
domestic rate bills in the first year.
9.49 As there are approximately two adults for every house in each district of Wales the yield of 
a £50 community charge would enable rate bills to be cut by an average of ab°u* ~|00per 
domestic property. There are two ways in which the proceeds of the charge could be used to 
reduce rate bills within each area:

—  by a c o m m o n  percentage;
—  by a c o m m o n  cash amount, approximately £100 per property or the actual rate bill, 

whichever is the smaller figure.
9.50 For England it is envisaged that there should be a percentage cut. This would give the 
greatest relief to those presently footing the highest rate bills.
9 51 The relatively compact range of rate bills within authorities in Wales means that the cash 
cut option can also be considered. One important feature of this
that all single adult households with rate bills presently in excess of £100 per year, including old 
age pensioner and single parent family households, would pay about £50
would in the very first year. Even single adult households with rate bills of between £50 and£l 00
would benefit from the change. T w o  adult households currently paying more than
rates would face broadly unchanged bills, and only those with 3 or more adults would pay more
_  £50 more for each adult. In addition, those with bills of less than £100 per year
approximately 10% of all Welsh households —  would find that, from the outset, they were no 
longer liable for rates, but just for the new community charge.
9 52 The two options have rather different distributional effects on households and 
individuals. As noted above a percentage cut in rates would provide the most [ehef m  cash 
terms —  to those households with the high bills. Conversely, households with reiadvdy low rate 
bills would tend to gain the most —  in percentage terms —  from the standard cash reduction
scheme.
9 53 The analysis presented in Chapter 5 and paragraphs 25 to 29 of Annex J assesses the 
impact of the initial £50 community charge and the percentage reduction in domestic rate bills 
on different types of household throughout Great Britain. The effects are similar in Wales.
9.54 As expected, the impact of a low initial community ̂charge on local dom^tic toxpayere 
would be relatively small. 82% of households would gain or lose less than
would experience changes of less than £2.00 a week. Looked at in tax unit terms, the largest 
proportion of gainers are in the single pensioner and one parent family categories.
9.55 With a uniform cash cut in rates far fewer households in Wales — ‘probably ̂ d e r  *0% —  
would face changes of more than £1.00 a week m  the first year, compared with nearly 20%  m  the 
case of the percentage cut approach.
9.56 Both the options identified have their strengths. But a decision on which transitional 
scheme would best suit Welsh circumstances will not be made until the views of all those 
concerned have been fully weighed.

be fully implemented in just one year. They will need to be phased in over a period and
probably a fairly lengthy one in the case of the community charge.



(iii) How long will it take to abandon rates completely? ™
9 57 Under either of the options domestic rate bills, in Wales will be r e d n ^  subsmmaUvm

community charge wil! have replaced domestic rates throughout the Principality.

Local authority capital expenditure
q 5g a .s in England there is widespread dissatisfaction in Wales at the way vears^Local
system for controlling local authority capital expen iture ^s wor their

n?e-1981 neriBd. to focus on the Control ofborrowina rather than expenditure.

9.59 Capital expenditure in Wales forms a large and important part of local authorities overall 
activities. Gross capital investment on local services presently amounts to about £350m. Over 
40% of this is spent on housing. Principally as a result of the success of the Right to Buy 
campaign district authorities, in particular, have accumulated an enormous store of capital 
receipts: By the end of 1985/86 it is estimated that these accumulated receipts will amount to 
some £250 million to £300 million, about 70% of which relate to the disposal of housing assets.

(i) The options
9.60 T w o  basic options for reform are identified in Chapter 6. First, the control of local 
authority net external borrowing - their contribution to the Public Sector Borrowing 
Requirement; and secondly, a form of expenditure control m  which the national cash limit is 
fixed by reference to gross provision, rather than provision net of capital receipts as now.
9.61 The net external borrowing approach has some attractions from a theoretical standpoint, 
particularly as it would involve much less detailed control at local level - but it would pose 
major practical problems for both central and local government.
9.62 There are two possible approaches to the expenditure option. The essential difference is 
the treatment of capital receipts. In one version the Government would build into individual 
authorities’ capital allocations an allowance for their capital receipts over, say, the last 3 years, m  
the other approach, the Government would set allocations at a rather lower level, with 
authorities continuing to have access to their capital receipts as an addition to allocations.
9.63 O n  balance, the latter approach appears to come closer to meeting the criticisms of the 
Welsh local authority associations. Under either option it is likely that allocations would, as 
now, be distributed largely on a formula basis in Wales - a basis agreed with the associations and 
one which is widely acknowledged as providing authorities with a sound basis for managing their 
capital programmes.

The role of fees and charges
9.64 The case for increasing the contribution made by fees and charges to the cost of running 
local services is as strong in Wales as elsewhere. Indeed, the generally low level j f g j B H M g H  
this source in Wales, particularly in the realm of leisure activmes, suggests there is considerable 
scope for action. The review of fees and charges referred to in Chapter 7, paragraph 7.11 will also 
cover Wales.

Summary and conclusions
9.65 The arguments for reform of the present systems of local government finance in Wales are 
broadly the same as in England, but have to be seen against the distinctive Welsh background. 
This may lead to a package of reforms tailored to the particular circumstances ot Wales.



9.66 This chapter indicates a preference for certain options. It would, of course, be unrealistic 
to suppose that any package of reforms could satisfy the aspirations of everyone in Wales, and 
preference has been indicated as an aid to debate and a focus for discussions at a technical level. 
All the options are open, and the Government hopes that they will be carefully considered and 
commented upon not only by major interests and representative bodies in Wales but also by 
individual rate and tax-payers, whose contributions actually pay for local services.
9.67 Although comments are invited on the whole package of reforms set out in this Green 
Paper there are a number of proposals which are specific to Wales. Views are therefore also 
invited on:

—  the case for giving local councils, at some stage, the discretion to top-up the national 
non-domestic rate by 10% rather than the 5% flexibility suggested for the early years of 
the new system (paragraph 9.21);

—  the 3 year transition period for moving to a uniform non-domestic rate (paragraph 9.46);
—  the proposal to simplify - particularly in the case of district authorities - the present 

method of assessing expenditure for grant purposes (paragraphs 9.29 to 9.32);
—  whether safety net grant should be reviewed when domestic rates have been replaced 

throughout Wales by the community charge (paragraph 9.38);
—  the merits of using the yield from the initial community charge to cut domestic rate bills 

in the first year of the transition period by a standard cash sum within each rating area 
rather than by a fixed percentage (paragraphs 9.47 to 9.56);

—  the arrangements proposed for phasing out domestic rates by stages (paragraph 9.57).
'9.68 Comments should be sent to the Welsh Office, at the address given at the page [ ], by 31 
July 1986. A  Welsh language copy of this chapter is available on request from the same address.



Chapter 10: Summary and conclusions
10.1 This Green Paper sets out proposals for perhaps the most radical reform of local 
government finance in Great Britain this century. It does so against the background of a pressing 
need to reduce the burden which the public sector imposes on the private sector and on taxpayers 
- a burden of which more than a quarter is now accounted for by local government.
10.2 Since 1979 the Government has sought to create the climate and the incentives to which 
local government might respond with expenditure restraint. Conscious of the long-established 
tradition of independent, democratically-elected local authorities in this country, it has tried to 
achieve this objective not by direct control from the centre but by measures designed to enhance 
the accountability of local government to its electors and taxpayers. Between 1979 and 1984 a 
succession of such measures was introduced. But this aproach brought into ever sharper focus 
serious underlying flaws in the system of local government finance which weaken the 
accountability of local authorities to local people, and which made it neccessary for the 
Government to introduce in 1984 powers to limit directly the rates of selected local authorities.
10.3 It was against this background that the Government came to the view that incremental 
measures to enhance accountability within the existing framework would be unlikely to succeed 
and that more fundamental reform would be needed, in particular to deal with the clear defects 
of the rates and to develop a grant system which was more understandable and did not obscure 
the link between changes in local spending and changes in local taxation.
10.4 The Government is committed to a system of local government finance which fairly 
reflects differences in local needs and at the same time promotes local accountability. All the 
main proposals in this Green Paper have been designed to achieve that end. They may be 
summarised as follows.

—  Non-domestic rates should in future be set by central Goverment, as a uniform rate in the 
£; the proceeds should be pooled and redistributed to all authorities as a c o m m o n  amount 
per adult. The introduction of this scheme would be accompanied by a revaluation of 
non-domestic properties.

—  Domestic rates should be phased out over a ten-year period and replaced by a flat rate 
community charge, payable by all adults.

—  The grant system should be radically simplified. It would consist of needs grant, which 
would compensate for differences m  what authorities needed to spend to provide a 
comparable standard of service, and standard grant, which would be paid to all 
authorities as a c o m m o n  amount per adult.

—  Distributional changes, on introduction of the new scheme, would be prevented by a 
system of self-financing adjustments.

10.5 These proposals lie at the heart of the Government’s reforms. They would widen the tax 
base so that virtually all adults would have a financial stake in the affairs of their local authority; 
they would ensure that the full costs or benefits of any changes in a local authority’s expenditure 
would fall on its domestic taxpayers alone; and while non-domestic ratepayers would still make a 
significant contribution to local government expenditure overall, authorities would no longer be 
able to finance extra expenditure by taxing them at their own discretion. Together these reforms 
would ensure that the accountability of local authorities to local electors and taxpayers would be 
greatly enhanced.
10.6 In addition to these proposals, the Government has identified in this Green Paper a 
number of areas where reform or further analysis of the scope for reform would be desirable. In 
particular, it has

—  initiated a review of specific grants to local authorities;
—  set out proposals for reforming the system of capital expenditure controls in England and 

Wales;
—  initiated a review of centrally-determined fees and charges for local authority services 

and is considering ways of improving charging practices;
—  outlined a possible framework of duties to be placed on local authority treasurers to 

guarantee the propriety and soundness of their authorities’ budgets.
10.7 [Scotland]
10.8 [Wales]
10.9 [Subsidiary matters for consultation]



Annex A: Recent Trends in local authority spending, Taxation and Manpower
A.1 The Layfleld Report on Local Government Finance (Cmnd 6453), published in 1976, 
included an extensive study of longer-term trends. This highlighted the almost continuous 
growth of the local government sector this century, its increasing share of national resources, and 
the growth in central Government financial support. This Annex picks up where the Layfield 
Report left off, and examines trends over the last decade. It supplements the discussion m  
Chapter 1.

The scale of local government
A.2 The economic influence of local government is now very large.
—  In 1984/85 local government in England alone had a turnover of £39 billion.
—  Local authorities’ expenditure represents over a quarter of the public expenditure 

planning total and 11% of GDP.
—  Local government employs nearly 3 million people (full and part time) in Great Britain. 

14% of the workforce.
A.3 Figures A1 and A2 show how the £39 billion of expenditure in England in 1984/85 was 
spent on the different services provided by local government and how that expediture was 
financed.

Figure A 1: Local authority gross expenditure by service (England: 1984/85)

Figure A2: Sources of local government income (England: 1984/85)

Expenditure
A  4 Figure A.3 shows how local authority expenditure as a proportion of G D P  grew steadily to 
its peak in 1975 (the last year covered in the Layfield Report). Since then it has fallen, though 
largely because of the decline in capital expediture.

Figure A3: Local government current expediture on goods and services and gross domestic fixed capital formation as a share of GDP.

A. 5 This decline in net capital expenditure can be more clearly seen in Figure A4. This shows 
capital expenditure net of sales. Because there has been a large increase in the sales of council 
houses since the Housing Act of 1980 the growth in gross capital expenditure since 1981/82 has 
been higher than the growth of net expenditure. Figure A4 also shows that current expenditure 
has continued to grow over the decade. However, as described in Chapter 1 (paragraph 1.27 and 
Figure 2), the rate of growth is considerably lower than in the 1960s and early 1970s.

Figures A4: Local government current expenditure on goods and services and gross domestic fixed capital formation at 1980 prices.



Income
A. 6 Figure A2 showed the sources of local authorities’ income for all services, accounts and 
funds (current and capital accounts, rate fund and housing accounts, special funds, etc.) The rate 
fund revenue account is financed by rates, central Government grants and fees and charges. 
Figure A5 shows how the balance between rates and grants has changed in England and Wales 
over the last 10 years. The Layfield Report noted an increasing proportion of central 
Government support and a declining contribution from rates towards local government 
expenditure. Figure A5 shows how this trend has been reversed in the last 10 years. By 1984/85 
rates, together with rate rebates, were larger than aggregate Exchequer grant.

Figure A5: Rate fund revenue account - England and Wales Rates and Grants

A. 7 The increase in rates is also shown in Figure A 6 where the annual increase in average 
domestic rate bills in England is shown in relation to inflation. This shows rates rising faster than 
inflation in the years 1981/82 to 1984/85. Exchequer support was reduced over this period in 
order to increase local accountability. As noted in Chapter 1 this effect is reduced by rate rebates, 
which represented about 22% of domestic rates in 1984/85. Local authorities in England 
exceeded the Government’s expenditure plans over this period, leading to rate increases higher 
than the Government had planned for.

Figure A6: Changes in domestic rate bills in England compared to inflation.

A. 8 Other sources of income have moved broadly as follows.
—  Rents were a declining source of income to local authorities until the 1980 Housing Act 

when they began to increase. The recent increases in housing benefits have halted this 
rise.

—  Capital receipts in England increased from about £'/» billion in the mid-1970s to about £V4 
billion at the end of the decade. The right to buy legislation has led to a sharp rise in 
council house sales in the 1980s. Together with other incentives to sell assets this led to 
an increase in local authorities’ capital receipts to about £2!A billion in 1984/85.

—  Borrowing has been fairly volatile over the last decade. The local authority borrowing 
requirement in the United Kingdom has been as high as £3 billion in 1974/75 and 
1979/80, and as low as —£VW billion in 1981/82.

Manpower
A. 9 Figure 2 in Chapter 1 illustrated how local authority manpower in England grew during the 
1960s and 1970s. Between 1979 and 1982 numbers fell by about 4%, but have remained fairly 
stable since then.



Annex B: The present local government finance system: a summary
Local authority income and expenditure
B.l In the United Kingdom, local government is responsible for about 27% of total public 
expenditure. In England alone local government had a turnover of about £39bn in 1984/85. The 
total of local authority expenditure can be divided into three main types:

current expenditure (77%) —  spending on running costs, such as salaries;
capital expenditure (15%) —  spending which creates tangible assets such as houses; and
debt repayment (capital and interest) (8%).

B.2 Local authorities have three main sources of income —  rates, central Government grants 
and money received from services such as school meal charges and bus fares, from housing rents, 
and from the sale of assets such as council houses. Local authorities can also borrow from central 
Government or the private sector to finance capital expenditure. Figure A #  in Annex A  shows 
the breakdown of English local authorities’ income by service in 1984/85.
B.3 There are two main tiers of local government in each area. Responsibility for services and 
therefore expenditure between these tiers varies. The pattern of local authority expenditure in 
England by service is as shown in Figure A #  in Annex A.

Rates
B.4 In each area the lower tier authority —  district or borough council —  is the rating authority. 
This means that they issue rate demands and collect the rate payments. Other authorities, county 
councils and parish councils for example, issue precepts. A  precept is a demand for a specified 
amount which the rating authority has to collect on the other authority’s behalf.
B.5 W h e n  the rating authority fixes its rate and budget for the coming year, it first estimates 
how much it will spend in that year from its rate fund together with any precepts. It then deducts 
the amount of grant it expects to receive from the Government, and its income from other 
sources. The balance left over is raised from local ratepayers. To calculate how much each 
ratepayer should pay the council first estimates how much of a rate of lp would produce. This is 
called the penny rate product.
B.6 The council then divides the amount it needs to raise from ratepayers by the penny rate 
product. The end figure reached is the rate in the pound which has to be levied. This is called the 
rate poundage. Other authorities calculate their precepts in broadly the same way on the basis of 
estimates of the penny rate products of the rating authorities in their area. The precept is then 
collected with the rating authority’s rate, and passed on to the other authority.
B.7 The rate bill for an individual property is calculated by applying the combined rate to its 
rateable value (an assessment of the estimated annual rental income which each property might 
earn if let on the open market). For domestic properties domestic rate relief {18.5p in the pound: 
see paragraph B.l 2) needs to be subtracted from the total rate poundage. The calculation of the 
rate bill on a domestic property is therefore as follows:

rateable value x (rate poundage domestic rate relief)

Central Government grant in England
B.8 Each year the Government decides on its view of what the level of local government 
spending should be in the following year. It then decides how much of the spending to be 
financed from the rate fund revenue account should be met by central government grant. (There 
are separate arrangements for controlling the total of capital spending, whether financed from 
revenue or from borrowing —  see paragraphs B.49-B.51 below.)



B.9 Central Government grant, which is known as Aggregate Exchequer Grant (AEG), consists 
of three elements —  specific grants, supplementary grants and rate support grant. Specific grants 
are paid in aid of specific projects. Examples are the urban programme, derelict land grant, police 
grant. Supplementary grants are paid in support of transport and national parks expenditure. 
Rate support grant, as the name suggests, is a non-specific grant to subsidise spending which 
would otherwise have to be financed by ratepayers. In 1984/85 the Government’s preferred level 
of local government rate fund revenue spending was £22.9bn. It decided that 51.9% of this would 
be met by AEG. 21.5% of the A E G  total would be paid as specific and supplementary grants, and 
78.5% as rate support grant.

Rate support grant
B.10 Rate support grant is paid in support of net revenue spending, ie spending on wages, 
salaries, goods and services, debt charges and revenue contributions to capital projects, less 
income received from other sources. This net expenditure is referred to in the relevant statutues 
as total expenditure (that is, the “total expenditure” for rate support grant purposes).
B. 11 Rate support grant is made up of two elements: domestic rate relief grant and block grant. 
It is paid to local authorities in thirty-eight instalments during the financial year.
B. 12 Domestic rate relief grant is the smaller of the two elements of rate support grant (about 
£692m out of £9322m in 1984/85). Under the existing arrangements, domestic ratepayers benefit 
from a discount on their rate poundages, as compared with non-domestic ratepayers who do not. 
The size of the discount is determined by the Government. Its cost is met by domestic rate relief 
grant. Domestic rate relief was introduced in 1967 as an interim measure to give some assistance 
to domestic ratepayers pending the possible overhaul of the rating system following the Royal 
Commission on Local Government which was set up in 1966. In the event the rating system was 
not reformed and domestic rate relief has remained. In England the rate of payment has for a 
number of years been 18.5p in the £.
B.13 Block grant makes up much the larger part of rate support grant. The aim of the block 
grant system is first to compensate for differences in the cost to authorities of providing a 
standard level of service (for example, because of different social, economic and geographic 
characteristics) and second to compensate for differences in resources. Authorities’ resources are 
measured in terms of the total rateable value of properties in their area, which in turn reflect the 
relative rental values of property in different parts of the country. In other words, block grant is 
distributed so as to ensure that, regardless of differences in their expenditure needs and rateable 
resources, all authorities are in a position to finance a comparable standard of service for the 
same rate in the £. This means that ratepayers in areas with high spending needs and low rateable 
resources can be charged the same rate in the £ for a given standard of service as ratepayers living 
in areas with high rateable resources but low spending needs. This process is known as ‘rate 
poundage equalisation’.
B.14 It is worth noting that it does not equalise rate bills since the rateable values of similar 
properties vary throughout the country.

Equalising needs and resources
B.15 In order to equalise expenditure needs and resources, the Government calculates two 
things —  a grant related expenditure (GRE) for each authority and a schedule of grant related 
poundages (GRP).
B.16 The G R E  is an estimate of the overall cpsts to an authority of providing a standard level 
of service. It is calculated for each authority taking into account variations in local circumstances 
by the application of a formula. Each authority’s G R E  is built up by applying components of the 
formula relating to the different services it provides. But it is the overall G R E  for each authority 
which is used as a basis for distributing block grant. The amount spent on each service remains a 
matter for the individual local authority to decide.
B.17 For most services, the two main factors in the G R E  formula are the numbers for w h o m  
the service is provided (for example, the number of primary school children) or the number of 
units of service which have to be provided (for example the number of premises from which 
refUse has to be collected), and the unit cost of providing the service.



B. 18 In some cases a further set of factors has to be taken into account where these seem likely 
to influence the cost of providing a service or the amount of service of be provided. These 
include such considerations as a scattered population or a concentration of social problems or 
substandard housing conditions. London authorities also receive some allowance for higher 
costs —  for example, London Weighting payments in salaries.
B. 19 Since G R E s  are intended to be an objective assessment of the need for spending they are 
not usually based on the actual expenditure by the authority on a particular service. However, in 
a small number of cases where an authority has no choice about how much to spend (for 
example, mandatory students’ grants) the G R E  is based on actual spending.
B.20 The total of the G R E  figures for all authorities is calculated to fit in with the 
Government’s overall spending plans for local authorities.
B.21 Each authority’s G R E  assessment will change from year to year to reflect changes in the 
way G R E  components are calculated and to incorporate new data.
B.22 Once G R E s  have been set, equalisation is achieved through the G R P  schedule. This 
specifies a c o m m o n  rate poundage, which all authorities are assumed to levy for spending at the 
level of GRE, and a specified cost for authorities and their ratepayers, in terms of higher or lower 
rate poundages, for every £ per head of spending above or below GRE. This tariff is known as the 
grant-related poundage schedule. The G R P  for spending at G R E  changes from year to year. The 
Government can also change the cost of marginal increases in spending by specifying a different 
rate of increase in G R P s  for each additional £ per head of expenditure.
B.23 The national grant-related poundage schedule is divided between the tiers of local 
government in proportion to the planned spending on functions they carry out. For example in 
non-metropolitan county areas, where the county council provides the bulk of the services, the 
G R P  for spending at G R E  would be much larger for those councils than for district councils.

H o w  block grant is calculated
B.24 Block grant is paid to make up the difference between authorities’ total expenditure and 
the revenue they could raise by charging ratepayers a rate poundage equivalent to the 
appropriate GRP. This can be summed up like this:

block grant = total expenditure - ( G R P  x rateable value)
B.25 In practice a council with high rateable value will be able to raise more from a rate set at 
the G R P  level than a council with low rateable values. For the same level of spending in relating 
to its GRE, the low rateable value council will receive more block grant. This achieves the 
objective of enabling authorities to finance a comparable level of service for the same rate 
poundage.
B.26 For 1986/87 it is proposed that the amount authorities are assumed to raise from their 
ratepayers (the GRP) should increase by 1. Ip for every £1 per head increase in expenditure. The 
G R P  decreases at the same rate as expenditure falls.
B.27 The amount an individual authority is assumed to raise from its ratepayers is therefore 
calculated like this:

G R P $»;G R P *  + l.lp (Total expenditure - G R E )
( population )

*the G R P  for that kind of authority spending at GRE.
B.28 At a level above GRE, which is known as the threshold (set nationally at 10% of GRE), the 
amount an authority has to raise from its ratepayers for each increment in spending rises, in 
order to provide a disincentive to high spending. Above the threshold the assumed local rate 
increases by 1.5p for every additional £1 per head of spending.
B.29 Figure B 1 below illustrates how this works.



Figure B1: The block grant schedule (England 1986/87)

B.30 The practical effect of this schedule is that for the great majority of authorities* their grant 
decreases as their spending rises, and vice versa. That is they have negative marginal rates of 
grant.
B.31 This is because almost all authorities, except those with very low rateable values per head 
of population, can raise more than £1 per head by charging ratepayers the additional l.lp (or 1.5p above the threshold) which it is assumed they will raise in order to finance each additional 
£1 per head of extra spending. In order that the equalising effect of block grant continues to 
operate the additional sum is subtracted from the authority’s grant entitlement. Otherwise the 
authority would be able to take advantage of its higher rateable values and levy a lower rate 
poundage than other authorities for a comparable level of spending.
B. 32 To take an example:

A n  authority has a rateable value of...............  £50 m
It has a population o f .........................  500,000
It increases its spending b y ....................  £500,000

= £1 per head
It is therefore assumed to raise from its ratepayers an
additional ..............................  l.lp
which will raise £550,000 (ie £50m x l.lp)

Its total block grant is therefore reduced by £50,000: the £550,000 raised less the £500,000 
it wants to spend. Some authorities have such high rateable values per head that they 
receive no block grant whatsoever.

B.33 N e w  information about authorities’ spending is constantly being received by the 
Government. The initial R S G  announcement for the coming year, which is known as the 
Settlement, is made before authorities have set their budgets. Final audited figures for spending 
in any one year may not be received until as long as 2 years after the end of the financial year 
concerned. Adjustments to grant entitlements are therefore made in a series of rate support grant 
Supplementary Reports.
B.34 The amount of block grant available for distribution is a sum set in advance for each year 
by the Government. In order to match the claims for grant to this sum, the G R P  for spending at 
G R E  may have to be adjusted in a Supplementary Report in order to reduce or increase each 
authority’s grant entitlement. This kind of adjustment is called close-ending.
B.35 Multipliers adjust an authority’s grant entitlement. They are used mainly to produce 
safety nets or caps which prevent authorities from having large grant changes between years. 
Safety nets are used, for example, to limit the effect of year-on-year changes in the method of 
calculating the G R E  where these would otherwise cause large grant losses. Caps are used to limit 
large gains in grant.
B.36 The multiplier works by multiplying the product of the authority’s G R P  and its rateable 
value either to increase or reduce the amount the authority is assumed to raise from its 
ratepayers before block grant is paid. The grant of an authority in this position is calculated like 
this:

Grant = total expenditure - ( G R P  x rateable value) x multiplier
B.37 London is subject to the block grant distribution arrangements. However, there are two 
differences in the treatment of London to take account of London’s high rateable values.
B.38 If the normal equalising effects of the block grant system were to apply, these higher 
rateable values would lead to much higher rate bills for equivalent standards of service. Part of 
the rateable value of each London authority is therefore discounted when its block grant is 
calculated, by the use of a special multiplier. The discount is higher in Inner London because of 
particularly high rateable values there.



 ̂ B.39 For the reasons explained above, the central London authorities with the very highest 
rateable values get no block grant. Instead they make payments to other London Boroughs 
through a special London rate equalisation scheme. Domestic ratepayers in contributing 
authorities are compensated by increased domestic rate relief.

Expenditure guidance/targets
B.40 From 1981/82 to 1985/86 the Government superimposed a separate system for 
controlling local government spending on the basic block grant system. This was done by giving 
every local authority a 'target'. If an authority spent more than its target, it forfeited grant on the 
basis of a fixed tariff. Grant lost in this way was known as holdback or penalty and was retained 
by the Treasury. The Secretary of State can exempt some spending from the penalty system. 
These exemptions are called disregards, because the spending is disregarded when holdback or 
penalty is calculated. So if an authority spent £ 10.1m against a target of £10m, but spent 
£100,000 on items for which expenditure was disregarded, it would not incur holdback.
B.41 Although targets are being discontinued in 1986/87, their effects will continue to be felt in 
the implementation of holdback and disregards until the books are closed for the years during 
which targets were issued.

Rate limitation
B.42 Selective rate limitation or 'rate capping’ was introduced by the Rates Act 1984. Rate 
capping has enabled the Secretary of State to concentrate efforts 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 m a x i m u m  for the rate in the pound which a rate capped council can raise.
B.43 Every summer, a number of authorities are selected for rate capping in the following 
financial year. To be selected for ratecapping, an authority’s spending has to meet three criteria. 
First, it has to be excessive. Second, it has to be higher than a level set by the Secretary of State. 
This level is currently fixed at £ 10.6m, so that councils whose spending is low in absolute terms

excluded from rate capping. And thirdly, an authority’s spending has to be higher than its 
ORE.

B.44 W h en  they are selected, councils are notified of their expenditure levels (ELs). The EL is 
the sum the Secretary of State assumes the council will spend in the following year.
B.45 Councils have the right to apply to the Secretary of State for a higher EL. This process is 
known as redetermination. If a council makes an application for redetermination, the Secretary 
of State can raise the EL, reduce it, or leave it unchanged.

6 W h e n  the expenditure level has been decided, the rate limit is calculated at a level which 
will finance the EL. The two other main factors in making this calculation are an authority’s 
block grant entitlement and its level of reserves. The Secretary of State first calculates how much 
grant the authority will get for spending at its EL. H e  then decides how much of the rest should 
be raised from ratepayers, and how much (if any) from reserves. The figure arrived at is then 
divided by the penny rate product to produce the provisional rate limit. Councils subject to rate 
limitation may not raise a rate in the £ higher than their rate limit.

Capital expenditure controls
B.47 Each year the Government decides <?n the overall level of local authority capital 
expenditure which it believes to be compatible with the national economic interest. Each 
authority may spend an amount, known as its prescribed expenditure allocation, notified by 
central Government, together with a proportion of the proceeds of asset sales and o.f repayments 
of grants and advances made by the authority, and the profits of trading undertakings.
B.48 In deciding on the total of allocations to be divided between authorities, the Government 
has regard both to the national total of spending which it wishes to see and to the extent to which 
authorities are able to add to their allocations from the other resources mentioned. In England, 
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: allocations may be transferred both between blocks and between authorities. 
There is also a limited facility to carry over into or anticipate from the following year’s allocation.



B.49 Authorities have freedom in choosing h o w  to finance expenditure within the permitted 
level. Their borrowing for capital purposes is controlled through a block approval issued by the 
Government, but the amount of the approval is broadly equal to the authority’s total allocations 
for the year, so that it should not serve as a constraint. They can also use the proceeds of asset 
sales and repayments of grants and advances; contributions from the rate fund; savings in special 
funds; and such grants as they m a y  receive from central Government, public bodies like the 
Sports Council, the European Community and the private sector. The present arrangements for 
controlling capital expenditure are described more fully in Chapter 6.



Appendix B1
Typical Timetables for Rate Support Grant and Rate Limitation

Rate Support Grant
July —  Provisional R S G  announcement, usually comprising totals of expenditure and 

grant to assist local authorities in advance planning for the following year.
First Supplementary Report for the current financial year, in which 
adjustments to grant are made on the basis of budget information and grant 
abatement (or holdback) is implemented.
Final Supplementary Report for the financial year three years earlier, to ‘close 
the books’ in the light of audited outturn expenditure information.

December —  R S G  settlement for the coming financial year, in which Government 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 spending information.

January —  December R S G  reports debated by the House of Commons.
April —  Payments of grant for the current year start.

Rate Limitation
end July —  Report laid before the House of C o m m o n s  which lists selected authorities and 

explains the criteria for selection.
end July —  Selected authorities are notified of their ELs.
October —  Last opportunity to apply for redetermination of ELs.
December —  The Secretary of State announces his decision on redeterminations.
December —  Selected authorities are notified of proposed rate limits on the basis of the 

original or a redetermined EL.
mid-January —  Last opportunity to accept or comment on rate limits.
Feburary —  Rate limits order debated by the House of Commons.



fAimex C: Key facts on households, tax units and taxyields
C. 1 This Annex contains background information on:

—  the characteristics of households and tax units in England, Scotland and Wales;
—  the population of communal establishments which could be subject to collective 

community charges;
—  comparative tax yields of different national and local taxes.

C.2 It comprises the following tables:
Figure Cl: Household composition 
Figure C2: Tax unit composition 
Figure C3: Tax units: status in household

(ie householder or non householder)
Figure C4: Tax units: economic status 
Figure C5: Multiple tax unit households
Figure C 6: Adults present in communal establishments on census night 
Figure C7: Revenue effects of illustrative tax changes

C.3 The totals in Figure Cl for “all households” are based on 1981 Census data which have 
been adjusted for absent households and projected forward to mid-1984/85. All remaining 
household and tax unit data are derived from the Department of the Environment’s Family 
Expenditure Survey (FES) database, which contains information for the four years 1980 to 1983 
inclusive, revalued to 1984/85 prices*. The sample data have then been grossed up by reference 
to the Census based estimates to give national figures.
C.4 The following definitions apply to the material presented in this Annex.

(i) Household. A  household is either one person or a group of people (who m a y  or may not 
be related) living at the same address with c o m m o n  housekeeping. A  household may 
contain one or more tax units.

(ii) Tax unit. A  tax unit is a unit assessable for income tax purposes and may comprise one 
person or a married couple, with or without dependants. All married couples are treated 
as single tax units, although in some instances each partner m a y  opt for separate tax 
assessment. All children aged under 16 are treated as dependants; those aged 16 and 17 
are also treated as dependants if their parents receive child benefit for them.

(iii) Adults. Adults are those aged 18 and over, except where otherwise indicated.
(iv) Pensioner household/tax unit. A  pensioner household or tax unit is one where either the 

head or the head’s spouse is of pensionable age —  ie at least 65 for a m a n  or 60 for a 
woman.

(v) Householder/non-householder. In this Annex householder tax units are those paying 
rates. A  non-householder tax unit is one assumed not to be contributing towards rates. 
Most households consist of only one tax unit. For multiple tax unit households, it has 
been necessary, for modelling purposes, to make an assumption about the split of the 
rates bill. This has been based on the rules regarding eligibility for housing benefit. 
Unrelated single persons sharing accommodation are assumed to be joint householders, 
whereas a young person living with his/her parents has been regarded as a non
householder. The alternative assumption would be that only one tax unit in any 
household pays rates. N o  assumption can precisely reflect the actual financial 
arrangements within households.

(vi) Resident/non-resident. The figures for communal establishments cover adults (in this 
case those aged 16 and over) present on Census night. Residents are those whose usual 
address was the establishment. They include resident staff and their relatives, resident 
guests and inmates. Non-residents are those whose usual address was elsewhere, eg 
visiting relatives and guests. The “Census 1981 Definitions” volume provides more 
detailed guidance on the selection of usual address for people in institutions, for example, 
according to length of stay. Non-residents present include visitors from abroad.

* For background information on the survey see the Department of Employment’s “Family Expenditure Survey 1983” or the OPCS “Family Expenditure Survey Handbook”, both published by HMSO. As indicated above, the FES data have been further processed by the Department of the Environment.



Figure Cl: Household composition (thousand households)
England Scotland Wales G B

Households containing: 
One adult 
T w o  adults 
Three or more adults

4425
10875
2350

475
1150
275

225
650
150

5125
12675
2775

All households 17650 1900 1025 20575

Figure C2: Tax unit composition (thousand tax units) 
England Scotland Wales G B

Single pensioner 
One parent family 
Other single“’
Couple with: 

no children 
one child 
two children 
three or more children

3275
750

6425

6325
2175
2625
1075

375
100
700

625
250
275
150

200
50

350

375
150
175
50

3875
900

7475

7325
2575
3050
1275

All tax units 22650 2475 1350 26475
Note: (a) Including •, •, • and • thousand 16 and 17 year olds in England, Scotland, Wales and GB respectively. 

Numbers may not add owing to rounding.

Figure C3: Tax units: status in household (thousand tax units)
England Scotland Wales G B

Householder tax units 
of which head under 25
Non-householder tax units 
of which head under 25

19425
1250
3225
2975

2100
125
375
350

1150
75
200
175

22675
1450
3800
3500

Figure C4: Tax units: economic status (thousand tax units)
England Scotland Wales G B

Head of tax unit not working 
Head of tax unit not available 
for work:
Pensioner
Other

Head of tax unit unemployed

13750

5150
875

2875

1425

550
125
375

750

325
75
200

15925

6025
1075
3450

Figure C5: Multiple tax unit households (Great Britain: thousands)
Total multiple tax unit households 
Total tax units in these households 
Total secondary tax units’" of which:
—  single pensioner
—  other single’1”
—  pensioner couples
—  all other couples

4300
10175
5875
500

5200
25
150

Notes: (a) Including some joint householders.(b) Including # thousand 16 and 17 year olds.



Figure C 6: Adults (aged 16 and over) present in communal establishments on 5 April 1981
(thousands)

England Scotland Wales GBResidents Non- Residents Non- Residents Non- Residents Non-Residents Residents Residents Residents
Hotels and boarding houses 75 101 11 16 4 5 90 122Hospitals/homes - psychiatric 114 17 19 3 6 1 139 20Hospitals/homes - other 
Homes for the old and the

89 149 13 20 5 10 107 179
disabled 185 7 15 1 10 0 210 8Children’s homes 7 2 1 0 0 0 8 2Educational establishments 22 39 2 6 1 4 25 49Prison department estabs. 17 25 2 2 0 1

1
19 28Defence establishments 70 23 5 2 2 77
1

26Civilian ships, boats and barges 
Hostels and common lodging

0 3 1 1 0 0 4
houses

Miscellaneous communal 32 8 4 2 1 0 37 11
establishments 

Campers, persons sleeping 30 16 2 7 1 1 34 24
rough etc. 0 9 0 5 0 2 1 16

Total: All establishments 643 399 76 64 31 26 749 489
0 » less than 300
Numbers may not add owing to rounding.
Source: Census 1981 Communal establishments

Figure C7: Revenue effects of illustrative tax changes'"’ (£mn cash prices)

Effects of changes
Equivalent marginal yieldActual Yield Assumed change (in full year)lax 1983/84 1984/85 1985/86' in tax rate 1983/84 1984/85 1985/86

Domestic rates'0
England 5300 5600 6100 lpin£ 35 35 36Wales 190 210 230 lpin£ 1.3 1.3 1.3Scotland 520 560 640 lpin£ 4.4 4.4 11.4

Non-domestic rates"1
England 6300 6600 7200 lpin£ 37 37 37Wales 240 260 290 !pin£ 1.4 1.4 1.5Scotland 940 980 1030 lpin£ 7.6 7.5 15.8

Income Tax"" 31108 32507 35200 lp on basic rate 930 1150 1200
VAT"’ 15218 18535 18800 1 percentage point 690 740 840
Corporation Tax'* 6184 8341 10100 1 percentage 170 240 310point 20 25 30
Beer 1679 1825 1960 lp/pint (incl VAT) 90 95 90Wine 663 648 650 1 p/70cl (incl VAT) 5 5 7.5Spirits 1702 1242 1460 lp/bottle (incl VAT) 1 1 1
Tobacco 3806 4140 4400 1 p (incl VAT) 34 35 35
Petrol 4340 4681 5020 lp/gallon (incl VAT) 45 50 50Derv 1074 1190 1255 lp/gallon (incl VAT) 12.5 12.5 15
VED
(cars and light vans) 1578 1793 1972 £1/vehicle 18.6 19.9 19.7



NOTES:
(a) Except where otherwise stated.
(b) Latest estimates.
(c) The marginal yields of a change of lp in the rate poundage for England and Wales are not comparable to that for 

Scotland as the poundages are levied on different rateable value bases. In addition the rateable value base for Scotland changed between 1984/85 and 1985/86.
(d) In 1983/84 the marginal yield for England alone is estimated at £785m. The figuring in Chapter 3 assumes that 

England would account for the same proportion of the total UK yield in 1984/85.
(e) The total VAT yield in 1984/85 was boosted by the once-and-for-all effect of the withdrawal of postponed 

accounting. To allow for changes in the coverage of VAT, in Chapter 3 the England yield is assumed to be 84.4% of the 1985/86 UK yield, deflated to 1984/85 prices by a factor of 5%.
(0 Including public corporations and North Sea oil companies.
(g) Main rate only.
(h) Small businesses rate only.
(i) Wine duty was reduced in the 1984 Budget.



Annex D: Impact of the proposals on local non
domestic taxes

D.l Chapter 2 sets out the Government’s proposals for centrally-determined non-domestic 
rates. T w o  possible approaches were described. The first was to freeze the existing pattern ot 
non-domestic poundages, and increase them by a uniform percentage each year. The second 
approach, which the Government prefers, is to set a national non-domestic rate poundage which 
would apply to all non-domestic ratepayers across the country. In both cases the proceeds trom 
the national pool would be distributed in the same way —  in proportion to adult population.
D.2 This annex provides further background information on the Government’s preferred 
option. It assesses the consequences for business ratepayers of the proposals for a national 
non-domestic rate and considers the likely impact of a non-domestic revaluation, both 
separately and in combination with a national non-domestic rate. It also assesses the wider 
economic implications of geographical shifts in the burden of non-domestic rates.

Variations in rate poundages and rateable values
D.3 Paragraph 2.25 described why the Government prefers a uniform national non-domestic 
rate to the existing wide range of poundages. Variations in non-domestic poundages primarily 
reflect differences in standards of services which are provided to domestic ratepayers and their 
families different areas, and differences in levels of local authority efficiency. They have little to 
do as with variations in the levels of service provided to industry and commerce. While local 
authorities do provide some direct services to industry and commerce, in general non-domestic 
rates take the form of an “onerous” tax; that is, payments are generally unrelated to the benefit 
received. Indeed, direct charges are made for a number of the services like refuse collection 
which directly benefit business. The net result of this is that the business in Newcastle, tor 
example, is faced with a rate poundage which is very much higher than its counterpart in 
Croydon for reasons which are largely unrelated to the services it receives.
D.4 For the reasons set out in paragraphs 2.6-2.13, the Government is concerned that the 
existence of such wide variations in rate poundages between areas must distort location 
decisions at the margin and reduce the competitiveness of firms m  highly taxed areas. In turn, 
this is likely to lead to lower investment and employment by firms m  these areas. Paragraphs
D.15-D.16 below show that many of the areas with highest non-domestic rate poundages also 
have high unemployment.
D.5 In these circumstances, the case for a national non-domestic rate poundage can be made 
on two grounds.
_  Efficiency. It would previous location and investment decisions from being distorted in a

way which has no economic justification.
—  Equity. It would mean that businesses would be taxed only according to the value of the 

property which they occupied, as reflected in rateable values. With the proposal lor a 
non-dometic revaluation in 1990, rateable values would be based on up-to-date rental 
evidence. This means that businesses would be taxed on a consistent basis across the 
country according to the amount and value of the property they used, ijieir liability to tax 
would not be affected by the spending behaviour of individual local authorities.

D .6 It is proposed that the proceeds of the national non-domestic rate should be pooled and 
then redistributed to local authorities in proportion to adult population. In this way, business 
rates would make an equal contribution towards the costs of local services across the country 
equivalent to a general reduction in the level of community charge of £185 per adult.
D.7 The redistribution of non-domestic resources achieved through pooling is necessary 
because of the wide range of variation in non-domestic resources that would be a vailable to local 
authorities if the yield were retained locally. Figure D. 1 shows for English authorities the range ot 
variation in non-domestic rateable values in relation to their adult population. Eiwludmg the 
City of London, non-domestic rateable value per adult ranges from under £40 to £154U. inis 
means that in the absence of some form of pooling or other arrangements those authorities with 
very high non-domestic rateable resources would be able to finance a high proportion ot then.



expenditure but of business rates, while those with low resources would have to levy very much 
higher levels of community charge. In the Government’s view, non-domestic rates should be 
regarded as a national resource to be used in support of local expenditure generally. The level of 
community charge levied by an authority should not be affected by particular concentrations of 
non-domestic rateable values which m a y  in many cases reflect accidents of history, such as the location of a power station in a particular area.

Figure D 1: Distribution of non-domestic rateable value per adult (England 1984-85)

D .8 A  further consequence of the proposal for pooling and redistributing the yield from the 
non-domestic rates is that domestic taxpayers in individual authorities will continue to receive 
protection from the effects of non-domestic rateable value losses due, for example, to factory 
closures. This feature of resource equalisation under successive grant systems has prevented the 
occurence of fiscal decline of the kind which characterised some North American cities, whereby 
falling taxable capacity leads to higher tax rates in order to maintain services, which in turn 
accelerate the outward migration of businesses.
D.9 However, the corollary of this is that authorities in England and Wales have been given 
little incentive under successive grant regimes to encourage new development, since any 
financial advantage from higher rateable value is offset by reductions in grant. To prevent the 
continuation of this feature under the new pooling arrangements, the Government considers that 
authorities should retain the discretion to levy a small rate, over and above the national 
non-domestic rate the proceeds of which could be kept locally. As indicated in paragraph 2.34 
the proposal is for a poundage equivalent to 5 %  of the national non-domestic rate.
Effects of the national non-domestic rate on business
D. 10 The introduction of a national non-domestic rate would #  variation in non-domestic 
poundages except m  so far as authorities choose not to levy the small discretionary element descnbed above.Pbi i o E H S  D2jh°ws the .imPact this would have had on non-domestic rate bills in England in 1984-85. The wide dispersion in existing rate poundages means that the introduction of a 
national non-domestic poundage would produce some significant changes in individual rate bills 

nnm a "i 9 s,* 60% of bills would change by less than 15%. Approximately 11% of properties 
(200,000) would have their bill reduced by more than 25%, but less than 1%  (13,000) would have 
their bills increased by more than 25%. This distribution means that, overall, bills would be 
increased than would be reduced, but that increases generally are small.
D .12 Businesses who would gain from the national non-domestic rate tend to be located in 
high spending areas in the North of England and London. Conversely, businesses in low 
spending areas in the South of England, and the West Midlands would face higher rate bills This 
pattern is the converse of that described for domestic taxpayers in Annex J. It is in those areas 
where businesses gain from the national rate that domestic taxpayers would have to pay more for local services.
D. 13 Figure D 3  shows the regional pattern of changes in non-domestic rate bills that would 
have been implied in 1984-85. Non-domestic ratepayers in the three Northern regions would be 
petter oil by £ l 05m, and those in London by £152m, while those in the South East would have to 
increase their contribution towards the costs of local government by £116m.
Figure D3: Changes in the rate bills by region

No. of
hereditaments
(thousands)

Change in the rate bill 
£ m  %

Northern region 99 -35.179 -10.2Yorkshire and Humberside 170 -30.711 -6.0North West 230 -39.079 -5.5East Midlands 132 29.989 +7.9West Midlands 191 52.641 +9.5East Anglia 72 22.066 +11.7Greater London 380 -151.492 -6.7South East 331 115.958 + 10.3South West 184 36.318 +9.3

Sources: Changes in rate bills - Department of Environment estimates based on 1984/85 
non-domestic rate revenues.



D.14 These shifts in tax burden will tend to assist businesses in areas of high unemployment. 
A n  analysis at county level within England shows that there is a negative correlation between the 
percentage reduction in average tax bills and unemployment. Figure D 4  shows the effect. Within 
London, the correlation is even stronger, with the biggest gains accruing to businesses in those 
boroughs with the highest unemployment rates. Appendix 1 shows the estimated regression 
equations for counties and London boroughs. The results for counties suggest that the 
introduction of the national rate would also tend to relieve non-domestic rate burdens in urban 
areas. This again reflects relative spending patterns.
The impact of revaluation
D.15 Chapter 2 explained that the effects for any individual non-domestic ratepayer of the 
proposals would depend on the impact both of the non-domestic revaluation and of the setting of 
a uniform national poundage. The effect would depend both on the new rateable value 
assessments and on the relative poundages in each authority in the last year of the old regime. 
Neither can be predicted at this stage. This section looks at the possible impact on non-domestic 
rateable values based on surveys made in 1985, and the impact on poundages, based on the 
1984-85 pattern on non-domestic rates. The results apply to England only.
D.16 The last non-domestic revaluation in England and Wales was implemented in 1973. 
Changes in non-domestic rateable values since then will reflect movements in the rental values 
of different non-domestic properties. If non-domestic rates are to yield the same both before and 
after the revaluation, there will be shifts in the burden both between different types of property and between areas.
D.17 Since 1973 the values of most non-domestic property types have increased significantly, 
but some values have increased more rapidly than others. The largest increases have been in 
prime shops. A  revaluation alone could put up the rate burden on such premises by an average of 
just under 50 per cent. Increases for secondary shops in central areas and district shops would be lower— about 20 per cent.
D. 18 The relative rateable values of most other types of non-domestic property would fall. The 
only other sectors likely to see an increase would be period offices and new large industrial 
premises and new warehouses. The largest falls would be among older industrial and warehouse 
properties. The relative rateable values of large pre-1919 industrial and warehouse properties could fall by as much as 40 per cent.
D.19 A m o n g  more specialised sectors, increases in rateable value would be expected for 
hypermarkets and superstores, for mineral producers (other than coal), for successful 
petrochemical complexes and for high technology industrial units. Rises would also be likely on 
average for hotels, boarding houses and licensed premises. Significant reductions are likely for 
older iron and steel plants, older car manufacturing units, and shipbuilding yards.
D.20 In addition to the average trends between properties, there is likely to be a regional trend. 
In particular the North and the Midlands will see rateable values reduced; rateable values will 
increase in the South. This m a y  compound the sectoral trend; rateable values for prime shopping 
sites in the South East will go up well in excess of the national average for prime shops. Similarly, 
rateable values of industrial and warehouse properties in the North-East and North-West may 
decline far more than the average for the group. In other cases, the regional trend and the sectoral 
trend offset each other. Rateable values of large industrial and warehouse properties will 
generally decline, but in the Thames Valley these properties are likely to face increases in 
rateable value.

The combined impact of a revaluation and a uniform poundage
D.21 The non-domestic ratepayers likely to face the largest increases in rate bills from the 
combined effect of the national non-domestic rate and revaluation are prime central shops in the 
South-East and South-West. At the extreme, rate bills would fall dramatically on older industrial 
and warehouse properties in the North. In some Northern cities, bills for such properties could fall by over two thirds.
D.22 As a proportion of rent and rates together, the likely increases are much smaller. The 
sectors facing the largest increases are those where rents have risen fastest since 1973, and where 
rates are presently a small proportion of the total rent and rate bills (and a yet smaller proportion 
of total occupancy costs). So, although oyerall the uniform national rate and non-domestic 
revaluation could put up the rate bills of prime central shops by 40 per cent, this will only mean 
an increase in the combined rent and rate bill of some 10 per cent. This sort of property tends to 
be held on a leasehold basis with rents reviewed every five years. Rents for this sector are 
currently growing by some 10 per cent a year, so that with suitable prior warning changes of this 
order could be absorbed within the transitional period, as outlined in Chapter 2.



D. 23 The biggest reductions m  costs would occur where rates —  because of high poundages and 
disproportionately high rateable values —  form the largest part of occupancy costs. M a n y  of
d i S r t ' t f h 6? ar? ̂ CKd ° r a fre?ho,d ratheJ than a leasehold basis. In these cases there will be a S f S  substantial benefit to the owner of the property, who will find his competitive position 

combined (notional) rent and rate bills of older industrial and warehouse 
be^ar ̂ r ^ C0U d *a ’on average> by some 20 per cent. In the North and North-West the falls will



Annex E: Implications for the housing market of the local domestic taxation proposals
I p  A  staged abolition of domestic rates could be expected to affect significantly the workings 
of the housing market since, in principle, it would be equivalent to a substantial reduction in the 
price of housing services. The effects would, however, work differently in the different parts of 
VML housing system. The likely effects on the market for owner-occupied housing would be 
different from those on local authority housing, and the impact on the private rented sector would differ again.

T w o  aspects of the proposed changes are particularly important. First, as rates are 
abolished they will be replaced by another tax to provide the same amount of revenue. Secondly, 
the speed at which rates will be abolished will differ between areas. Where rateable values are at 
present particularly high, domestic rates will remain an important part of local revenues for up to 
ten years. These two factors, taken together, will reduce the impact of abolition on the housing market.
E.3 The abolition of domestic rates could affect the housing market in a number of clearly definable ways. There could be:

(i) a price effect. The cost of housing to the housetmld would go down, lowering its relative 
price in comparison to other goods and services. This would increase demand for 
housing. The size of the increase would depend upon the extent of the price reduction and 
the price elasticity of demand for housing.

(ii) an income effect. Although there would be a replacement tax to provide the same 
revenue, there would still be small changes in the distribution of income (see Annex J) 
which might affect overall demand for housing.

(iii) a supply response. As a result of the shift in demand, more new houses would be built. 
The extent of this supply response would depend upon the price elasticity of supply, and 
would determine how much of the increase in demand would be taken up in increases in 
house prices and how much in additional provision.

Similar effects would be expected in England, Wales and Scotland, but the estimates in this Annex relate only to England.
To postulate a direct price effect in the housing market is to assume that rates are seen by 

households that pay them as one element of the price of housing. A n  alternative view would be 
that rates are instead mainly percieved as a payment for local services unrelated to the amount of 
housing consumed. If this were the case, their removal would not modify perceptions of the price 
of occupying housing. Any income effect would, however, remain.

Variation in the effect on different tenures•
E.5 All three effects on the housing market would work differently according to variations in 
the extent to which prices were market determined in different sectors. The effect on local 
authority tenants, who in England now comprise some 25% of households, would be minimal. 
Rents of local authority housing are set by reference to historically incurred costs as mitigated by 
Exchequer subsidies or rate fund contributions and so would not be affected by the replacement of rates by another form of local taxation.
E.6 Within the non-local authority rented sector, the effects will differ according to whether or 
not rent levels are subject to regulation. Rents of most houses and flats belonging to housing 
associations are set by the rent registration system, as are the rents of about 450,000 dwellings 
rented from private landlords. Abolition of rates could not lead to increases in these rents. For 
some regulated tenancies for which a rent has not been registered (more than half a million) the 
right of a tenant to apply for a fair rent to be registered would limit the possibility of any part of 
the effect of abolition of domestic rates being shifted into higher rents. Only in parts of the 
market where the rent registration system is rarely used, notably for furnished lettings, is there 
much scope for shifting the effects of abolition of rates into higher rents and increased supply. 
The effects would be more pronounced in areas where there is a shortage of furnished 
accommodation. This is a small sector of the housing system, accommodating about 3 %  of all households.
^•7 F°r owner-occupiers (rather more than 60% of all households) the effects of abolishing rates 
wou{j T he increase in demand, arising from the lower relative price of housing,would result in some increase in house prices and an expansion in supply.



E.8 For these reasons it is primarily in the market for owner-occupied housing that the effects 
on the housing system of abolition ofdomestic rates are likely to be found.
E.9 Within the owner-occupied sector, it is necessary to distinguish between present owner 
occupiers and first time buyers. Those who will have bought their houses before the beginning of 
the reform (or its announcement, if that led buyers and sellers to anticipate its effect) would not 
have their house purchase outgoings increased by any general increase in house prices resulting 
from the extra demand generated by abolition of rates. They would benefit from the increase in 
the value of their houses, which they could take with them when they moved, either to keep 
down their borrowing (and hence mortgage outgoings) or as a cash sum. Newcomers to 
owner-occupation, in contrast, would face higher house prices and mortgage outgoings that 
would partially offset the savings in rate payments. The number of newcomers to owner- 
occupation is about half a million a year (excluding right-to-buy purchasers), compared to a total 
of 11 Vi million owner-occupiers. The extent of such an effect for newcomers would depend on 
how much of the reduction in rates was capitalised into house prices, which would be likely to 
vary from area to area, according to whether supply could increase or not. The importance of 
new supply as a proportion of all houses and flats that are traded varies substantially between 
areas.

House price effects for owner-occupiers
E.10 Rates paid by owner-occupiers are a significant element of their housing costs and are 
therefore relevant to their housing decisions. There is no unambiguous way of converting the 
annual payment into a capital sum that can be compared with the prices paid for houses, nor of 
turning the prices paid into an annual equivalent with which the annual rate payment can be 
compared, which, in principle, is the appropriate basis of comparison. One practical way of 
approaching the problem would be to compare rates with the outgoings on an newly acquired 
house, on the grounds that it is at the time of acquisition that rates can influence the offer price 
which a buyer makes. Rates are, on average, equivalent to about 15 per cent of the total of 
mortgage outgoings net of tax relief, average expenditure on repair, maintenance, and decoration 
plus insurance of the structure. There is likely to be a wide variation around this average. The 
relationship between rateable values and price is not the same for all kinds of houses and flats, 
and average domestic rate bills vary from area to area in a way that does not necessarily accord 
with variations in outgoings on new mortgages. H o w  many house buyers perceive rates as a tax 
at about this rate on the houses they are buying is uncertain.
E.ll There have been a number of estimates made of the price elasticity of demand for 
owner-occupied housing (that is how sensitive to price changes is the quantity demanded). For 
England, the estimates are generally in the range -0.5 to -0.8. This means that, for a given change 
in price, the quantity demanded changes in the opposite direction by 50% to 80% of the change in 
the price. With a 15% reduction in the ‘price’ of housing owing to abolition of rates, this range of 
values for the elasticity of demand would imply, at one extreme, an increase of 716% to 12%  in the 
quantity of housing purchased if the supply was lightly responsive, and, at the other extreme, an 
increase of 7!6% to 12'/2%  in house prices if there was no supply response at all. Since the abolition 
of domestic rates is to be phased, the effect on house prices could well build up gradually, though 
anticipation of the full effect is a possibility.
E.12 The phased abolition of domestic rates would give the house building industry time to 
respond to the increase in demand. The response would necessarily be gradual, since at a 
mi ni m u m  houses take several months to build and the estimated time lag between start and 
completion for houses built for private owners is nearly 1 Vh years. To organise a sustained 
increase in house building, allowing for site acquisition and the provision of services, takes 
longer. There are more problems about estimating the supply elasticity for owner-occupied 
housing than the demand, and so the exact extent to which increases in supply would reduce the 
increase in house prices below the 7 */2-12 '/2%  referred to above must be uncertain. It would also 
vary from place to place. But the probability is that, in England as a whole, the increase in house 
prices in the longer run, after allowing for the supply response, would be about one-half of the 
figures cited above: about 5 %  or perhaps rather less as a central estimate. This would be 
accompanied by an increase in the amount of housing provided (see paragraph E.18 below). The 
fewer the purchasers that in reality act as if domestic rates were an indirect tax on housing, the 
smaller would be the effect on house prices of abolishing them. The increases in both price and 
supply would be spread over a number of years broadly corresponding to the period over which 
rates would be phased out in an area.



Income effects on the demand for owner-occupied housing
E. 13 Income effects depend on the extent and pattern of changes in the distribution of incpme. 
The estimates in Annex J suggest that both gainers and losers are concentrated among single 
people and large adult households on low incomes. Over a quarter of single adult non-pensioners 
and about one fifth of single pensioners (in all tenures) can ultimately expect to gain more than 
2 %  of their income as a result of the complete replacement of rates by a community charge. O n  
the other hand, 85% of three adult households will lose, about 17% losing more than 2%. The 
other major group to lose will be single adults who are not currently householders. Almost 10% 
of single person non-pensioner tax units without dependants can expect to lose more than 5 %  of 
their net income.
E.14 These changes are unlikely to have much effect on the demand for owner-occupied 
housing. Most three-adult households are families where a son or daughter has reached 
adulthood, and not many owner-occupiers move house at this stage. Exercise of the right-to-buy 
(where many purchasers are in their forties and fifties) would be little affected. The fact of 
ownership makes no difference to the rates payable and hence would make no difference to the 
effects of abolishing rates; and the large discount (now averaging 45%) would cut down any 
increase in the outgoings for purchase that might follow from the effect on pre-discount values 
caused by partial capitalisation of rates abolition into house prices.
E.15 In recent years, single adult householders below pensionable age have become 
owner-occupiers to a greater extent than previously. The 1981 Census showed that, of m e n  under 
age 30 living as one-person households, 38% were owner-occupiers; and for those aged 30-44 the 
proportion was 52%. The corresponding figures for w o m e n  were 27% and 53%. Some increase in 
demand for owner-occupied housing as a result of the increase in net income might therefore by 
expected, but not much in total, since one-person households below retirement age make up only 
6%  of all owner-occupiers. The small increase in demand in this sector of the market might 
balance, in broad terms, some reduction in the demand to trade up by couples with older 
children.
E. 16 Although young single adult non-householders are among those who lose most in terms of 
net income from the new local tax system, the replacement of domestic rates by a community 
charge would lower the relative cost of setting up home on their own instead of living at home 
with parents or flat sharing. But, because the community charge payable will be the same, 
whether they set up on their own or not, the effect on household formation and housing demand 
is likely to be small.
E.17 Overall, the redistribution of income caused by the replacement of domestic rates is 
unlikely to have any significant effect on total demand for owner-occupied housing and thereby 
on house prices and supply.

Effects on supply of owner-occupied housing
E.18 For reasons discussed in paragraph E.12, the supply of new housing is very unresponsive 
in the short term to changes in demand; but in the longer term some expansion of the supply is 
possible and likely. Estimates of the responsiveness of supply (the supply elasticity) are not very 
secure, but suggest that the increase in supply in the very long term would be about the same in 
percentage terms as the increase in prices. Since the new houses built for owner-occupation are 
equal to only 1 */2%  of the stock in any one year, the “long run” is here a very long period of years. 
The increase in supply would comprise increases in both the quantity and quality of housing. As 
with conclusions about the effect on house prices, these long run supply effects depend upon 
house buyers responding to the abolition of domestic rates as if it were the removal of a tax on 
housing. What proportion would respond in this way is not known, but the absence of any 
demonstrable effect in recent years of changes in domestic rate payments in real terms on the 
growth of owner-occupation and the rise in house prices suggests that it is not great.
E. 19 Abolition of domestic rates would reduce not just the outgoings from buying a Imuse, but 
also the cost of making improvements that now lead to an increase in rateable value. This should 
lead to some increase in home improvement with consequent effects for the building industry.



Conclusions
E.20 The following conclusions m a y  be drawn from this analysis:

The effect on the housing market of phasing out domestic rates will be mainly 
concentrated on the owner-occupied sector; elsewhere the effects are only likely to be 
significant for furnished lettings which comprise a very small sector of the housing market. ®

—  The redistribution of income brought about by the replacement of rates by a community 
charge is unlikely to have any significant aggregate effect on the housing market, both 
because of the relatively small scale of changes in net income and because of the 
characteristics of those likely to gain.

—  There would be a nwre substantial price effect, which is analogous to the removal of an 
indirect tax on housing of about 15%. H o w  m u c h  would be capitalised into prices and 
h o w  m u c h  would be taken up in increased supply is uncertain. Best estimates indicate 
that after taking account of likely increases in supply, there would be an increase of about 
5 per cent in house prices, on average, relative to what would have happened had 
domestic rates remained.
With the proposal to phase out rates over a 10 year period in England, the effects on the 
annual rate of increase in house prices over this period are likely to be small.
In the long term there should be some increase in the supply of housing, perhaps on the 
same scale, in percentage terms, as the price increase.



Annex F: The relationship between local taxes and income
F. 1 This Annex describes the relationship between local taxes and incomes under the present 
and proposed systems of local taxation. It supplements the discussion in Annex J. The Annex 
includes seven tables and histograms —  Figure FI to Figure F7 —  which are grouped together at 
the end.
F.2 A  prima facie argument against a flat-rate per adult local tax such as the proposed 
community charge is that it would be regressive, comprising a higher proportion of income for 
low income households than for high income households. The results in this Annex show that 
this is also a feature of the present local tax system and that, by comparison with domestic rates, 
the community charge would bear less heavily on households with the lowest incomes.
F.3 The results are based on actual expenditure and grant entitlements (before holdback) for 
1984/85, and in the case of the community charge assume operation of a “safety net” to remove 
inter-area effects arising from the proposed reforms to grant and non domestic rates. Average 
local tax bills, rateable values and net incomes are all calculated at a household level for Great 
Britain. The work is based on 4 years’ data from the Family Expenditure Survey (FES), giving a 
sample of28778 households whose incomes and benefits have been scaled to 1984/5 price levels. 
Net household incomes and net local tax bills have been calculated throughout assuming prior 
implementation of the proposals contained in the White Paper “Reform of Social Security” 
(Cmnd 9691), including the new housing benefits scheme with everyone paying at least 20% 
towards local taxes.

The present rating system
F.4 The Allen Committee, set up in the early 1960s to investigate the impact of rates on 
households, concluded that rates were a regressive tax.

“The regressive nature of rates is most clearly brought out by the fall in rates as a 
percentage of income, from about 8 %  for the lowest incomes... to less than 2 %  of high 
incomes...” (Cmnd 2582)

Following the Committee’s report, rate rebates and allowances were introduced for those on low 
incomes. A  more recent analysis of the impact of rates is contained in the Layfield Committee 
report (Cmnd 6453). The results in this annex update this earlier work.
F.5 Figure FI and Figure •  in Chapter 3 show average gross and net rate payments both in 
absolute terms and as percentages of net income in each band of net income.* Gross rate bills 
increase in absolute terms as net incomes rise, but as a percentage of net incomes they fall rapidly 
at first and then more slowly as net incomes rise. Gross rate bills for those with the lowest 
incomes (less than £50 per week) represent more than 10% of net income, whereas for those with 
the highest incomes (greater than £500 per week) they amount to less than 2 %  of net income. 
These results clearly confirm the findings of the Allen and Layfield reports.
F.6 The effect of the rebate system is to make rates mildly progressive for households with net 
incomes up to £100 per week. The housing benefit scheme, as modified in C m n d  9691, reduces 
rates from 10% to just over 3 %  of net income for households with incomes of less than £50 per week.
F.7 The main reason for the regressive impact of unrebated rates is the relationship between 
rateable values and incomes. For rates to be a progressive tax, rateable values would need to rise 
at least proportionately with incomes. But Figure F2 shows that the ratio of rateable values to net 
income actually falls as incomes rise. The ratio is 5 times higher for households in the lowest 
income band than for those in the highest income band. Since rate poundages are largely 
unrelated to household income, it is the declining ratio of rateable values to net incomes which 
explains the falling proportion of income accounted for by rates.
F.8 The average rateable values for each income band conceal wide variations in rateable 
values within each income band which further undermine the usefulness of rateable values as a 
measure of ability to pay. Figure 3 shows the distribution of rateable values within five broad net 
income bands. Almost 7 %  of households with net incomes below £50 per week have rateable 
values greater than £250 (ie over 80% above the average for this income group). Over 10% of 
households with incomes over £300 per week have rateable values of less than £150 (ie less than 
50% of the average for this group).



F.9 The wide variation in rateable values within income groups is due to two main factors:
—  regional variations in the relationship of average house prices to income;
—  the fact that the value of housing currently occupied is related to past levels of household 

income for most households.
Regional average net household incomes only range from 90% of the Great Britain average in 
Yorkshire and Humberside to 110% in Greater London, whereas average rateable values range 
from 70% to 130% of the Great Britain average. Single pensioners on average have net incomes 
which are only 40% of the Great Britain average but the average rateable values of the properties 
they occupy are over 80% of the Great Britain average.
F.10 Thus rates are not well related to ability to pay because rateable values on average do not 
rise proportionately with income, and households with similar incomes can occupy properties 
with very different rateable values.

H o w  the community charge compares with domestic rates
F. 11 The proposed community charge will be collected from each adult in any local authority 
area at a flat rate. Because the gross charge would not vary with income, its incidence before 
rebates might be expected to be regressive. Figure 4 sets out the relationship between a 100% 
community charge and net household income. As with rates, the charge rises in absolute terms as 
incomes rise —  though in this case this is largely the result of the increased number of adults per 
household on average as household incomes rise. The gross community charge falls from 7.4% of 
net income in the lowest band to only 1.6% in the highest income band. As with rates the rebate 
system makes the incidence of the charge progressive for households with net incomes of up to 
£150 per week.

* “Net income” is income from employment, unearned income, and state benefit (except for any housing benefit attributable to local taxes) net of income tax and national insurance contributions.

F.12 Figure #  in Chapter 3 compares the relationship between gross rates and community 
charge across the income range. The community charge results in a much lower gross local tax 
bill for households in the two lowest net income bands. For those households with net incomes 
of less than £50 per week the community charge, before rebates, would represent 7.4% of net 
income compared to 10.1% for rates. After rebates the figures are 2.4% and 3.1% for the 
community charge and rates respectively. In the middle ranges of net household incomes, 
containing the majority of households, the gross community charge is a slightly higher 
proportion of net income than gross rates. Only at the highest levels of income (£500 per week 
and above) is the charge a lower proportion of net income.
F.13 The lowest income households therefore stand to gain, on average, from the introduction 
of the community charge. This is because of household size. 94% of households with net incomes 
below £50 per week and 65% of the next income band are single adult households. Thus very low 
income households gain because of the redistribution of the local tax burden from small to large 
households.
F.14 However the comparison between rates and a community charge by bands of actual 
household net income takes no account of differences in household size and composition. 
Another approach is to split all households into bands of equivalent net income and then to 
measure rates and the community charge as percentages of actual net income within each band. 
Equivalent income is a way of measuring relative standard of living or ability to pay by adjusting 
actual income for differences in household composition. So, for example, a single adult with the 
same net income as a couple would have an equivalent net income nearly double that of the 
couple.*



F. 15 Figure F5 shows the relationship between gross and net local taxes and actual net income, 
by bands of equivalent net income. Figure F6 shows the relationship between unrebated rates 
and the unrebated community charge as a percentage of net income, while Figure F7 shows the 
same relationship with rebates. O n  this equivalent basis, the community charge is still a slightly 
lower percentage of income, both before and after rebates, for the lowest income groups. The 
gains for low income households are however generally lower. This is because only 52% of 
households in the lowest equivalent net income band comprise single adults, compared with 94% 
in the lowest actual net income band. By comparison with domestic rates, the community charge 
would be a slightly higher proportion of net income for middle bands of equivalent income and 
considerably lower for the highest bands.

Conclusions
F. 16 The following main conclusions can be drawn from this analysis.

(i) There is a poor relationship between domestic rateable values and income. Domestic 
rates do not reflect ability to pay.

(ii) Both domestic rates and the community charge, without rebates, would constitute a 
much larger proportion of income for low income households. The impact on low 
income households is reduced in both cases through the operation of housing benefit. For 
low income households the incidence of local tax depends less on the characteristics of 
the local tax system than on the system of rebates.

(iii) As compared with domestic rates, the community charge would reduce the burden of 
local taxation on single adult households, who constitute a large proportion of those 
households with the lowest incomes.

0V) The switch from rates to a community charge would produce relatively small average 
changes in the pattern of local tax incidence across households. After rebates, the average 
proportion of net income paid in local taxes under the community charge would decline 
from 1.9% for the lowest income households —  on an equivalent income basis —  to 1.0% 
for those households with the highest incomes. With rates, the equivalent figures are 2.0% and 1.8%.

(v) The greatest burden of local taxation relative to income in both cases is borne by 
households whose income is a little above the level where they qualify for housing 
benefit. Under the community charge, the average tax burden on these households would 
slightly increase —  from 3.6% to 3.8% of net income.

The adjustment factor used is the ratio of the supplementary benefit level of a couple with no children to the calculated supplementary benefit level for each household type considered.



Figure ™
Relationship of gross and net rates to net household income (Great Britain- 1984/85 nrirp«ri

Ranges of net household income 
(£pw)

Under
50 50- 75- 100- 150- 200- 250- 300- 350- 400- 500+ 

75 100 150 200 250 300 350 400 500
All

house
holdsRate Bills 

Gross Rates £pw 
Net rates £pw
Average Rates as a % of 
net income in each range 
Gross Rates 
Net Rates

4.15
1.28

10.1
3.1

4.64 4.93 5.26 5.75 6.35 6.98 7.70 8.42 9.57 12.00 
2.14 3.26 4.81 5.60 6.26 6.90 7.64 8.38 9.49 11.93

7.4 5.7 4.2 3.3 2.9 2.6 2.4 2.3 2.2 1 9
3.4 3.8 3.8 3.2 2.8 2.5 2.4 2.3 2.2 1.9

5.68
4.80

3.6
3.0

Figure F2
Relationship between rateable value and income (Great Britain: 1984/85 mices*)

Ranges of net household income 
(£pw)

Under
50 50- 75- 100- 150- 200- 250- 300- 350- 400- 500+ 

75 100 150 200 250 300 350 400 500
All

house
holdsAverage Rateable Value 

- annual
Average Rates/Average
Net Income
(in weekly terms)

139.58
6.50

155.31 165.80 178.11 196.48 216.08 238.41 264.09 289.63 327.41 409.95 
4.75 3.67 2.74 2.17 1.87 1.68 1.58 1.50 1.44 1.23

192.86
2.33

• Scottish rateable values reassessed more recently than those for England and Wales.

Figure F3
Percentage of households in each income range with rateable values in specified ranges

(Great Britain: 1984/85 prices*)
Ranges of net household income 

(£pw)
Under 50 100 200 300+ 
50 -100 -200 -300 All

householdsRanges of Rateable 
Values
m0 - 50

50-100
100-150
150-200
200-250
250-300
300-400
400+

6.2 2.6 1.4 0.4 0.1 
26.2 16.6 11.0 6.2 2.8
28.1 29.1 20.2 13.6 7.4
23.1 27.1 28.2 22.6 14.6 
9.8 15.5 21.4 24.0 17 4 
4.4 6.1 10.7 16.4 16.6 
1-6 2.4 5.8 12.9 23.3 
°-6 0.6 1.3 3.9 17.8

1.8
11.9 
20.6 
25.4 
19.3 
10.7
7.5
2.9

100.0 100.0 100.0 100.0 100.0 100.0
%  of all households in
each income band 7.6 24.5 40.0 20.0 7.9
* Scottish rateable values were reassessed more recently than those for England and Wales. 100.0



Figure F4
Relationship of gross and net community charge to net household income*

Ranges of net household income
(£pw)

All
Under 50- 75- 100- 150- 200- 250- 300- 350- 400- 500+ house-
50 75 100 150 200 250 300 350 400 500 holds

Community Charge 
Gross £pw 3.07 3.95 4.93 5.46 6.08 6.79 7.55 8.31 9.02 9.68 10.04 5.74Net £pw 1.01 1.75 3.05 4.82 5.69 6.45 7.18 7.94 8.58 9.19 9.51 4.76
As a % of net income 
Gross Community
Charge 7.4 6.3 5.7' 4.4 3.5 3.0 2.8 2.6 2.4 2.2 1.6 3.6

Net Community Charge 2.4 2.8 3.5 3.9 3.3 2.9 2.6 2.5 2.3 2.1 1.5 3.0
* Assuming full replacement of rates

Figure F5
Relationship of Rates and Community Charge* (both Gross and Net)

to net household income in each band of equivalent net income
Ranges of equivalent net household income

(£pw)
All

Under 50- 75- 100- 150- 200- 250- 300- 350- 400- 500+ house-
50 75 100 150 200 250 300 350 400 500 holds

Average Local Tax Bills 
(£pw)

Gross Rates 
Gross Community

4.51 4.81 5.30 5.89 6.39 6.76 7.59 8.35 9.50 10.22 12.49 5.68
Charge 4.31 4.93 5.68 6.33 6.45 6.22 6.11 6.18 6.15 6.06 6.64 5.74

Net Rates 1.11 2.71 4.69 5.81 6.37 6.74 7.59 8.32 9.50 10.16 12.48 4.80
Net Community Charge 1.02 2.77 4.94 6.08 6.33 6.16 6.06 6.12 6.08 6.00 6.64 4.76
Average local tax bill
(as a % of net income 
in each equivalent 
income band)

Gross Rates 
Gross Community

8.3 5.8 4.1 3.2 2.8 2.6 2.6 2.5 2.5 2.3 1.8 3.6
Charge 7.9 5.9 4.4 3.4 2.9 2.4 2.1 1.9 1.6 1.4 1.0 3.6

Net Rates 2.0 3.2 3.6 3.2 2.8 2.6 2.6 2.5 2.5 2.3 1.8 3.0
Net Community Charge 1.9 3.3 3.8 3.3 2.8 2.4 2.1 1.9 1.6 1.4 1.0 3.0
* Assuming full replacement of rates



Annex G: Administration of the community charge
G.l The proposal to introduce a new, flat-rate, community charge payable by all adults is 
described in Chapter 3. Introduction of a personal charge in payment for local services will be a 
new departure in Great Britain. This Annex looks at the ways in which the community charge 
might be administered. Wherever possible it draws on established procedures and existing local 
systems to carry over their strengths and provide the benefits of continuity. The Government 
will enter into detailed discussions with local government and other interested parties about the 
practical issues discussed below.

The basic requirements
G.2 In order to administer the community charge the local authority will need to know who is 
liable to pay the charge. For this purpose it will be necessary to draw up a register of all adults 
living in the area. There would need to be ways to ensure that everyone who is liable is registered 
and to enforce payment when it becomes due. It is fundamental to the new charge that many 
more adults will be liable to make a contribution than under the present arrangements. 
Arrangements will therefore have to be made for assistance to those on low incomes who would 
otherwise have difficulty in meeting the charge.

The register
G.3 Registration is not new in Great Britain. Householders are required by law to register those 
in their household who are eligible as electors. Virtually all adults are registered for national 
insurance and national health purposes. A n d  there are other large registration schemes applying 
to significant proportions of the population, for example to car owners and, for rating purposes, 
the occupiers or owners of every home.
G.4 Other countries have gone further in their registration schemes. Some have unified their 
separate registers and use them for several different central administrative purposes. Because 
many countries also have a system of national identity cards, it is often assumed that a national 
register requires a national identity card system to support it. But in Sweden, for example, there 
is a comprehensive national registration system without a compulsory national identity card 
scheme. The question of whether to have an identity card system is therefore separate from the 
question of registration.
G.5 The British tradition on registration is different. Registers are kept separately for different 
purposes by the body which needs them for a particular purpose. A n d  they are expected to hold 
no more information than is reasonably necessary for that purpose. It is proposed that the 
community charge registers should be kept separately for each area by the relevant local 
authority. There will be no central register and no obligation to carry an identity card.

W h o  should be registered?
G.6 In principle, all adults should be registered in the authority where they are normally 
resident (see paragraph G. 8). That requirement should apply to those like foreign nationals who 
are not presently required to register for electoral purposes. But, for practical administrative 
reasons, explained below, certain categories of people will not be registered individually.
G.7 There is a question about the age at which individuals should start to become liable for the 
community charge. Individuals benefit from local services from the earliest age, but they have no 
say in the provision of local services until they become eligible to vote at 18. It would be possible 
to make them liable for the community charge from their eighteenth birthday. By then many are 
working or receiving support from the state in their own right. M a n y  others, however, are still at 
school and entirely dependent on their parents. The social security system recognises this and 
there is provision for payment of child benefit to continue up to the age of 19 where a person is 
receiving full-time, non-advanced education. It would be consistent with this for liability for 
payment of the community charge to be linked to the cessation of payment of child benefit for 
those over 18. That would avoid imposing an additional burden on the many families who 
support their children in continuing education. It might also be desirable, for administrative 
simplicity, that liability to pay the charge for the first time should not arise until the start of the 
first full financial year after the relevant birthday.



Where should people register? ft
G.8 The community charge will continue to be collected by theauthontxeswhichare presently 
responsible for collecting rates —  district or borough councils m  England and Wales and 
Regional Councils in Scotland. Individuals should therefore be registered with the appropnate 
authority in which they live. The overwhelming majority of people live in one place only and 
will be registered there. A  minority have two or more homes and they should be registeredwhere 
they mainly live. This concept is similar to the test of m a m  or only residence used in determining 
elSbUity for mortgage interest tax relief. Which residence is the main one is a matter which 
should be easily established on the facts of the case. For the small minority of cases where the 
facts do not give a clear cut answer it may be necessary to have an independent adjudication 
procedSre Se^ond homes are dealt with further in paragraph G.39 below. They will need to be 
separately identifiable.

W h o  should be responsible for registration?
G.9 At present the head of the household is responsible for providing the information 
necessary for registering eligible adults for electoral purposes. It is proposed that the head of 
household should similarly be responsible for providing information for registration for the 
community charge. As with electoral registration it will be a criminal offence not to comply with 
this duty.
G.10 It is for consideration whether there should be a separate provision to deal with cases 
where an individual exerts pressure on the head of household not to register him. The duty on 
the head of household would need to take account of such cases.

What happens when people move?
G.l 1 A  large number of people move house every year. Not all of those moves are from one 
local authority area to another, but many are. The register of those living in an area will have to 
be updated to keep track of all changes of main residence within or between authorities. There 
are two approaches to this.
G. 12 Some countries, which have a system of local personal taxes, specify a qualifying date for 
residents in an area and all those residents in an area on that date are liable to pay their local tax 
to that authority for the whole of the next financial year. If a similar approach were adopted in 
Great Britain it would be possible to run a registration system similar to that used for electoral 
registration. There would be an annual canvass of households for the names of those resident on 
the qualifying date, and the register compiled on that basis would be updated a year later to 
incorporate all the changes in the preceding twelve months. That approach, however, has a 
number of shortcomings in relation to the specific proposals for the community charge.
G. 13 First, the community charge will be collected directly from individuals and not through a 
third person who will not generally move, such as an employer. If a person moves after being 
registered and does not notify the authority, collecting the community charge will be difficult.
G.l4 Secondly, it would make enforcement of registration more difficult if there were large 
numbers of people who could legitimately claim services from a local authority without being 
registered there because the register would inevitably be out of date between annual revisions.
G.l5 Thirdly, local authorities administer housing benefit. It would add to the complexity of 
that task if they had to take account of widely different community charge liabilities for those 
who had moved into the area after the qualifying date and who were therefore paying a 
community charge to another authority at the rate applying there.
G.l6 The alternative approach is to maintain a rolling register. This would allow the 
arrangements for collecting the community charge to be similar to those which exist at present 
for the payment of rates. Liability to the community charge would cease when a person left the 
authority and the amount payable to an authority would be pro rata to the portion of the year 
that the individual had lived there. There would be an incentive on those leaving the area to 
notify the council of their move —  so as to terminate their liability —  and this would provide a 
continuing flow of information to the authority about changes of occupation of properties which 
would assist enforcement. Inter authority administrative arrangements could be developed to 
simplify the transfer of registration. The difficulty with housing benefit administration described 
above would be avoided, since all residents in a local authority’s area would be paying its own 
rate of communitv charere.



G.17 In order to maintain a rolling register it will be necessary for there to be a statutory 
requirement for individuals to be registered with an authority within a reasonable period of time 
of taking up residence there. The concept of residence described in paragraph G.8 would 
preclude people from having to register in places where they were staying for a short period only. 
Foreigners taking up residence in the country would however be required to be registered. As for 
the basic registration process the duty to register new arrivals should rest with the head of 
household.

Form of the register
G. 18 The electoral register is a public document which can be examined by any member of the 
public. The Government proposes that the community charge register would be similarly open. 
A n  open register would be of assistance in enforcing registration.
G.19 The public register however should contain no more information than is necessary. That 
might be just the names and addresses of eligible adults or even the list of addresses with the 
numbers of eligible adults resident there. Authorities will need to keep additional details for 
working purposes —  for example, a record of who is the head of the household, or the 
arrangements for payment.
G.20 The coverage of the community charge register would be different from that of the 
electoral register. If a rolling register is adopted the character of the register will also be different 
since the electoral register is static and updated annually. It would not be possible, therefore, for 
the same register to be used for both purposes. Nor is it, in principle, desirable for it to be so. 
Entitlement to vote should not depend upon registration for the community charge. Nor should 
the community charge be avoided by those such as resident foreign nationals who enjoy local 
authority services but are not eligible to vote.

Enforcement of registration
G.21 Placing an obligation on the head of household to provide the information necessary for 
registration, backed by criminal sanctions, will be sufficient to ensure compliance in most cases. 
These pressures will not however be fully effective unless there are efficient procedures for 
registering people and checking registration so that the public in general accept that there is little 
possibility of evading detection for long.
G.22 It is one of the technical strengths of rates that, because they are tied to the occupation of 
immovable property, they are easy to collect and the level of evasion is relatively small. Taxes 
which are not linked to immovable property have greater enforcement problems. This is true of 
income tax and road fund licensing for example at the national level. Even so estimates of 
evasion are low overall.
G.23 Proposals fqr transition to the new community charge arrangements envisage that an 
element of rates will continue to be paid in all authorities at least in the early years. This will 
carry over to the new arrangements something of the ease of collection of domestic rates by 
maintaining links with the head of household. There will be continuity while the new 
arrangements are settling down.
G.24 A  successful registration process will require two elements. First, effective canvassing of 
households. Local authorities already have a great deal of experience in compiling electoral 
registers on which to build. They will be able to develop new techniques to meet the new 
circumstances they will face. A  large measure of discretion should be possible about the way in 
which they approach the task. It may not, for example, be necessary for all authorities to have a 
full canvass of households each year. However, some additional resources and effort will be 
required if the coverage of the community charge register is to achieve the level' of accuracy 
needed for enforcing a tax. O P C S  have estimated that the 93% coverage of the electoral register 
could be increased by improving the record of addresses, chasing up non-responders, door to 
door canvassing and a variety of other measures. But people will have an incentive to avoid 
registration for the community charge.



0.25 The second ingredient will be the link between registration and the use of local services.^ 
This does not mean that authorities should be expected to require proof of registration befor^| 
providing a service. In the case of emergency services, for example, that would be entirel)^ 
inappropriate. But many authorities already require evidence of residence when providing a 
service to individuals. Libraries are a c o m m o n  example. The task for local authorities will be to 
develop their information systems so that, where they are providing a service to an individual, it 
is possible to check back conveniently, either before or after the event, on whether a person is 
registered and take steps to register those who are not.
G.26 There will also be a great deal of scope for schemes to encourage registration through the 
administration of services for which charges are made. A n  obvious example would be to issue 
membership cards or season tickets which give preferential rates for those using leisure facilities 
or public transport who are registered as living within the authority’s area. Some authorities 
already have such preferential charging schemes. They are c o m m o n  practice, for example, in the 
provision of adult education classes.

Payment: who is responsible?
G.27 In order to obtain the m a x i m u m  benefit from extending the tax base and make the 
greatest possible number of electors aware of the cost of the local services they vote for, separate 
bills should be sent to each registered individual.
G.28 In principle, each individual should also be individually liable for paying his or her bill. 
However, this may be difficult where people have no independent income of their own. This 
situation will occur most frequently with married couples where one partner is not working. 
Latest estimates are that slightly more than half of all wives below retirement age do have some 
independent income and so could pay their own community charge. However, it would be 
possible to deal with the problem more-generally by making husbands and wives jointly and 
separately liable for each other’s c o m m u m t y  charges. This would be well precedented in general 
taxation law and would reflect the practical financial arrangements which most married couples 
with only one earner adopt. It would also reflect the arrangements which the social security 
system makes by assessing married couples jointly.

Enforcement of payment
G.29 The Government envisages that the existing procedures for the enforcement of payment 
of rates would be carried over to the new arrangements. The procedures are well established but 
the Government is prepared to consider practical suggestions for further improvements.

Assistance for those on low income
G.30 At present means tested help with rates bills (rate rebates) is available through the 
housing benefit scheme to people on low incomes. Some •  households get a full rebate because 
they are receiving supplementary benefit; another #  receive partial help, depending on the 
composition of the household, the size of their rates bill and their weekly income.
G.31 The White Paper “Reform of Social Security” (Cmnd 9691) announced a number of 
changes to the housing benefit scheme, including a requirement that those on the lowest incomes 
should have to pay a mi ni m u m  contribution of 20% towards their rates. It would be possible to 
extend the application of the revised housing benefit scheme to everyone liable to pay the 
community charge. There, will be separate consideration of the interaction between the 
community charge and the benefit system, including whether any modifications are required to 
housing benefit in the light of the new local tax proposals and the arrangements for phasing their 
introduction in England, Wales and Scotland.

A  Collective Community Charge
G.32 So far this Annex has been concerned with the arrangements necessary to cope with the 
circumstances of the great majority of individuals. However a part of the population, estimated 
at [•], is extremely mobile. These are people living in multiple occupation, in boarding houses, 
or institutions. For this group the arrangements described so far would be inappropriate and 
onerous to administer satisfactorily. Nevertheless the Government’s view is that these people 
should make a contribution towards the cost of local services. Equally, the authority should be 
accountable to this group of residents. At present the accommodation they occupy is generally 
treated as non-domestic property for rating purposes. If this practice were continued in the new 
arrangements, the rates levied on those properties would form part of the national pool and this 
would deny any direct link between these individuals and the authority in which they live.



r G.33 The problem of local taxation in respect ot the most mobile groups is one w m c n  occurs 
within the present rating system. It is dealt with by giving local authorities the power to designate 
classes of property for which the owners, rather than the occupiers, are liable to pay the rates. The 
owners are also required to provide information when requested as to who the occupants of any 
such property are. It would be appropriate in the new system to build on those arrangements by 
designating certain classes of property as liable for a collective community charge, payable by the 
owner, but recoverable through rents charged to the occupants.
G.34 The amount of the collective charge would be determined by a formula for which the 
starting point would be the amount of accommodation provided in the property. The 
Government wishes to consult separately on which other factors should be taken into account, 
for example evidence of average occupancy rates. The Government will also be consulting on the 
classes of property which would be covered by these arrangements and the arrangements for 
adjudicating disputes.
G.35 The consequence of these arrangements is that it will not be necessary for those living in 
designated properties to be registered individually with their local authority. The authority will, 
of course, keep a register of the properties covered by the collective charge so that the 
enforcement procedures described above can operate. The existing requirement on owners of 
such property to keep records of those occupying the property should be carried over to the new 
arrangements so that the entitlement of those living there to local services on the same basis as 
other residents can be established.
G.36 The Government intends to preserve the benefits of the existing rate relief arrangements 
for charities in the form of a discount from collective community charges.

Special groups
G.37 Crown Property. Those occupying Crown Property —  like the armed forces —  do not at 
present pay rates. Instead the Crown makes a contribution to local authorities in lieu of rates. 
The convention against taxing the Crown would not apply in the same way to individuals 
occupying property owned by the Crown. Nevertheless many of those occupying such property 
are very mobile and it would be sensible to continue the arrangements whereby a single 
contribution is made by the Crown in respect of those occupying such property. The simplest 
way of doing so would be for the relevant Government Departments to make a contribution in 
lieu of a collective community charge calculated on the basis of a formula applied generally.
G.38 Students. For students who are not home-based at their college or university it would be 
difficult in practice to establish which is their main place of residence. It would be complex and 
costly to require students to register and de-register at the beginning and end of each term or to 
attempt to apportion liability to community charges between two authorities. The Government’s 
view is that students should be deemed to have their main residence at their term-time address. 
This would be consistent with the way in which students are presently recorded for rate support 
grant purposes. This treatment would not of course affect those who are home-based during the 
course of their studies. In all other respects students would be treated in the same way as any 
other adult residents, paying a community charge individually or through a collective charge 
according to the property they occupy.
G.39 Second Home Owners. Owners of second homes will make some use of local authority 
services in the area of their second home. At the moment these homes are subject to rates. 
Replacement of these by a community charge would give a large bonus to the owners of these 
properties. The Government considers that there should be a standard charge on second home 
owners and that it would be most convenient to express that in terms of a community charge 
liability in the area where the second home is located. It proposes that there should be a standard 
charge equivalent to two individual charges which would leave second home owners broadly 
unaffected by the removal of rates.

Precepting authorities
G.40 Those authorities which are financed by issuing precepts to rating authorities will 
continue to be financed in this way but; once the community charge is fully in place, the precept 
will be expressed as a flat rate amount per head rather than as a rate poundage. Where there are 
parish councils the community charge register will have to be kept in a way which will identify 
the distribution of the population between parishes.



Annex H: N e w  arrangements for grants to local authorities
Introduction
H. 1 The Government’s proposals in Chapter 4 involve a system of unhypothecated grants with 
just two elements:

i. needs grant, to compensate authorities for variations in local needs; and
ii. standard grant, to pay an additional contribution towards the cost of local services.

The proposals also envisage the ending of resource equalisation through the grant system and of 
domestic rate relief grant.
H.2 This Annex describes in more detail how the new grants would be calculated, and the basis 
of their approval each year by Parliament. It also explains in more detail the reasons why the 
Government has concluded that resource equalisation through the grant system should be 
discontinued.

Needs grant
H.3 Whatever grant or local taxation arrangements may exist in the future, the Government 
remains committed to a grant system which compensates authorities for differences in the 
amount they need to spend to provide a typical standard of service. This applies equally to 
differences which arise because some areas have greater concentrations than others of people 
who need local authority services; and to inescapable differences in the cost of providing those 
services. Without some form of compensation, authorities affected by concentrations of need, or 
by higher costs, would have to increase local tax bills, or reduce the standard of service provided. 
The Government believes, however, that it would be possible to compensate for these 
differences much more openly and directly than in the past, by paying a separate needs grant to 
each authority.
H.4 The calculation of this grant would be undertaken by assessing, for every local authority 
area, how much it might be expected to cost, per adult living in the area, to provide a normal 
level of local authority services. The result of the calculation would be a needs assessment for 
each area. The needs assessments would follow similar principles to those used for G R E s  under 
block grant, but should be considerably simplified. The way in which they might be derived is set 
out in more detail in paragraphs H.9 to H. 15 below.
H.5 From the needs assessments, 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 where the same level of service cost most to 
provide. The Government would then pay a cash amount of grant to each authority to meet the 
full difference in cost implied by the gap between that authority’s needs assessment and the cost 
for the authority with the lowest assessed need per adult in the country. For example, if the 
lowest authority was assumed to be able to provide its services for £350 per adult, then another 
authority with an adult population of 100,000 where the same standard of services would cost 
£400 per adult to provide would receive a grant of (£400 - £350) x 100,000 = £5m.
H.6 In order to pay needs grant to every authority, rather than just to one tier, it would be 
necessary both to derive a m i ni m u m  needs assessment for each class of authority and to split the 
needs assessment for each area between tiers. There would be more than one way of doing this; 
similar issues already arise with block grant.
H.7 The total of needs grant to each authority would be fixed. It would not be affected by the 
actual level of an authority’s spending. So an authority spending £25 per adult below its needs 
assessment would be able to reduce its local tax bill by a full £25 per adult. In the same way, the 
needs grant would not increase if an authority chose to spend more. If it spent £25 per adult more 
than its needs assessment, local taxpayers in the area would have to meet the cost of that extra 
spending in full.
H.8 The total of needs grant required would depend on the exact method of calculating the 
needs assessments and splitting them between tiers. The amount needed to equalise needs is 
however likely to be close to the figure contained within block grant. This was £4.4 billion in 
England in 1984/85— 37% of the grant total. In Wales and Scotland it amounted to £ # m  and 
£ # m  respectively, • %  and • %  of the Exchequer grant to local authorities in those countries.



Needs assessments %
H.9 Assessing the cost to local authorities of providing an acceptable standard of service has 
been a consistent thread running through discussions of Government grants to local authorities 
throughout this century. It was Lord Balfour, in his Minority Report to the 1901 Royal 
Commission, who first suggested that relative need for expenditure should be assessed by finding 
the lowest expenditure per head of population for a particular service, and assessing grant for all 
other authorities on the basis of the unavoidably greater cost to them of providing the same 
standard of service.
H.10 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 variations in needs across all services. 
Immediately before the introduction of block grant these factors were selected automatically by 
the statistical technique of regression analysis.
H. 11 The introduction of G R E s  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. The previous 
statistical approach simply weighted socio-economic factors according to the strength of their 
statistical correlation with the actual pattern of local authority expenditure across all services. 
The new approach was designed to select and weight factors which laymen and experts alike 
could accept as being plausibly related to variations in the cost of providing individual services.
H. 12 The needs grant system now proposed will continue to be based on the client group/unit 
cost approach developed under the present G R E  system. The Government is concerned, 
however, that G R E s  have been subject to frequent changes, and have become steadily more 
complicated over the 5 years since their introduction. In the run-up to the new system it 
therefore intends to review the existing G R E  formulae to see whether they can be made simpler 
and more stable.
H. 13 The purpose of G R E s  is to establish the relative spending needs of local authorities. Yet it 
has become apparent that some of the factors that have been introduced into the G R E  formulae 
have very little redistributive effect, yielding very similar amounts per head for all authorities. 
This is true of several minor services which at present feature separately in the overall G R E  
formula but where the variation in spending— and in the G R E s  themselves— is small. A  similar 
pattern arises with some factors in the G R E  formulae for the major services: the allocation of 
G R E s  would be little different if some of those factors in the formulae were omitted entirely. 
Needs assessments must be fair. But they must also be as simple and comprehensible as possible. 
There is no justification for having complicated formulae if the existing pattern of G R E s  could 
be broadly reproduced using an approach which would be more easily understood by councillors 
and electors.
H.14 It m a y  be possible to introduce some simplifications, both in the treatment of minor 
services and the number of factors used in the formulae for the main services, before the start of 
the new system. The Government will have this possibility in mind in the normal annual cycle of 
discussions with the local authority associations. In other cases, it may be appropriate to wait 
until the new system is introduced before making changes.
H.15 The Government also considers that, after the new system has been set up, it would be 
appropriate to minimise changes to the formulae used to calculate the needs assessments. Apart 
from taking acount of new sources of data, changes should only be made where there would be a 
major gain in fairness that would clearly outweigh the disturbance that would be caused. This 
would mean placing greater emphasis on stability than has been the case in the past, either with 
block grant or with earlier systems.

Standard grant
H.16 The Government considers that the most appropriate way of allocating the Exchequer 
grant after needs grant and specific grants have been paid would be as a constant amount per 
adult to every local authority area, so as to produce a matching reduction in the size of the 
community charge. This would be in keeping with past rate support grant arrangements, under 
which amounts of grant not needed for the purposes of equalisation have been allocated as a 
constant amount per head. The main difference would be that, with the present and previous 
grant systems, the extent of this support is obscured within an overall total that also includes 
compensation for differences in needs and in rateable resources. With the approach now 
proposed, standard grant, representing the basic level of taxpayer support to local services, 
would be a free-standing and identifiable element in authorities’ budgets.



H.17 If the total amount of Exchequer support were at the 1984/85 level, and the amount 
needed for specific grants and needs equalisation remained broadly unchanged, the total 
available for use as standard grant in England would be about £4.7 billion, or £134 per adult 
across the country, on the assumption that the grant for domestic rate relief, which would no 
longer be required, were absorbed in standard grant. In Wales it would be about £ # m ,  or £ •  per 
adult; and in Scotland £ # m ,  or £ •  per adult.

Resources equalisation
H.18 Under the existing grant and rating arrangements, some compensation within the grant 
system for variations in authorities’ rateable resources has been essential. Without it, rates in 
authorities with few commercial and industrial properties and low average rateable values would 
soar. Such authorities would not be able to afford to provide a reasonable standard of services. 
This would clearly not be acceptable. But the fundamental changes in the local government 
finance system now being proposed by the Government offer new ways of tackling the problem.
H.19 The main factor which causes variations in authorities’ total rateable resources is 
non-domestic property. Even excluding London, where there is the greatest concentration of 
non-domestic resources, non-domestic rateable values in England range from £36 per adult to 
£50,900 per adult. Under any system where the entire yield of non-domestic rates lies locally, it is 
inevitable that the Government should intervene to compensate areas with only a small amount 
of commercial and industrial development, and to draw off some of the income from authorities 
with large concentrations of shops, offices and factories. Otherwise there would be very 
substantial variations in local services and local domestic tax bills, caused solely by the extent of 
industrial and commercial development in different areas.
H.20 However, the proposed reforms of the non-domestic rate described in Chapter 2 deal with 
this problem. The proposal to pool and redistribute the yield of non-domestic rates as a c o m m o n  
amount per adult among all authorities ensures that the benefit from non-domestic rateable 
resources is shared equally among all authorities, thus removing a major source of variation. 
This would achieve automatic equalisation of non-domestic resources in a simple and 
transparent way without any of the cumbersome arrangements of a resource equalising grant.
H.21 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. If, in future, the tax base 
were to be simply the adult population of the area —  that is, if rates were to be replaced entirely 
by a community charge as proposed in Chapter 3 —  each authority could be assumed a prior to 
have the same taxable resources per adult. With a needs grant of the kind proposed, two 
authorities spending at the level of their assessed needs would both need to levy the same 
amount per adult.
H.22 The domestic tax proposals described in Chapter 3 indicate the Government’s intention 
to begin its reform of local taxation with a combination of a community charge and domestic 
rates, with the former increasing as a proportion of the tax base over a period ofyears, while the 
latter diminishes. As long as some element of domestic rates is retained, there will be variations 
in authorities’ taxable capacity. But their significance will be much smaller than at present, and 
under the proposals in this Green Paper, they will ultimately disappear.
H.23 During the transitional period, local taxpayers will not pay exactly the same tax bills for 
the same level of service, although the £ for £ relationship at the margin between changes in 
expenditure and changes in tax bills will be the same everywhere. It will be necessary to ensure 
that in the initial years of the new system, while domestic rates remain a significant element of 
local finance, this does not lead to major changes in the burden of local taxation. The special 
arrangements discussed in Chapters 4 and 5 will achieve this.
The City of London and the Isles of Scilly
H.24 Under block grant and its predecessors, special grant arrangements have been made to 
take account of the special circumstances of the City of London and the Isles of Scilly. Both are 
authorities with very small resident populations —  about 5,000 in the City and about 1,500 in 
the Scillies. Comparable arrangements will need to be made under the new system proposed in 
this Green Paper.
H.25 In the case of the City, the bulk of services is provided for a very large non-resident 
population and for non-domestic ratepayers. Uniquely, some non-residents retain the right to 
vote in elections for the City Corporation. It would therefore not be appropriate to adopt without 
modification proposals under which the full cost of marginal expenditure above the City’s 
assessed expenditure needs fell solely on the resident population.



H.26 In the case of the Scillies, the principal problem is the significant diseconomies of sdflfc 
incurred in providing the full range of local authority services to a small resident population. 
Because of this the needs assessment of the Isles of Scilly and the level of grant support have to be 
set with particular care. At present, under block grant, this is achieved by setting the G R E  at the 
level of the authority’s agreed budget.
H.27 Some modification of the proposed grant arrangements will be needed in the case of both 
the City and the Isles of Scilly. The Government intends to discuss with the authorities 
concerned how best to take account of their distinctive problems.

Calculating grant entitlements and obtaining Parliamentary approval
H.28 One of the problems inherent in block grant is that each authority’s grant entitlement is 
subject to change during, and after, the year in question. The Government proposes to end this 
practice and to ensure that, under the new grant system, the cash total of grant approved before 
the start of the financial year will be the exact figure that each authority gets.
H.29 This will be possible because grant entitlements will no longer depend on authorities’ 
actual spending, and there will be no grant abatement or holdback. Instead, each authority will 
know before it sets its budget for the year the fixed amount of needs and standard grant it will get, 
and the exact total it will be paid from the non-domestic rate pool.
H.30 This will simplify local authority budgeting. Every authority will be able to see just what 
income will arise from grant and non-domestic rates, and will know that the gap between that 
figure and the amount needed to finance its planned spending will have to be met entirely from 
local domestic taxpayers/ .
H.31 The total amount of grant which the Government plans to make available, and the basis 
of its allocation between authorities, will continue to be subject to approval by the House of 
Commons. The present Rate Support Grant Reports for both England and W d e s  are 
cumbersome documents. It is difficult, especially for those who are not experts m  the field, to 
pick out from the mass of material the elements that are crucial in determining how grant is 
apportioned. The content of these Reports has to meet requirements set down in primary 
legislation so there is little, if any, scope for simplifying them under the present arrangements. 
The proposed new grant system is in many ways simpler than block grant. This should 
automatically mean that the statutory documents can be simpler. But the Government also 
intends to look again at the way in which details of each year’s grant settlement can be presented 
to Parliament for approval, with the aim of adopting a form of presentation that will make it 
easier to identify the main principles which are to be decided and on which the grant allocation 
will be based.
H.32 The Government’s intention to avoid within-year changes in authorities’ grant 
entitlements means that there will be only one Rate Support Grant Report for each year; the 
system of successive Supplementary Reports will cease. If changes need to be made to the 
calculations set out in the main Report —  for example to correct a significant error m  the data 
used, or to adjust any needs assessments that may be based on budgeted or actual spending 
this will be done by making explicit compensating adjustments in the grant calculation for a 
future year.



m■Annex J: The distributional impact of changes to local taxation and grant
J. 1 This Annex supplements the description in Chapters 5, 8 and 9 of the distributional impact 
of the proposed reforms to local taxation and grant. Additional background material, for 
example on household numbers, relevant to the analyses in this Annex is included in Annex C.

Distortions in the present local government finance system
J.2 As the discussion in Chapters 1-4 showed, the present local government finance system 
distorts to a significant degree the link between what local electors pay for their services and the 
benefit they receive from them. This arises because the present arrangements entail cross
subsidies from non-domestic ratepayers, and direct subsidies from the Exchequer which are 
related to authorities’ spending levels and to the overall rateable values of properties in their 
areas. This can lead to large differences in the amount, both on average and at the margin, which 
local domestic taxpayers have to contribute towards the expenditure needed to provide 
comparable levels of service. Figure J1 shows the wide range of average domestic rate bills that 
would be paid in English local authorities for expenditure at the level of the authority’s G R E  
What the average ratepayer pays for similar local services can vary by a factor of four depending 
on where he lives. For the individual ratepayer within each local authority, the link between 
payment for and benefit from services is further distorted by the fact that his share of local taxes 
is determined by the rateable value of his house. This will have little or no relationship with his 
use of local authority services.

Figure J 1: Distribution of average domestic rate bills for spending at GRE (England 1984/85)

J.3 Because neighbouring authorities tend on average to have similar rateable values and 
similar expenditure patterns, this variation also shows through as a broad geographical pattern of 
rate bills which are lower than might be expected in high spending areas. Figure J2 shows average 
rate bills and average spending in relation to G R E  by English regions. Outside London, some of 
the highest average rate bills are in relatively low spending areas like the West Midlands.

Figure J2: Average Domestic Rate Bills, and Expenditure in
relation to G R E  (English regions, 1984/85)

Expenditure Average Average
above domestic domestic
G R E rateable rate bill

value
£/head £/head £/heredit-

ament

Northern Region 
Yorkshire and 61.57 142.63 254.96

Humberside 41.81 136.77 232.12North West 38.66 172.63 286.62East Midlands 6.79 169.92 247.27West Midlands 
East Anglia 10.96

22.08
203.82
186.75

294.01
260.31Greater London 

South East 243.97 284.75 503.06 .
(Excluding Greater London) 14.27 233.61 332.23South West 13.76 182.27 260.83



J.4 To correct these distortions, this Green Paper proposes:
—  the
. settingofanationalnon-domesticratewiththeyieldpooledandredistributedasacommon 
amountperadult;

—  r-
eplacementofdomesticratesineachauthoritybyaflat-ratecommunitychargeleviedonall
adults;

—  agrant
comprisinganeedsequalisationelementandastandardelementdistributedonaper-adultbasis.

J.S These proposals will lead to substantial changes in the income of local authorities and will 
affect the contributions towards local expenditure paid by their residents. This Annex assesses 
the scale of these changes, taking account of the arrangements proposed to “safety net” changes 
in local authorities’ external income and to moderate the transition from domestic rates to the 
community charge.

Assumptions
The method adopted for illustrating the extent of changes involves comparing the financial 

effects for local authorities and households of the existing financial regime with the effects of the 
proposals described in this Green Paper.

To ensure comparability the baseline and the illustrations of the effects of the new system 
use data for the same financial year - 1984/85. The choice of analysis year was made on technical 
grounds. Local authority income and expenditure data for 1985/86 are available, but to establish 
a consistent household data base for that year would not have been practicable. In particular, it is 
not possible to estimate reliably the effects on individual households of the revaluation of 
domestic rateable values in Scotland in 1985.
J.8 The local authority income and expenditure data used incorporate estimates of expenditure 
and grant entitlements before holdback for 1984/85. The results shown are therefore purely 
illustrative. They cannot be extrapolated into the future since relative spending levels will change 
in response to grant pressures and the effects of rate limitation.
J.9 For illustrating household effects, data from the Family Expenditure Survey (FES) have 
been used. Data from 4 years of the survey (1980-83) have been combined and re-priced to 
1984/85 levels. The sample size is not sufficient to allow analysis for individual local authorities.
J. 10 The assessment of effects on households of changes in local tax bills and housing benefit 
entitlements is modelled on the assumption that the proposals contained in “Reform of Social 
Security” (Cmnd 9691) are already in effect, since these are to be implemented before the local 
government finance reforms. In particular, for illustrative purposes, the analyses incorporate the 
C m n d  9691 proposals on housing benefit - including a 20% m i ni m u m  contribution towards 
rates/local taxes - in both the base position and the new system. Thus the changes shown for 
households are those which arise solely from the new local government finance arrangements.
J.11 The illustrations are based on the 1984/85 balance of contributions to local expenditure 
from central taxpayers and local domestic and non-domestic taxpayers in England, Scotland and Wales.

Effects on local authorities’ external income of changes in grant and non-domestic rates
J.12 Under the proposals for non-domestic taxation and grant described in Chapters 2 and 4, 
local authorities’ income would change: first, as a result of the pooling and redistribution of 
receipts from non-domestic ratepayers on a c o m m o n  per adult basis; and second, as a result of 
the distribution of general grant to local authorities, over and above that required to equalise 
needs, entirely on a per adult basis with no resources equalisation through the grant system. The 
income of individual authorities would also be affected by changes in their needs assessments. 
TJe change in income in this case would depend on the detail of changes in the methodology and 
changes in local circumstances; no general conclusions can be drawn in advance. The effects of 
the proposals for local domestic taxation are discussed later. They would have no impact on the 
overall income of a local authority, but would redistribute the local tax burden between adult 
residents within each local authority.



A n  The new arrangements for non-domestic rates and grant would lead, if 
Unmodified to large and sudden changes in local domestic tax bills. Chapter 5 explained the 
Government s0 intention to prevent this through a “safety net” arrangement to Preserve each 
lncal authoritv’s external income on introduction of the new financial system at broadly its 
Dresent level with the amount of assistance frozen in cash terms thereafter. The 
take the form of self-financing adjustments to the standard grant and, if necesary, 
rate allocations of individual authorities to eliminate most of the gams and losses which result 
from imroduction of the new system. Under this arrangement, the new financial system would 
generally have a neutral impact on local authorities’ income m  the first year if they maintained 
their spending at previous levels.

J. 14 Authorities’ external income (net of specific grants, fees etc.) would then comprise:
i. national non-domestic rate revenue;
ii. standard grant, paid at the same amount per adult to all authorities;
iii. needs grant;
iv. safety net receipts or contributions, fixed in cash terms.

In future years, changes in the first two components would affect all authorities in the same way. 
The effects of the third would depend on detailed changes in local authorities’ assessed needs 
which vary as their circumstances change. The effects of the safety net would vary between 
authorities according to the size of their entitlement in relation to their overall expenditure. 
Authorities with a large safety net entitlement would have a stronger incentive to seek economies 
in order to offset its declining real value.
J. 15 The size of an authority’s safety net entitlement or contribution will depend on the extent 
of the change in income it would incur if the proposals in Chapters 2 and 4 were introduced 
without modification. Authorities that would otherwise face large losses will have a high safety 
net entitlement. Authorities that would otherwise enjoy large gains will be net contributors to the 
safety net.
J.16 Chapter 5 (paragraphs 5.7 and 5.8) sets out the characteristics of local authorities which 
would gain and lose if there were no safety net. The biggest reductions in income would arise m  
high poundage/high rateable value authorities: high rate poundages resulting from high, levels of 
current spending in relation to G R E  produce a very large yield from these authorities large 
non-domestic rate base. They will stand to lose significantly from the reduction of their 
non-domestic rate income to the national per adult average, and so will have a large safety net 
entitlement. The biggest increases in income will arise in low spending, high domestic rateable 
value authorities which will benefit both from the increase of their non-domestic rate income to 
the national average per adult and from the change in the basis of grant from equalisation of 
domestic rate poundages to equalisation of rate bills. They will be contributors to the safety net 
arrangements.
J. 17 The marked regional pattern of changes in local authorities’ income in England illustrates 
the effects of these factors. M a n y  authorities in the Northern region, Yorkshire and Humberside, 
and the North West have high spending levels and low rate bills and so would lose income. M a n y  
authorities in the South East, South West, East and West Midlands and East Anglia, where 
spending tends to be lower and domestic rate bills higher, would gain additional income. High 
spending authorities in Greater London and authorities which are large gainers under the 
existing arrangements which allow London’s excess non-domestic rateable resources to be 
retained would tend on balance to lose, notwithstanding some gain from the ending of domestic 
resources equalisation.
J.18 The implied pattern of changes in income for authorities in each of the English regions 
which would result from full implementation of the new financial system is set out in Figure J3. 
The first three columns show the existing pattern of general grant and non-domestic rate income, 
and the next three columns show what the equivalent figures would be if the proposed new 
system were implemented without modification. The final column shows the safety net 
entitlement (negative in contributing areas) which would be necessary to compensate fully for 
any overall shortfall or surplus.



Figure J3: Implied changes in grant and non-domestic rate income, and safety net 
entitlements for local authorities (English regions: £m)

Present system New system
Grant
(1)

Non
domestic rates 

(2)
Total
(3)

Grant
(4)

Non
domestic rates 

(5)
Total
(6)

Safety net 
entitlement 
(3M6)

£m £m £m £m £m £m £mNorthern 791 344 1,135 599 421 1,020 +115Yorkshire and 
Humberside 1,239 512 1,751 933 663 1,596 +155North West 1,569 707 2,276 1,351 868 2,219 +57East Midlands 794 382 1,176 697 521 1,218 -42West Midlands 1,046 552 1,598 1,051 699 1,750 -152East Anglia 311 188 499 292 261 533 -54Greater London 1,374 2,264 3,638 2,139 1,024 3,163 +475South East (excluding 
Greater London) 1,394 1,124 2,518 1,586 1,402 2,988 -470South West 789 392 1,181 658 606 1,264 -83

J.19 Similar redistributive effects would apply in Scotland and in Wales, though because the 
range of rateable values in both countries varies less between areas, the scale of changes would be 
less.

Effects for local domestic taxpayers of the replacement of domestic rates by the community charge
J.20 Within each local authority the distribution of the local domestic tax burden between 
residents will be affected by the proposals set out in Chapter 3. The general pattern of change will 
be the same in all areas. The analysis in this section considers these effects separately for 
households and for “tax units” —  couples or single people who m a y  form part of a larger 
household.
J.21 The broad pattern of redistribution between households resulting fom the replacement of 
rates with a community charge is described in paragraphs 5.18 and 5.19 of Chapter 5. The 
position of individual households will be affected by two main factors: the number of adults in 
the household; and the rateable value of the property relative to others in the area. Single adult 
households will pay less towards local services; large households with 3 or more adults will pay 
more; households with 2 adults will tend to pay about the same amount. This household 
composition effect will be overlaid by the rateable value effect. Households in high rateable 
value property will pay a reduced proportion of the total local domestic tax bill, while those in 
low rateable value property will pay more. For some households the rateable value effect could 
be larger than the household composition effect.
J.22 A m o n g  tax units, the main pattern of redistribution is from householder tax units to 
non-householder tax units, who at present do not pay any local taxes. The majority of the new 
local taxpayers would be young single adults aged 18-24.
J.23 These patterns of redistribution among households and tax units occur both within rating 
authorities in respect of the cost of district services, and within precepting authorities in respect 
of the cost of county services.
J.24 The distributional effects for households and tax units have been shown on two bases:

i. the effects in the first year of transition to the new system with the community charge 
introduced at a standard £50 per adult and the balance of local domestic tax revenue 
raised from rates (see Chapter 5, paragraphs 5.21 and 5.22);

ii. the effects if rates were completely replaced by a community charge (see chapter 5, 
paragraphs 5.23 and 5.24).

The assumptions on which the calculations are based are set out in paragraphs J.6-J. 11 above.



(i) The effects in the first year of transition
J.25 As expected, with the modest shift from rates to the community charge envisaged, the 
effects for local domestic taxpayers in the first year are very small. This is a consequence both of 
the relatively small assumed level of the community charge in year 1 —  £50 per head —  and of 
the nature of the shift from domestic rates to the community charge which means that the typical 
two-adult household will tend on average neither to gain nor to lose.
J.26 Figure J4 sets out the pattern of gains and losses for households, in £ per week and as a 
percentage of net income.*

Figure J4: Households gaining and losing in the first year of transition from domestic rates to the
community charge - by type of household (Great Britain, thousand households)

Single Other T w o  Adults Three + All
pensioner single adult adults Households

P O U N D S  P E R  W E E K
L O S E R S
10+ - - - —

5-10 — — — 0 —
2-5 — — 275 275
1-2 — 575 975 1.550
0-1 425 475 6.325 1.175 8.400
Total losers 425 475 6.900 2.425 10.225
G A I N E R S
0-1 2.100 1.475 4.625 275 8.475
1-2 200 325 875 50 1.475
2-5 75 50 275 25 425
5-10 0 0 0 0 0
10+ — — — — —

Total gainers 2.375 1.850 5.775 350 10.350

P E R C E N T A G E  O F  N E T  I N C O M E
L O S E R S
10+ - - 0 — 0

5-10 — — — — —
2-5 0 0 0 0 0
1-2 0 25 225 125 350
0-1 425 450 6.675 2.325 9.850
Total losers 425 475 6.900 2.425 10.225
G A I N E R S
0-1 2.050 1.575 5.575 350 9.550
1-2 275 225 175 0 675
2-5 75 25 25 - 128
5-10 0- 0 0 - 4
10+ 0 0 0 - 2

Total gainers 2.375 1.850 5.775 350 10.350
Total Households 2.800 2.325 12,675 2.775 20.575



J.27 For the vast majority of households, the gains and losses are very small indeed. 82% 
households would gain or lose less than £1 per week, and 97% would gain or lose less than £2 pe^^ 
week. Only 1% would lose more than £2 per week. For 94% of households the changes would 
represent less than 1% of net income. Only 2 %  of households would lose more than 1% of net 
income, and virtually all of them would lose less than 2 %  of net income. As expected there is a 
marked pattern by type of households; more than four-fifths of all single adult households gain, 
while 85% of households with 3 or more adults lose.
J.28 Figure J5 analyses these effects by tax unit types. Again, the effects are very small. 89% of 
tax units would gain or lose less than £1 per week. 98% would gain or lose less than £2 per week. 
Virtually no tax units would lose more than £2 per week, and only 1% would lose more than 2 %  
of net income. The largest proportions of gainers are in the “single pensioner” and “one-parent 
family” categories.

Figure J5: Tax units gaining and losing in the first year of transition from domestic rates to thecommunity charge - by type of tax unit (Great Britain, thousand tax units)

Single Adults Couples

Single O n e  paient Other no 1 child 2 children 3+ children A L L
pensioner family single adult children T A X

U N I T S

P O U N D S  P E R  W E E K  
L O S E R S
10+

5-10 '¡¡¡a
2-5
1-2
0-1

- — — 0- - — 500 175 125 50 8251.250 150 4.675 3.900 1.225 1.250 600 13.000Total losers 
G A I N E R S *

1.250 150 4.675 4.400 1.375 1.375 650 13.850
0-1
1-2 2.350 625 2.375 2.375 925 1.325 500 10.500225 125 375 425 175 300 100 1.6752-5 75 0 50 125 50 75 50 4505-10
10+ 0 — 0 0 0 0 0 0

Total gainers 2.650 750 2.800 2.925 1.175 1.700 650 12.650
P E R C E N T A G E  O F  N E T  I N C O M E
L O S E R S
10+

5-10 0
- 0

0
0
0

- - - 002-5
1-2
0-1

25 - 325 25 0 0 2sj 37575 0 1.675 250 50 25 0 2.1001.125 125 2.675 4.125 1.325 1.325 625 11.350Total losers 
G A I N E R S *

1.225 150 4.675 4.400 1.375 1.375 650 13.850
0-1
1-2 2.250 675 2.375 2.775 1.125 1.625 625 11.450300 75 325 150 50 50 25 9752-5
5-10 75

0
0 100

0
25
0

0 0 0 225
o10+

Total gainers 0
2.650 750

0
2.800

0
2.925 1.175 1.700 650

0
12.650

Total Tax Units 3.875 900 7.475 7.325 2.575 3.050 1.275 26.475
’includes 900,000 tax units whose position is unchanged.



J.29 The largest proportion of losers is in the “other single adult” category. The losers are 
predominantly those that become liable for local tax for the first time as a result of the widening 
of the tax base to include non-householder resident adults. They are typically single adults aged 
18 to 24. Figure J6 shows the extent to which losses are concentrated among non-householder tax 
units. Over half the losers in the “other single adult” category are non-householders.

Figure J6: Proportions of tax units losing in the first year of transition from domestic rates to the 
community charge who are non-householders (Great Britain)

Single Adults Couples A L L
Single

pensioner
one parent other 
family single adult

no 1 child 2 children 
children

3+ children T A X
U N I T S

Losers (thousand tax units) 1205 134 4673 4347 1351 1351 632 13,693
Percentage who are 
non-householders 23% 36% 54% 1% • %  • % • % 21%

•  results not statistically significant

(ii) The effects with full replacement of rates by the community charge
J.30 By the end of the transition from rates to the community charge the shifts would have 
become more marked as an increased proportion of the local tax bill fell to be met by 
non-householders who are not currently liable for domestic rates. Even so, the effects would be 
small for most people, since the majority of households include two adults and would be little 
affected.

*“Net income” includes income from employment, unearned income and state benefits (excluding the local tax element of housing benefit) net of income tax and national insurance contributions. Local tax payments are net of rebates. The new housing benefit system, with a 20% minimum payment, has been assumed to apply to the 
community charge as well as to rates.



J.31 Figure J7 shows, on the same basis as Figure J4, the pattern of gains and losses for
households on the assumption that domestic rates had been completely replaced by the
community charge.

Figure J7: Households gaining and losing with full replacement of domestic rates by the 
community charge - by type of household (Great Britain, thousand households)

Single Other T w o  Adults Three + All
pensioner single adult adults Households

P O U N D S  P E R  W E E K
L O S E R S
10+ — — 0 50 50

5-10 - — 75 425. 500
2-5 0 75 1.325 1.125 2.525
1-2 25 100 1.625 450 2.200
0-1 375 275 3.750 350 4.750
Total losers 400 475 6.800 2.375 10.050
G A I N E R S
0-1 1.700 775 2.800 175 5.475
1-2 250 350 1.250 100 1.950
2-5 350 600 1.400 100 2.450
5-10 75 100 350 25 575
10+ 25 25 50 0 100

Total gainers 2.400 1.850 .5.875 400 10.550
P E R C E N T A G E  O F  N E T  I N C O M E
L O S E R S
10+ 0 — 0 _ 05-10 * 0 0 25 0 50

2-5 25 100 600 475 1.1751-2 50 100 1.525 925 2.6000-1 350 250 4.650 975 6.225
Total losers 400 475 6.800 2.375 10.050
G A I N E R S
0-1 1.300 675 4.000 300 6.300
1-2 500 550 1.350 75 2.450
2-5 450 550 525 25 1.550
5-10 125 75 25 0 225
10+ 25 0 0 — 25

Total gainers 2.400 1.850 5.875 400 10.550
Total households 2.800' 2.325 12.675 2,775 20.575

J.32 51% of households would be better off with the community charge. Three quarters of all 
households would either gain, or would lose less than £1 per week. 14% of households would lose 
more than £2 a week, and for 6 %  of households the losses would amount to more than 2 %  of net 
income. There is the same pattern of results between types of household as occurs in the first year 
of transition, but the extent of redistribution is greater with bigger gains to single adult 
households and bigger losses for large households with three or more adults. A m o n g  two-adult 
households, the extent of redistribution between households with high and low rateable value 
properties within an area is also increased.
J.33 Figure J8 shows how the gains and losses are distributed among tax unit types.



Figure J8: Tax units gaining and losing with full replacement of domestic rates by the community charge —  by type of tax unit (Great Britain: thousand tax units)

------- Sinole Adults - —  - Couoles - ----
Single One oarent Other no 1 child 2 children 3+ children ALL

oensioner faaily sinqle adult children TAX UNITS

•
POUNDS PER UEEK

LOSERS
10+ - - - 0 - - - 0

5-10 0 0 75 100 25 0 0 200
m  2 -5 75 25 2.050 975 350 275 100 3.825
•  1 - 2 100 35 950 1.050 350 325 150 2,950

0 - L 1.025 100 1.625 2.250 625 725 375 6.700

Total losers 1,200 125 4,675 4.350 1.350 1.350 625 13.700

GAINERS *
# 0 - 1 1.875 400 1.600 1.450 525 700 300 6.900

1 - 2 300 100 400 625 275 400 125 2.250
2 - 5 400 200 650 700 325 450 150 2.900
5-10 75 25 125 150 75 125 50 650
10+ 25 0 25 25 0 25 0 100

Total qainers 2.675 750 2,800 2,975 1,225 1.700 650 12.800

PERCENTAGE OF NET INCOME

LOSERS
10+ 0 - 25 0 - 0 | 25

m  5 - 10 25 0 700 25 0 0 0 750
•  2 - 5A w 125 25 2.100 550 150 100 25 3.100

1 - 2 250 25 800 1,075 350 300 125 2,900
0 - 1 800 100 1.075 2.675 850 950 475 6.925

Total losers 1,200 125 4.675 4.350 1.350 1.350 625 13.700

A  GAINERS*
0 - 1 1.475 375 1,500 1.925 800 1.100 450 7.625
1 - 2 550 175 500 650 275 425 150 2.750
2 - 5 500 200 ' 625 350 125 175 50 1.975
5-10 150 25 150 25 0 0 0 375
10+ 25 0 25 0 0 - 0 50

Total gainers 2.675 750 2.800 2,975 1.225 1,700 650 12,800

Total Tax Units 3,875 900 7.475 7.325 2.575 3.050 1.275 26.475

w  toctuotax ^00,000 fcAX uoibj W^Oi* pCKtl'Ki*



J.34 The patterns seen in the first year of transition are again accentuated, with a wider spread 
of gains and Josses. 48% of tax units gain, and 13% gain more than £2 a week; 52% of tax units 
lose, and 15% lose more than £2 a week. 69% of single pensioners and 85% of one-parent families 
gain with 13% and 27% of these categories respectively gaming more than £2 a week. 62% ot 
^other single adults” lose. Numbers of gainers and losers among couples with children broadly 
balance out. Losses which represent more than 2 %  of net income are heavily concentrated 
among the young single adults in the “other single adult” category who are paying no local tax 
now. Their contribution would be the same as that of single householders m  the same authonty.
J 35 The proportions of non-householders who would lose in the various tax unit categories 
would be the same as in Figure J6. Non-householder tax units are worse off because they are 
making a contribution to local services where they were making none before. This is precisely the 
effect that the widening of the tax base is intended to achieve.

The relationship between incomes and domestic rates or the community charge
J.36 The description so far of the types of household and tax unit which stand to gain and lose 
from the replacement of rates by a community charge has been mainly in terms of household 
composition and broad economic status. The other important dimension is income. What 
impact would the community charge have on the distribution of local tax payments across 
income groups?
J.37 A priori one would expect the introduction of a flat rate community charge to increase the 
overall regressivity of the local tax system. A  flat rate charge necessarily represents a higher 
proportion of income for people with low incomes. However, any changes have to be assessed 
against the impact of the existing local tax system based on rates. The Allen Report of 1965 first 
drew attention to the regressive impact of domestic rates. In the absence of rebates, the lowest 
income households would n o w  pay, on average, 10% of their income in rates, compared with less 
than 2 %  for the highest income households.
J.38 In fact a flat rate community charge would represent a smaller proportion of net income 
for the lowest income households than domestic rates. The chief reason for this is household 
composition: a disproportionate number of low income households have only one adult, and 
therefore benefit from the move from a tax on property to a per adult community charge. Higher 
income households also benefit from the introduction of a community charge, since the 
proportion of income paid in local taxes declines more rapidly than with domestic rates. Annex 
F contains further detailed analysis of these effects.

Effects on housing benefit
J.39 The local taxation proposals widen the tax base so that all adults over 18 become liable for 
local taxes. This results in a shift in the incidence of local taxes from householders to 
non-householders. Non-householders become liable for local tax for the first time.
J.40 The illustrations in this Annex assume that these new local taxpayers would become 
eligible for rebates in the same way as existing ratepayers. The new housing benefit system 
described in C m n d  9691, with a m i ni m u m  20% payment towards local rates, has therefore been 
applied to the new local tax system. During the transition, it has been assumed that individual 
tax units would qualify for assistance on the same basis with their combined local tax bill from 
rates and the community charge. In practice, the detailed operation of the housing benefit system 
in this transitional period might need to be reviewed.
J.41 The widening of the tax base would inevitably produce a significant increase in housing 
benefit caseload. Complete replacement of domestic rates by the community charge would 
produce an increase in caseload in Qreat Britain of approximately 17%, but an increase in 
housing benefit cost of only 4%. More people would be entitled to help with their local tax bill, 
but the scale of the support required by existing ratepayers would be reduced.
J.42 Figure J9 shows the estimated increases both in year 1 of the transition and with full 
replacement of domestic rates. These estimates are based on estimated entitlements. Actual 
increases would be less to the extent that take-up was lower. The estimates are also sensitive to 
assumptions about who is currently eligible for housing benefit in multi-tax unit households.' In 
modelling the benefit results, it has been assumed that unrelated tax units in multi-tax unit 
households are separately eligible for housing benefit in respect of contributions towards rates. If 
it were assumed that only the first tax unit in such households currently pays rates, this would 
suggest a larger increase in caseload, but from a lower base. The final caseload would be almost unaffected.



Figure J9: Estimated increases in housing benefit cost and caseload, resulting from the new local
government finance system (Great Britain)

In year 1 With
with £50 full

community community
charge charge

Caseload (thousand cases) ISSia
- with domestic rates 6,521) 0,25U
- with new local tax system 7,400 7,660
increase 880(13%) 1,140(17%)

Cost (£m) P  ___
- with full domestic rates 2,700 2,/UU
- with new local tax system 2,720 2,800
increase 20 (1%) 100 (4%)

J.43 In the first years of the new system, application of the housing benefit formula to the low 
initial levels of community charge would produce large numbers of very small rebates. The 
implications of this for the detailed design of assistance schemes will require further 
consideration.

Interactions with proposed changes to the social security system
J.44 In general, the interactions between the proposed changes to the social secunty system set 
out in C m n d  9691 and the proposals in this Green Paper are limited. The C m n d  9691 Proposals 
are directed specifically at low income households. The proposals for modifying the local 
taxation system involve a general switch in local tax burden from f
householders which produces gains and losses across all income groups. The critical factors are 
household composition and rateable value.
J 45 There are also differences in timing. The local finance proposals are likely to be 
implemented some years after the social security reforms, and the scale of gains and losses ftom 
the change in the local tax system will be damped down by the gradual transition towards the 
community charge.
J 46 Even if the proposals were to be implemented simultaneously there would be limited 
interactions. Young single-adult non-householders who comprise the vast majority of tax units 
who would pay local taxes for the first time are little affected by the social security proposals. In 
some cases, however, the effects of the two sets of proposals would be offsetting. Single 
householders —  both pensioners and non-pensioners —  tend to lose income support under the 
social security proposals but gain from the introduction of the community 
cases would the effects be reinforcing; for example, working lone parents would tend to gam and 
some pensioner couples —  householders with low rateable value property —  to lose, from both 
sets ofproposals. But in general the scale of the changes implied by the local taxation proposals, 
even with a full community charge, would be modest.

Effects on work incentives
J.47 As explained above, if the system of rebates for the community charge were to be similar 
to that proposed in “Reform of Social Security” (Cmnd 9691) there wouldbe 
increase in the number of people receiving benefit, and some reduction m  the average benefit 
payment to those currently paying rates.
J 48 Changes which affect entitlement to means-tested benefits affect the incentives of those in 
low paid employment to take up work. They do this by changing the relative lê ls of disposable 
income in and out of work. The measure of this relativity is called the replacement ratio . They 
also change the effective tax rates of those with low incomes who are in work because 
income-related benefits are withdrawn as income rises.



J.49 Bringing more people into local tax and consequently increasing the number entitled to 
rebates would be expected to worsen incentives. Modelling these effects has shown, however, 
that although there is some worsening of incentives the effect on average is very small, even for 
those who become liable for local tax for the first time. Replacement ratios are little affected 
because even a m a x i m u m  rebate of the community charge will generally represent a small 
proportion of net income in work. Moreover, most single young adults who qualify for 
unemployment benefit would not qualify for rebates because their income would be above the 
income support threshold. A m o n g  householders currently paying rates, there will be offsetting 
reductions in local tax payments, and consequently in rebate entitlements. Marginal tax rates 
would be virtually unaffected by the new local taxation system since, for the levels of community 
charge faced by most adults, there would be a very narrow range of income over which rebates 
would be withdrawn.

Summary
J.50 The main conclusions reached in this Annex on the effects of the proposed reforms to the 
local government finance system are as follows.

(1) As a consequence of the setting of a national non-domestic rate and the ending of 
resource equalisation authorities with high rate poundages (which reflect high spending 
levels) or low domestic rateable values (which lead to lower rate bills for any given level 
of spending) would tend to lose. They will have large safety net entitlements. Conversely 
authorities with low poundages or high domestic rateable values will tend to gain, and so 
will be contributors to the safety net.

(2) Changes in the local tax burden of households and tax units in the first year of the new 
arrangements would be very small. Even after the community charge had completely 
replaced domestic rates, the gains and losses would be modest for the great majority of 
households and tax units. The losses would be concentrated among the young 
single-adult tax units that would become liable for local taxes for the first time.

(3) The community charge would be somewhat less regressive than domestic rates for those 
with low incomes. This arises because of the large proportion of those with low incomes 
who are single-adult households. They would gain from the widening of the local tax base 
(see Annex F).

(4) The replacement of domestic rates by the community charge would ultimately lead, other 
things being equal, to an increase of 17% in housing benefit caseload and an increase of 
4 %  in the cost of housing benefit.

(5) There would be little interaction between the proposals for change in the social security 
system set out in C m n d  9691 and the reforms of local government finance described in 
this Green Paper.

(6) Any worsening of work incentives arising from the widening of the local tax base and the 
consequent widening of eligibility for housing benefit would be minimal.



K.l This annex summarises briefly some of the main features of local govern
ment and local government finance systems in other OECD member countries. 
Further detailed comparisons are available from a growing body of material from 
the OECD, Council of Europe and IMF sources on which this annex draws.

K.2 Figures K1 to K3 below demonstrate the diversity which exists in the 
organisational and financial arrangements for local government in a range of 
countries which share a democratic tradition. The diversity demonstrates the 
point made elsewhere in the Green Paper that there is no universally applicable 
model for local government or its financing. What is appropriate in any 
country will depend on a range of factors including:

- its history and traditions;

- the functions assigned to local government;

- the size of its local government units;

- the significance of local government in the national economy;

- current concerns with service and financial issues.

K.3 Figure K1 shows the variation in the proportion of GDP devoted to public 
expenditure within the 22 other member countries of the OECD. The table also 
shows the proportion of total public spending attributable to local government. 
For the 6 federal countries covered the share of spending attributable to state, 
regional or provincial government is shown separately. Public spending as a 
proportion of GDP ranges from 30% (Switzerland) to 61% (Sweden). Japan has the 
lowest proportion of public spending by central Government (37%), Greece the 
highest (95%). Table K1 also shows the range of local spending met by local 
taxes - rather than non tax revenues and grants. The range is from 1.7% in the 
Netherlands to 56% in Sweden.

K.4 Figure K2 shows the allocation of functions to tiers of government below 
the national level in the other 14 member countries of the Council of Europe. 
Practices are varied. In Italy, for example, many services are shared between 
2, or all 3, tiers of sub national government. Shared responsibilities appear 
to be much less of a feature in the Netherlands and Sweden for example. Some 
services, like refuse disposal, are universally provided by local government. 
The administration of justice is provided below national level only in West
Germany and Italy. In the UK magistrates courts are run through joint
committees of local councillors and magistrates. There is an 80% specific 
grant. In some countries the supply of electricity remains a local government 
function. This can particularly distort comparisons of the proportion of local 
expenditure met from local taxes since there is a large element of income from 
charges associated with any substantial trading function.

K.5 Figure K3 shows the main types of taxes available to local government in
the other member countries of the OECD. For the purposes of this table assigned
shares of central taxes are treated as local taxes. Local income taxes are the 
main source of local revenue in Scandinavia. The tax base usually includes the 
income of companies but in Denmark only individuals’ income is taxed.' In some 
countries local government may receive a prescribed proportion of national 
income tax redistributed according to the tax raising capacity of the area 
(Austria, Germany) or as a grant according to need (Japan). Japan in addition 
has an inhabitants tax - accounting for 48% of local tax income - comprising a 
flat rate charge and an income related element.

ANNEX K: LOCAL GOVERNMENT FINANCE: INTERNATIONAL COMPARISONS



K.6 Property taxes are common. But only local governments in Ireland and the 
UK rely on them exclusively. In New Zealand and Australia they account for 
over 90% of local tax revenue. Property taxes are assessed either - as in the 
UK - on rental values (for example, Eire, France and Spain), or on capital 
values (USA, Denmark, Germany and Sweden). Revaluations of property taxes take 
place at widely varying intervals - every 4 years in Denmark, every 5 in Sweden, 
and every 10 in Austria. In France domestic property values relate to 1947, 
while Eire has had no general revaluation since 1852.

Current concerns

K.7 The information set out in Figures K1-K3 can only show a snapshot of the 
situation at a particular time. It cannot reflect issues of current concern in 
local government matters which may lead to change in institutional or financial 
arrangements. One such issue is the growth of local government spending within 
the national economy. The OECD reported in 1981 that "central governments in 
theirmacro economic planning, are finding it more and more necessary to take 
account of the level of local and regional government expenditure and the effect 
this will have on the policies pursued by central governments. In view of this, 
and in an attempt to restrict the pressure of demand on scarce resources, the 
financial equalisation system in some countries is being used to limit the 
growth in public sector expenditure." Interest in this subject has not subsided 
since 1981. Preparations are now in hand for a special conference later this 
year of Ministers from member states of the Council of Europe at which one of 
the principal themes will be "public expenditure reductions versus local 
authority autonomy in the current economic crisis".



Table Kl
R O L E  O F  L O C A L  G O V E R N M E N T  IN N A T I O N A L  E C O N O M I E S
TOTAL OUTLAYS GOVT. EXPENDITURE BY LEVEL OF LOCAL TAXCOUNTRY OF GOVT. AS INCOME AS% OF GPD 1983 CENTRAL STATE, REGIONAL LOCAL PERCENTAGEOR PROVINCIAL OFTOTAL

LOCAL SPENDING
F E D E R A L
C O U N T R I E S
Australia 32.9 59.8 35.1 5.1 50.4
Austria 48.9 60.7 13.2 17.1 17.1
Canada 39.3 43.2 39.7 17.1 36.2
W  Germany 47.6 56.0 24.8 17.2 31.3
Switzerland 29.9 47.1 30.2 22.7 50.7
United States 33 61.0 20.5 18.5 40.4
U N I T A R Y
C O U N T R I E S
Belgium 49.4 87.0 13.0 26.6
Denmark 53.2 56.4 43.6 38.8
Finland 37.4 60.7 39.3 45.2
France 45.5 84.5 15.5 38.1
Greece 29.7 95.3* 4.71 B
Iceland 35.2 — _
Ireland 47.7 75.1 24.9 4.4
Italy 45.5 — — _
Japan 31.6 37.2 62.8
Luxembourg 52.8 85.31 14.71 28.81
Netherlands 58.0 69.0 31.0 1.72
N e w  Zealand — 87.71 12.31 39.21
Norway 50.9 66.1 32.9 45.8
Portugal 35.8 — — —
Spain 30.5 87.81 12.21 34.51
Sweden 61.0 61.1 38.9 56.1
Sources: O E C D  Forward Look
Sources: I M F  Government Finance Statistics Year Book Vol VIII1984
Sources: Local Public Finance in Japan Jichi Sogo Centre, Tokyo, February 1982
Sources: ,1981 figures
Sources. 1979



A L L O C A T I O N  O F  F U N C T I O N S
Table K2

Functional
Classification AU
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Refuse collection and 
disposal

L L L L I L L L L L L L L R,L L

Slaughterhouses L L L L L L L L L L LL L L L
Theatres, concerts R,L L R L R,L R,L L L L LL L L L
Museums, art galleries, 
libraries

L R,L jR,L L,D 1 R,L L R,L L L L LL R,L L R.L

Parks and open spaces L R,L L L,R L L R,L L R,L L L L L R,L
Sports and leisure 
pursuits L R,L L L . R,L L R,L L R»L L L L L
Roads R,L R,L R,L L,D 1 R,L L R.P.L L R,L R,L L L R,L R,L
Urban road transport L L L,D ! R,L ; P,L L L L L R,L L L
Ports L R,L L L L L L R
Airports ' R L L L R.L R
District heating L L L L L L L L R,L L
Water supply L L L L L L R,L L R,L L L L L R.L
Agriculture, forestry, 
fishing, hunting R R,L L,D I R,L R,P,L L R,L L L R,L R,L
Electricity R,L L L L R,L L L L R.L L
Commerce R,L L : L R,L R,L R,L L L R,L R,L
Tourism R,L R,L L,D R,L R L L L R,L R,L R,L
Financial assistance 
to local authorities R R R,D R R R R R

COr4 ->



A L L O C A T I O N  O F  F U N C T I O N S  T A B L E  K 2(CoNTii'Jü̂ Sa j

Functional
Classification

Security, police
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Fire protection L L L L,D L L L L L L L L L
Justice R R, L
Pre-school education R, L L L L L R, L L L L L R,L
Primary and secondary 
education R, L R, L R, L l"1 R, L R, L l,2> L R, L l,2‘ L R, L R
Vocational and technical 
training R R, L L L R, L L R, L R, L R, L
Higher education R,L R R, L R
Adult education L L L L R,L R L R, L R, L R, L
Hospitals and 
convalescent homes R, L R, L R L, D R,L R,P,L L R, L R, L R R, L R, L
Personal health R, L L R, L L R, L R,P,L L L L L R R R
Family welfare services R, L R, L L L, D R, L R,L L L L L R,L L
Welfare homes R, L L L L L R, L L L L L R,L R, L
Housing R, L L L R, L L R, L L R, L L L L L L
Town planning L L L L L L R, L L R, L L L L R.L L

Mainly primary education 
111 Primary education only 
R - State, Regional Government 
L - Local Government 
D - Departments in France 
P - Provinces in ItalySource: Council of Europe “Financial Apportionment and Equalisations” 1981



T A X  R E V E N U E S  F R O M  T H E  M A I N  L O C A L  T A X E S  A S  P E R C E N T A G E  O F  T O T A L  T A X  
R E V E N U E S  O F  L O C A L  G O V E R N M E N T S ,  S E L E C T E D  C O U N T R I E S ,  1982

T A B L E  K3
Taxes out: Income & Payroll Property General Specific Taxes on Other

profits consump- goods & use
tion services

1982 1982 1982 1982 1982 1982
Federal Countries (excludes state, regional or provisional figures)
Australia — — 96.7 — — 3.3 —

Austria 39.2 11.6 10.6 21 11.7 1.5 4.4
Canada — — 85.5 — — 1.1 13.4
Germany 77.6 ---- . 21.4 — 0.3 0.4 0.3
Switzerland 86 — 13.7 — 0.2 0.1 —

U S A 5.9 — 76 9.9 4.5 3.8 —

Unitary Countries
Belgium . 67.2 — — — — 14 18.8
Denmark 89.7 — 8.8 — 0.05 0.1 1.3
Finland 90.3 — 0.9 — — 0.07 8.8
France 16.5 — 28.9 — 3.3 2.3 49
Greece — — — — — — —

Ireland — — 100.0 — — — —

Japan — — — jj — — — —

Italy 45.5 — 0.4 — 20 3.9 30.2
Luxembourg 37.6 — 4.2 8.8 — 1.0 48.4
Netherlands — — 68.4 — — 23.2 8.4
N e w  Zealand — — 92.7 — 2.6 4.7 —

Norway 86 — 4.9 — — 0.4 8.7
Portugal — — 4 5.3 9.2 3.6 77.9
Spain 37.6 — 11.6 39.3 — — 11.5
Sweden 93.4 — — — 0.3 0.06 6.2
Turkey 46.1 — 6.1 — 30.9 0.5 0.2
Source: OECD Financial Statistics 1965-82



Figure 1: LOCAL AUTHORITIES' CLAIM ON THE TOTAL TAX BURDEN 
UNITED KINGDOM 1984/85

Local taxation (rates)

Central government 
taxes on income, 
expenditure and 
capital, and 
national insurance 
etc. contributions

Taxes to
finance
local
authority
expenditure

Figure 2: TRENDS IN LOCAL AUTHORITY EXPENDITURE A N D  M A N P O W E R
ENGLAND 1960/85

Figure 3: SOURCES OF RATE INCOME- ENGLAND 1984/85

Schools,
Government etc Rate Rebates

Domestic

Commercial



Figure 4: PROPORTIONS OF THE ELECTORATE PAYING FULL OR PARTIAL RATES
ENGLAND 1984/85ClQ14EID£NT!AL

Householders 
paying full rates

V. N*
Receiving rebates

Figure 5: RATE POUNDAGES A N D  RATE BILLS IN LUTON A N D  CARLISLE 1984/1985

Average Rate poundage Average Rate Bill
domestic
rateable
value

For spending 
at level of 

GRE

Actual
poundage
levied

For spending 
at level of 

GRE

Actual
poundage
levied

£ per . 
hereditament P P £ . £

Carlisle 136 168.5 171.5 229 233

Luton - 240 168.5 152.7 404 366

Figure 6: NON-DOMESTIC RATE REVENUE BY SECTOR 
ENGLAND A N D  W A L E S  1984/85

Industrial
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Figure 7 : TAXES O N  BUSINESS 
1975/76 -  1984/85

Corporation tax
Corporation tax 
(excluding North Sea)
Industriai and 
commercial rates
National insurance 
surcharge

I I I I I | I
/76 76/77 77/78 78/79 79/80 80/81 81/82 82/83 83/84 84/85



(a) ENGLAND (b) GREATER MANCHESTER

Figure 9: RELATIONSHIP OF RATES TO NET HOUSEHOLD INCOME
IN GREAT BRITAIN

Net Weekly Income (pounds)



Pe
rc
en
ta
ge
 o
f I

nc
om
e

Figure 11: RELATIONSHIP OF RATES A N D  FULL COMMUNITY CHARGE 
-  BEFORE REBATES -  TO NET HOUSEHOLD INCOME 

IN GREAT BRITAIN
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Figure 13: AVERAGE DOMESTIC RATEABLE VALUES A N D  AVERAGE INCOMES
IN ENGLISH REGIONS
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Figure 14: THE GRANT SYSTEM A N D  DOMESTIC TAXATION

Authority C

Authority B ¡¡UK
Authority A Higher spending 

met from
£180

£120 Domestic taxation

Domestic
taxation £120

m1\|
3

£80 £80
Needs Grant £30 Higher needs met 

by extra grant
Standard
Grant £100 £100 £100

National
Non-domestic

Rate
£150 £150 £150

Needs £400 per adult £450 per adult £450 per adultassessment:
Spending: £400 per adult £450 per adult £510 per adult

All figures are per adult



Figure 15 : LOCAL AUTHORITY GROSS CAPITAL EXPENDITURE 
ENGLAND A N D  WAL E S  1984/85 

£6.3 billion

By service

order and Personal 
protective social 
services services 

3 %  2%

Local
environmental
services

By Economic Category

Acquisition 
of land and

* mostly housing grants, advances and 
mortgages and capital contribution to 
Passenger Transport Executive

How it was financed

Government

Leasing

Borrowing 
from CLF

* including transfers from special
• and capital funds

Source: Capital outturn returns from local authorities



S Ü  AN D ACTUAL CAPiT/' 3 A! Nb ; 1 H ¿1 jVîAI N C. Ab H Lî IV
ENGLAND 1981/82 TO 1986/87

Gross Plan 
---ki Net Plan
L u y

(1) Excluding Urban Programme
(2) Excluding Urban Programme and LRT 
(3} Forecast



Figure 17: SOURCES OF SPENDING POWER UNDER THE PRESENT CAPITAL
CONTROL SYSTEM AND UNDER A GROSS EXPENDITURE CONTROL SYSTEM

Present System

Trading profits
New prescribed 
expenditure

Gross National Control System

With local allocations With local allocations
including allowance for receipts out of receipts

The relative importance of the different sources of spending power shown is purely illustrative

Figure 18: SALES FEES A N D  CHARGES BY MAIN SERVICE HEADINGS

Refuse collection 
Recreation and disposal ( 3%)

Sales fees and charges in 1984/85 —  £2600m



Figure 19: PERCENTAGE OF RATE FUND REVENUE EXPENDITURE FINANCED BY
FEES AND CHARGES -  1983/84 (CLASS MINIMUM AND MAXIMUM)

%

Figure 20: SOURCES OF FUNDING OF LOCAL G O V E R N M E N T  
SCOTLAND 1985/86

To find net rate fund revenue expenditure Rate Income

Non-Domestic
Ratepayers

Exchequer grants 
(including rate rebate grant) 
and balances

Commercial Domestic

Industrial
Domestic 
Ratepayers 
(after rebates)



Figure 21 SOURCES OF RATE INCOME

Non-domestic
Ratepayers

Rate rebates

Figure 22: SHIFT IN NON-DOMESTIC RATE PAYMENTS

Lower non-domestic rate payments Higher non-domestic rate payments



Figure 23: MISMATCH BETWEEN SPENDING, DOMESTIC RATE POUNDAGES
A N D  DOMESTIC RATE BILLS

Spending

GRE

Expenditure 
Per Person (£)

Domestic Rate 
Poundage(p)

Domestic Rate 
Bill (£)



Figure A1 S LOCAL GOVERNMENT GROSS EXPENDITURE BY SERVICE
ENGLAND 1984/85

Figure A2: SOURCES OF LOCAL G O V E R N M E N T  INCOME 
ENGLAND 1984/S5

Rents
Sales Fees and Charges

(including Rate Rebates)
(i) Capital Receipts 6% 

Borrowing 5%
Other 10%
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Figure A 3 1 LOCAL GOVERNMENT CURRENT EXPENDITURE ON GOODS AND SERVICES
AND GROSS DOMESTIC FIXED CAPITAL FORMATION AS A SHARE OF GDP

(Note: United Kingdom, National Accounts basis 
Source: Central Statistical Office)



Figure A4= LOCAL GOVERNMENT CURRENT EXPENDITURE ON GOODS AND SERVICES
AND GROSS DOMESTIC FIXED CAPITAL FORMATION AT 1980 PRICES

(Note: United Kingdom, National Accounts basis 
Source: Central Statistical Office}
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CONFIDENTS- *
Figure A5: RATE FUND REVENUE ACCOUNT 
ENGLAND A N D  W A L E S  RATES A N D  GRANTS

Ebillion

Figure A6: CHANGES IN DOMESTIC RATE BILLS IN ENGLAND COMPARED TO INFLATION

30-1.

Retail Price Index UK Source: Economic Trends 

Average Domestic Rate Bill England Source: DOE
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Figure Bl: THE BLOCK GRANT SCHEDULE 
ENGLAND 1986/1987

Threshold

Not to Scale



Figure D1 : DISTRIBUTION OF NON-DOMESTIC RATEABLE VALUE PER ADULT
ENGLAND 1984/85 

C M C  CONFIDENTIAL..

Figure D2: PERCENTAGE OF HEREDITAMENTS GAINING A N D  LOSING 
FROM A  NATIONAL NON-DOMESTIC RATE - ENGLAND 1984/85 '
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Figure F6: RELATIONSHIP OF NET RATES AND NET COMMUNITY CHARGE
TO NET HOUSEHOLD INCOME BY EQUIVALENT INCOME BAND

Net Rates as a %  of Net Income
Net Community Charge as a %  

of Net Income

Figure F7: RELATIONSHIP OF GROSS RATES A N D  GR O S S  COMMUNITY CHARGE 
TO NET HOUSEHOLD INCOME BY EQUIVALENT INCOME BAND



Figure J1: DISTRIBUTION OF AVERAGE DOMESTIC RATES FOR SPENDING AT 
GRANT RELATED EXPENDITURE
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capital formation (Table 20)
is estimated that the value of new investment 

in fi^a^issets will fall by 7% in 1985, to £1,265 million. 
Investment in buildings and works is forecast to fall sharply 
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A N N U A L  R E V I E W  O F  A G R I C U L T U R E  1986 

I N T R O D U C T I O N

1. This White Paper sets out the data considered during the Annual 
Review of the economic condition and prospects of the United K i ngdom 
agricultural industry. T h e  Government will draw on this information w h en  
considering proposals by the European Commission for agricultural support 
in 1986/87 and w h e n  taking decisions on national support arrangements. In 
most cases the forecasts for 1985 were m a d e  in N o v e m b e r  1985.

P A R T  I— S T A T E  O F  T H E  I N D U S T R Y

2. Most sectors of the agricultural industry experienced special difficulty 
during 1985 largely because of the poor weather conditions. Scotland, 
Northern Ireland and the hill and upland areas of Wales and northern 
England were particularly badly affected by unusually heavy rainfall with very 
few dry days and sunshine and temperatures significantly below normal. The 
poor weather severely interfered with hay-making and the provision of winter 
feed thereby seriously affecting, the livestock sector. Arable farming 
throughout the country was also affected. For example, average yields of 
cereals in 1985 were 1 6 %  below those in 1984; in addition, the quality of the 
crop was reduced.

3. Prices received by farmers averaged 2V2% less in 1985 than in 1984 
because of lower prices for m a n y  farm crops. The average level of prices paid 
by the industry for goods and services increased by under 1%. A t  current 
prices, farming income— the return to farmers and their spouses for their 
labour, management and o w n  capital invested— fell 4 3 %  following the 
increase of 3 5 %  in 1984. F a r m  business income, an alternative and 
broader-based measure, declined by 2 5 %,  again following a substantial 
increase in 1984. These sharp declines in the industry’s aggregate income 
position are attributable to the effects of the very wet summer, including 
substantially increased cereal harvesting and drying costs, and to a rise in 
costs together with weaker product prices.

4. T h e  total area planted to cereals declined only marginally but forecast 
production fell by 1 6 %  from last year’s exceptionally high level, to 22.3 
million tonnes. T h e  area sown to oilseed rape increased by 1 0 %  to 296,000 
hectares but compared with 1984, production is forecast to decline by almost 
3x/2 %  to 891,000 tonnes. Potato production fell overall by over 7 %  to 6.8 
million tonnes due in almost equal measure to reduced area and reduced 
yields. T h e  area of sugar beet harvested is forecast to be slightly higher than 
last year and the yield of sugar per hectare to decrease by about 1 3 %  on last 
year’s high figure, but at s o me  1.2 million tonnes sugar production will again 
exceed the United K i n g d o m ’s quota.

5. T h e  national cattle breeding herd declined by about 3Vi% reflecting a 
4Vi% drop in the dairy herd and a fall of almost 1 %  in the number of beef



cattle. Because average milk yield per cow rose by 3 % ,  milk production 
during the year is expected to fall by about only 1%. T h e  sheep breeding flock 
increased by nearly ll/i% while sheepmeat production in 1985 is expected to 
rise by 3 % .  T h e  national breeding pig herd grew by over 4 % ,  and the total pig 
herd by 2V2%. Pigmeat production during 1985 is forecast to expand by 
almost 3 %  to 989,000 tonnes. E gg production is expected to show a slight 
increase and poultrymeat production to rise by 3Vi% to 875,000 tonnes.

P A R T  II— G E N E R A L  D E V E L O P M E N T S  

F a r m  structure (Table 4)
6. In 1985 there were some 240,300 farm holdings in the United 

Kingdom. This is a reduction of V/i% on the number in 1980, the decline 
being concentrated a m o n g  the smaller full-time businesses. It is estimated 
that s ome 9 0 %  of total output came from businesses capable of providing 
work for at least one full-time m a n  and that these represented just under half 
the total n u mber of holdings. Large businesses of 1,000 standard man-days or 
more, whilst only about 1 2 %  of the total number of holdings, accounted for 
about half the total output. In Northern Ireland and Wales, the output from 
small-scale farms is proportionately more significant than in other parts of the 
United Kingdom.

7. The average area (including rough grazing) of full-time businesses of 
250 standard man-days or m o re  is n o w  nearly 125 hectares compared with 
about 117 hectares in 1980. T h e  increasing specialisation and the decline in 
the number of holdings continues and so the average sizes of enterprises has 
tended to increase. There has been a reduction in the last five years of about 
1 0 %  in the n umber of holdings growing cereals whilst the average size of 
cereal enterprises has risen by about 14%. Over the same period the number 
of holdings producing potatoes and sugar beet has declined by 2 0 %  and 1 3 %  
respectively. Holdings growing oilseed rape have, however, more than 
trebled in the last five years. The average pig breeding herd has continued to 
increase in size and is n o w  47 sows compared with 34 sows in 1980. During the 
same period the n umber of holdings with breeding sows has fallen by 2 8 %  
and those with fattening pigs by a quarter. Conversely the number of holdings 
with breeding sheep increased by 6 %  between 1980 and 1985.

8. In Great Britain 7 0 %  of holdings were wholly or mainly owner- 
occupied in 1985 compared with 5 4 %  in 1960/61. T h e  proportion of 
agricultural land which is farmed by its owner has increased from 5 2 %  in 
1960/61 to 6 1 %  in 1985. In Northern Ireland virtually all farmers are 
owner-occupiers.

„ Output (Tables 22 and 24)
9. Gross output is forecast to fall by £667 million (5%) in 1985 after 

having risen by £933 million (8%) in 1984. T h e  overall volume of gross 
output, measured at constant 1980 prices, is expected to be 3 %  lower than



last year. This decline is principally attributable to the smaller cereals harvest 
in 1985. Prices paid to farmers in 1985 are expected to average 2V2% less than 
in 1984 largely due to lower prices for farm crops. A  particularly large 
decrease of 5 2 %  was recorded for potatoes. T h e  overall pattern of sales off 
farms, valued at current prices, is forecast to show the following changes 
between 1984 and 1985: sales of farm crops d o w n  by 11%; horticultural 
items d o w n  by 1 % ;  livestock and livestock products up by 1 %  and 1Vi%  
respectively.

Input (Table 22)
10. Gross input costs are expected to fall by £89 million (1V2%) in 1985 

compared with the increase of £209 million (3%) in 1984. T h e  volume of 
material inputs used is forecast to decrease by 2 %  in 1985, with reductions in 
feedingstuffs and fertilisers being only partly offset by increased fuel usage, 
particularly for drying cereals. Average prices paid by farmers for bought-in 
goods and services rose by less than 1%. A  fall of 6 %  for feed— m u c h  the 
largest input item— balanced increases of 1 3 %  for fuel and 9 %  for machinery 
repairs. Expenditure on feedingstuffs is expected to fall by 9 %  while that on 
fuel, machinery repairs and seeds is expected to rise by 2 4 %,  1 0 %  and over 
5 %  respectively.

Gross and net product (Tables 22 and 23)
11. Gross product, which is gross output minus gross input, is forecast to 

be £5,418 million in 1985, a decrease of 1 0 %  on the 1984 figure. After 
allowing for depreciation on fixed assets, net product (the measure of net 
value added by the agricultural industry to all goods and services purchased 
from outside the sector) is expected to fall by £640 million (14%), compared 
with the increase of £680 million (17%) between 1983 and 1984.

Aggregate income (Tables 22 and 23)
12. T h e  net product of agriculture represents the s u m  of various types of 

income. F r o m  it, the agricultural industry has to pay its labour force, meet 
interest charges on outstanding debt and provide for expenditure on net rent; 
the residual provides the return to farmers and their spouses for their o w n  
labour, management and capital invested. This residual is termed Farming 
Income.

13. The labour bill for hired and family workers is expected to rise by 
£100 million (5%) in 1985. Net rent increased by £12 million (8%) while 
interest payments are expected to increase by £127 million (22%), reflecting 
higher interest rates in particular. Farming income is thus forecast to fall by 
£879 million (43%) to £1,154 million in 1985, compared with the increase of 
£525 million (35%) n o w  recorded between 1983 and 1984. It should be noted 
that Farming Income is calculated as the difference between the two large 
aggregates of output and expenditure. A  small proportionate change in either 
can produce a large fluctuation in the income indicator. Additionally, 
calendar year income measures cannot be directly related to the correspond-



ing year’s harvest. This is because the output valuation includes substantial 
sales of cereals and potatoes carried over from the previous year’s crop; it is 
also affected by changes in the quantity of harvested crops in store on farms at 
the end of each year— cereal stocks, for example, increased by 1 7 %  in 1984 
but fell by 2 3 %  in 1985. Farming Income series, in m o n e y  and real terms, are 
shown in column (6) of Tables 23 A  and 23B.

14. There are several other measures of the industry’s income which are 
more broadly based and less volatile than Farming Income. For example, 
F a r m  Business Income (column (c) of Table 23 A )  also includes the returns to 
non-principal farmers and directors and the returns on all capital invested 
(own or borrowed). In 1985 F a r m  Business Income fell by 2 5 %  having risen 
by 2 7 % i n  1984.

15. C o l u m n  (d) in Table 23A  presents a measure of the cash flow of 
farmers and their spouses. T h e  index shows farmers’ and spouses’ receipts 
(including capital grants) less cash outlays on material inputs and services and 
on capital items. A s  such, this measure m a y  be close to h o w  m a n y  farmers 
might perceive their financial situation. Between 1984 and 1985, cash flow is 
estimated to have fallen by 2 2 %  after having risen by 3 3 %  between 1983 and
1984.

Income developments by farm type (Tables 26 and 27)
16. Information relating to the incomes of farm businesses, according to 

farm type and size, is based upon accounts data from samples of full-time 
farm businesses in each of the four countries of the United Kingdom. 
Accounting concepts and practices differ from the aggregate calculation so 
that the two cannot be compared directly. Results for the accounting year 
1984/85 (ending on average in February 1985) show increases in incomes on 
specialist cereal, pig and poultry, and hill and upland livestock farms, falls on 
lowland livestock farms and general cropping farms and little change on dairy 
farms. Forecasts for 1985/86 suggest that incomes will fall for most types of 
farm throughout the United Kingdom, with particularly severe reductions in 
Scotland and Northern Ireland.

17. Dairy farm incomes showed little change overall between 1983/84 and 
1984/85, despite the introduction of milk quotas in 1984. Substantial 
economies were m a d e  in the use of purchased feed thereby largely offsetting 
the effects of reduced milk output. In 1985/86 incomes on dairy farms are 
forecast to fall on average with a small increase in England but reductions in 
the other countries.

18. O n  hill and upland livestock farms incomes recovered somewhat in 
198.4/85, following two years of decline. In 1985/86, however, incomes on 
these farms, particularly in Scotland and Northern Ireland, are expected to 
show marked falls despite increases in hill livestock compensatory allowances 
and payments under the exceptional weather aid scheme to farmers in certain 
areas. These falls are largely because of substantial increases in purchased 
feed requirements resulting from the wet s u m m e r  weather of 1985. O n  
lowland livestock farms, incomes are also forecast to fall further in 1985/86,



following reductions in the past three years. O n  pig and poultry farms 
incomes in 1985/86 are likely to fall back somewhat, following a very large 
increase between 1983/84 and 1984/85 but, given lower cereal prices, it seems 
likely that incomes will remain at a relatively high level.

19. With a record cereal harvest in 1984, incomes on cereal farms showed 
a substantial increase in 1984/85. In 1985/86, however, given lower cereal 
yields and higher harvesting costs, it is forecast that incomes on these farms 
will fall considerably. O n  other cropping farms, given the downward yield 
movements of cereals, potatoes and most other crops in 1985, incomes seem 
set to fall in 1985/86.

20. The overall impression conveyed by farm accounts information is 
therefore one of a decline in incomes in 1985/86 in m o n e y  and real terms, with 
changes due largely to the effects of weather on yields in the case of cropping 
farms and on purchased feed costs for m a n y  livestock farms.

Productivity (Tables 5 and 24)
21. T h e  index of gross agricultural product at constant prices per 

whole-time m a n  equivalent reflects changes in, for example, plant and animal 
breeding, improvements in the organization of farming, as well as changes in 
the number of persons engaged and short-term movements in output caused 
by factors such as weather. During the ten years to 1984 the index, although 
fluctuating from year to year, increased on average by over 7 %  annually. 
Following an exceptional increase of s o me  1 7 %  in 1984, it is forecast to fall by 
about 3 %  in 1985. This decline results from a decrease of almost 4 %  in gross 
agricultural product at constant prices being only partially offset by the small 
fall in the volume of labour input. Although the number of regular 
whole-time workers fell by 2 V 4 %  between 1984 and 1985, this was less than 
the average annual reduction of about 4 %  in the ten years to 1984. Numbers 
of part-time and seasonal and casual workers increased respectively by 2 %  
and 3 %  between 1984 and 1985.

22. A n  alternative measure of productivity m a y  be obtained by compar
ing changes in the volume of gross output with those in the volume of 
productive inputs employed, including labour, usage of capital items and 
material inputs. Provisional calculations suggest that this indicator rose by an 
average of around 3 %  per a n n u m  over the last decade, and 7\h% per a n n u m  
over the last five years.



capital formation in United K i n g d o m  agriculture is forecast to fall by about
12%.

24. A s  a result of the decline in numbers of breeding cattle, the value of 
investment in breeding livestock fell in 1985. There was also a decrease in the 
value of work-in-progress, again due to reductions in cattle numbers.

Bank borrowings
25. B a n k  advances to agriculture in 1985 are forecast to be on average 

about £5,520 million, 5 %  more than in 1984. T h e  rate of increase in bank 
borrowing is, however, less than that between 1983 and 1984 and the 
relationship between liabilities and assets remains sound for the majority of 
farm businesses. Information from the balance sheets of a sample of full-time 
farm businesses in England suggests that, at the end of the 1984/85 farm 
survey year, external liabilities were equivalent to about one quarter of the 
total business assets of tenanted farms, about one tenth of the assets of 
owner-occupied farms and about one seventh of the assets of mixed tenure 
farms.

Agricultural land prices (Table 25)
26. The price of agricultural land sold with vacant possession in England 

has continued to rise in recent years and reached an average of £4,058 per 
hectare in 1984 according to the comprehensive series produced by the Inland 
Revenue. In Wales and Scotland however, prices fell slightly from their 1983 
levels to £2,653 per hectare and £1,942 per hectare respectively. T he price in 
Northern Ireland rose to £2,958 per hectare, a small increase over 1983. 
Indications are that land prices in England have weakened during 1985.

27. Tenanted agricultural land prices rose sharply in England to reach 
£2,835 per hectare in 1984; reliable figures for Wales and Scotland are not 
available.

F a r m  rents (Table 25)
28. T he provisional results of the annual rent enquiry in England and 

Wales and the continuing field surveys in Scotland reveal that average farm 
rents will have increased by 6 %  in 1985 compared with 1984. Between 1983 
and 1984 there was an increase of 11%.

F a r m  workers’ earnings (Table 21)
29. T h e  average weekly earnings of whole-time hired m e n  in the United 

K i ng d o m  were £122.59 for 46.2 hours in 1984 compared with £116.57 for 46.5 
hours in 1983. Average weekly earnings in 1985 are forecast to be about 
£131.60 for 46.3 hours. Following the increases in m i n i m u m  weekly wage 
rates that came into effect in June, August and September 1984 (paragraph 27 
of the 1985 Annual Review White Paper (Cmnd. 9423)), statutory m i n i m u m  
weekly wage rates were increased by 8.3% for adult regular whole-time hired



workers in England and Wales from 2 June 1985, by 7.2% for general workers 
in Scotland from 2 September 1985 and by 8.3% for agricultural workers in 
Northern Ireland from 16 September 1985.

Public expenditure (Table 28)
30. Expenditure in the United K i ng d o m  on market regulation under the 

C o m m o n  Agricultural Policy is estimated to be about £1,893 million in 
1985/86 compared with some £1,377 million in 1984/85. This expenditure 
includes the school milk subsidy, the beef and sheepmeat variable premium 
schemes, the premium schemes for the non-marketing of milk and for the 
conversion of dairy herds, the suckler cow premium scheme, the annual 
premium on ewes, the oilseed crushing subsidy, animal feed subsidies, private 
storage aids, export refunds and the cost of purchasing and storing 
commodities taken into intervention, less proceeds from sales. S o m e  of this 
expenditure benefits consumers and trade interests rather than producers. 
Receipts from the milk co-responsibility and supplementary levies, export 
charges equivalent to the variable premium on sheepmeat (known as 
“clawback”), charges on beef exported and sold into intervention and levies 
on intra-community trade have been netted off against this expenditure.

31. T h e  additional expenditure in 1985/86 is mainly due to increased 
purchases into intervention of cereals, butter and beef, to increased 
expenditure on the oilseed crushing subsidy and the annual premium on ewes 
(because of a change in the marketing year) and to lower sales of butter and 
skimmed milk powder. These increases are partly offset by reduced purchases 
into intervention of skimmed milk powder, by increased sales from 
intervention of cereals and beef, by reduced payments on the sheep variable 
premium and on the consumer butter subsidy (which has n o w  ended).

32. Other expenditure on agricultural support in the United K i ng d o m  
including price guarantees, capital grants and assistance for special areas is 
estimated to be £322 million in 1985/86 compared with £338 million in 
1984/85. This expenditure includes the £16.9 million special aid package 
announced in N o v e m b e r  1985 to assist those livestock farmers seriously 
affected by the exceptionally bad weather conditions in 1985.

PART III— COMMODITY TRENDS 

Cereals (Tables 3,6, 8 and 29)
33. In 1985, cereals were grown on 4.02 million hectares, a net decrease 

of 16,000 hectares compared with 1984. T he area sown to wheat was d o w n  by 
39,000 hectares and barley by 9,000 hectares. T h e  area under oats and rye 
increased by 30,000 and 2,000 hectares respectively. Yields were well d o w n  
on last year’s record levels and production of all cereals is estimated at 22.3 
million tonnes, a fall of 4.3 million tonnes but still the second largest harvest. 
Average quality, particularly of milling wheat, was low.



34. Prices during the first half of 1985 were generally lower than in the 
same period of 1984 and reflected the increased supplies available from the 
record 1984 harvest. N e w  crop wheat prices in August opened at very low 
levels but soon firmed for spot sales because of the delayed harvest. Forward 
prices remained below last year’s levels. T h e  quality of wheat and barley was 
affected by wet weather at harvest time. Supplies of wheat of breadmaking 
quality from the 1985 harvest were below normal levels and obtained high 
prices. Additional supplies of wheat were imported from North America and 
France reducing the percentage of h o m e  grown wheat used by millers from 
8 2 %  in the first half of the year to around 75%. Offers into intervention of 
feed wheat and barley totalled 2.2 million tonnes to the end of November. 
Total stocks in intervention were 6.3 million tonnes.

Oilseed rape (Tables 3,6, 9 and 29)
35. The area sown with oilseed rape in 1985 increased by 1 0 %  to 296,000 

hectares. A s  with other arable crops average yields are d o w n  on last year’s 
level, at 3.01 tonnes per hectare. Production is estimated at 891,000 tonnes. A  
further small increase in the area sown for 1986 can be expected despite the 
difficult conditions experienced by producers in 1985. Prices have remained 
well above the intervention level.

Potatoes (Tables 3,6,10 and 29)
36. Plantings in 1985 were broadly in line with the United K i n g d o m  target 

area of 191,500 hectares. Planting and growing conditions were extremely 
variable, with wet, cool weather predominating for m u c h  of the season. 
Despite this, yields from the early crop were high, resulting in a surplus of 
n e w  potatoes. Although maincrop yields were d o w n  on last year’s record 
levels, supplies have been plentiful and consequently prices fairly low. The 
Potato Marketing Board was again authorised to offer contracts pre-season to 
producers in Great Britain for a proportion of their crop with the aim of 
ensuring stability in the market throughout the season; almost 418,000 tonnes 
of potatoes were placed under contract in this way. In addition, under the 
revised support arrangements which c a me  into effect on 1 July 1985, the 
Board has at its disposal the power to intervene directly in the market, 
provided that total intervention does not exceed 500,000 tonnes. Direct 
intervention began in July in an attempt to arrest the slump in prices which 
resulted from the early market surplus.

Sugar beet (Tables 3, 6,11 and 29)
37. T h e  tonnage of sugar beet which farmers contracted to grow in 1985 

represented an area of about 206,000 hectares, slightly more than in 1984. 
T h e  harvested area will probably be around 200,000 hectares, about 4,000 
hectares more than last year. Weather during the early part of the growing 
season was unfavourable and planting was delayed. Later in the year the 
weather improved resulting in a higher than average sugar content in the 
beet. White sugar production is forecast to be about 1.2 million tonnes



compared with 1.31 million tonnes the previous year. Including 50,000 tonnes 
of white sugar produced in excess of quotas carried forward from the previous 
marketing year, total outturn is again expected to exceed the m a x i m u m  quota 
of 1.144 million tonnes set for the United K i ng d o m  under the Community 
sugar regime. T h e  excess has to be exported without export refunds or carried 
forward to the next quota year.

Horticulture (Tables 3, 6,12 and 29)
38. It is not practicable to deal individually with the whole range of 

horticultural crops grown commercially in the United Kingdom. These 
paragraphs concentrate on certain crops in significant production here 
including those subject to C o m m u n i t y  internal market arrangements (apples, 
pears, cauliflowers and tomatoes).

39. The area devoted to horticulture in 1985 was about 226,000 hectares 
compared with 218,000 hectares in 1984, an increase of 3 % % .  This is mainly 
due to an increase in the area devoted to field vegetables.

40. Production of dessert apples in 1985 was lower than in 1984, 
particularly so for Cox. Fruit size and quality were also poorer. The Bramley 
crop was 2 3 %  below last year’s level but still above the average of the last five 
years. Pear production increased slightly with Comice giving the best crop in 
several years. Production of plums was substantially d o w n  on the 1984 level. 
Soft fruit production was also d o w n  on last year with Scottish raspberry yields 
being severely affected by the extreme weather conditions. Quality was also 
poorer with Botrytis on strawberries causing some losses.

41. Despite the increased area, output of field vegetables has generally 
been similar to last year. Quality is good and supplies are expected to be 
ample. T h e  cool s u m m e r  weather and increased use of modern propagation 
techniques resulted in a good quality cauliflower crop over a more extended 
season. But the poor weather meant that growers of glasshouse crops had to 
face higher fuel costs. Yields of tomatoes were slightly d o w n  on 1984 and 
there was again strong competition from imported produce.

42. Prices of apples remained below 1984 levels throughout the early part 
of the year because of the large quantities in store. The poor s u m m e r  affected 
the quality of the n e w  season’s fruit but prices started above the previous 
year’s level, with better quality fruit commanding a higher premium. For 
pears, prices in the first half of the year were similar to those in 1984 but for 
the n e w  season crop prices increased. Withdrawals of 1984 season apples and 
pears were higher than for the previous year’s crop. For cauliflowers the cold 
conditions at the beginning of the year resulted in short supplies with prices 
even higher than the comparable period of 1984. Prices returned to more 
usual levels thereafter w h e n  supplies were plentiful and again large quantities 
were withdrawn. T h e  poor s u m m e r  led to a lower than normal d e m a n d  for 
salad vegetables with tomato prices in July and August low for that time of 
year. Imports of cut flowers increased with supplies from the Netherlands 
continuing to dominate the market. Flowers were of better quality and prices 
increased.



Hops (Tables 3, 6,13 and 29)
43. There was another substantial reduction of nearly 400 hectares in the 

area under hops. Production also declined but, as large stocks are held by 
brewers, supplies will still be more than enough to meet contracts. L o w  
non-contract prices led to a sharp drop in average returns. The quality of this 
season’s crop was adversely affected by the wet weather.

Seeds (Table 14)
44. The area approved in 1985 for production of certified herbage and 

legume seed (excluding field bean and field pea seed) was slightly higher than 
that for 1984. Adverse weather conditions resulted in lower than average 
yields but quality appears not to have been seriously affected. Stocks of 
herbage seed were marginally higher than in the previous year. Prices to seed 
growers are expected to show little change compared with 1984 although 
returns m a y  be lower because of the reduction in yields.

45. T h e  area approved in 1985 for certified field bean and field pea seed 
increased substantially but, for field pea seed in particular, there is unlikely to 
be a corresponding increase in the weight of seed harvested because of the 
adverse weather conditions.

Dried peas and beans
46. The area sown with peas in 1985 is estimated at 91,000 hectares an 

increase of 6 4 %  over last year’s final figure but yields at 3.06 tonnes per 
hectare were significantly lower than last year. For beans the area sown was 
45,500 hectares, an increase of 4 0 %  on 1984. Yields for beans at 3.44 tonnes 
per hectare were also lower than last year.

47. T h e  lower than expected yields have meant that, despite variable 
quality, prices have been somewhat higher than the m i n i m u m  producer price 
specified in the C o m m u n i t y  aid scheme for peas and beans.

Beef and milk (Tables 3, 6,15,16,17 and 29)
48. T h e  June census showed a decline of 3Vz% in the total United 

K i ng d o m  cattle breeding herd compared with the previous year. There was a 
reduction of less than 1 %  in the size of the United K i ng d o m  beef breeding 
herd while the dairy herd, which accounts for about 7 0 %  of all breeding cows, 
fell by about 4 V 2 %  as dairy producers continued to reduce their milk 
production in response to milk quotas. But the number of dairy heifers in-calf 
rose, by just over 2 %  for the first time in four years. Within the national dairy 
herd the decline in the n u mber of dairy cows was around the United K i ng d o m  
average in England, Scotland and Wales but was rather less in Northern 
Ireland. T h e  national dairy herd is expected to decline further in 1986.

49. Home-fed production of beef in 1985 is expected to be about 1V2% 
lower than in 1984. Exports are forecast to be d o w n  by almost 7 % ,  compared 
with the record levels of 1984, and imports to be up by about 2V£%, giving



total n e w  supplies for h o m e  consumption of 1.13 million tonnes, slightly 
above the 1984 total. Production is estimated to represent 9 9 %  of the total 
n e w  supply. Average market prices for certified cattle started the year at 
97p/live kg declining to under 94p/live kg in March and rising to over 99p/live 
kg in May. Prices remained steady at around 95p/live kg during the s u mm e r  
and then declined seasonally to 91-92p/live kg in September and October. 
Variable premium was paid at the m a x i m u m  rate virtually throughout the 
year. Total intervention purchases during the year were over 55,000 tonnes 
representing about 5 %  of forecast total n e w  supplies. Over 7 0 %  of 
intervention purchases took place in Northern Ireland.

50. The average yield of milk per cow in 1985 is expected to be about 3 %  
higher than in 1984 as producers have adapted their management systems to 
cope with quotas. However, because of the fall in the dairy herd, total milk 
production in 1985 is expected to be more than 1 %  lower than in 1984. With 
reduced supplies of milk available it is expected that there will be a fall of 
more than 1 %  in the volume of milk available for manufacturing. Milk used 
for cheese production is expected to increase by about 3 %  while milk used for 
butter production is expected to decrease by about lxh % .

51. Producers’ returns for milk are determined by the Milk Marketing 
Boards on the basis of their returns from the liquid and manufacturing milk 
markets. T h e  average net return to producers in each of the five United 
K i ng d o m  Milk Marketing Board areas for all milk for the 1985/86 year is 
expected to range between 14.06 ppl and 16.1 ppl. Returns to producers in 
England and Wales are expected to be around 15.3 ppl whereas in Scotland 
the average over the three Board areas will be slightly higher at 16.0 ppl and 
in Northern Ireland below the average at 14.06 ppl. In 1984/85 average 
returns to producers in the United K i n g d o m  ranged between 14.5 ppl and
14.7 ppl.

Sheep and wool (Tables 3,15,19 and 29)
52. T he breeding flock continued to expand with an increase of just under 

ll/i% between June 1984 and June 1985; this is a slightly lower increase than 
in the previous year.

53. Home-fed production of sheepmeat is forecast to be around 3 %  
higher in 1985 than 1984. This reflects another good lambing season and a 
large carry-over of lambs from 1984 following changes to the seasonal scale of 
guide prices. Total supplies to the h o m e  market are expected to increase in 
1985 by about 2V2% . T h e  growth of home-production accounts for m u c h  of 
the increase; quantities of imports and exports are expected to be similar to 
those in 1984. Market prices in Great Britain have been, on average, about 
3 %  above those of 1984 but in Northern Ireland around 2 %  lower.

54. Sheep variable premium was paid in Great Britain in every w e ek  of
1985. Annual premium payments relating to the 1984/85 marketing year 
amounted to £4.68 per ewe in Great Britain and £14.99 per ewe in Northern 
Ireland where variable premium is not payable. Average prices for store



lambs continued to rise in England and particularly in Wales but fell slightly 
in Scotland and significantly in Northern Ireland. Draft ewe prices increased 
throughout the United K i n g d o m  except in Northern Ireland where they fell 
substantially.

55. W o o l  production in 1985 is forecast to be about 5 %  higher than in 
1984 and, at 41 million kg, is comparable with the previous record clip in 
1983. The guaranteed price was increased by 9p/kg to 129p/kg for the 1985 
clip. Exchequer advances became necessary in August 1985 w h e n  the average 
market price fell below the guaranteed price for the first time in two years.

Pigs (Tables 3,15 and 29)
56. Pigmeat production in 1985 is expected to be about 3 %  above the

1984 level. A s  a result of the higher numbers of home-produced pigs, prices in
1985 averaged 4 V £ %  below 1984 levels. Feedstuffs costs were also lower, so 
margins, although reduced, remained positive on average. The breeding herd 
n o w  appears to have stabilised for the present and is forecast to decrease in
1986.

Poultrymeat (Tables 3,15 and 29)
57. Poultrymeat output in 1985 is expected to be 3V¿% above the level of 

the previous year. This reflects an increase of about 4 %  in broiler meat 
production and an increase of 1 %  in turkey meat. Further increases are 
forecast in 1986 for broiler output and turkey meat production. Chicken 
prices for 1985 are expected to show a fall of nearly 5 %  over 1984 levels while 
turkey prices are forecast to show an increase of about 7 %  over 1984 prices.

Eggs (Tables 3, 6,18 and 29)
58. T h e  laying flock is expected to fall slightly in 1985 with a further small 

reduction forecast for 1986. Imports of eggs in shell during 1985 are expected 
to remain at approximately the same levels as for the previous year, and again 
the United K i n g d o m  will be a net importer. T he trend of greater egg yields 
has continued with an increase of about 3 eggs per bird in 1985 and a further 
increase of 2 eggs projected for 1986. Supplies for consumption are 
consequently expected to be slightly higher than in 1984 in spite of the 
reduction in the laying flock. T h e  average packer to producer price for 1985 is 
expected to be below the previous year’s level.



APPENDIX

STATISTICAL TABLES

The tables cover largely the same ground as those in last year’s White Paper. Some of the 
figures in this appendix differ from those in previous Annual Review White Papers because of 
later information, changes in the scope and nature of available data and improvements in 
statistical methods, although there has been no change in the basis of the tables. The forecasts for 
1985 generally reflect the position up to the end of the year, as seen at November 1985.
All figures relate to the United Kingdom, unless otherwise stated.
Figures for imports and exports to the Nine relate throughout to the other countries of the 

European Community (Belgium, Denmark, the Federal Republic of Germany, France, Greece, 
the Irish Republic, Italy, Luxembourg and the Netherlands).
Significant items of Channel Islands’ trade are shown separately in the tables.
Figures for exports include re-exports.
In some cases figures may not add up to the totals shown because of roundings.
Symbols:
—  means “nil”
... means “negligible” (less than half the last digit shown)
.. means “not available” or “not applicable”.



T able 1
Agriculture in the national economy

Calendar years

Average
of

1974-76
1981 1982 1983 1984 1985

(provisional)

Agriculture’s contribution to 
gross domestic product (a) 

£ million 2 405 4 612 5 281 5 148 5 855 5 265
0//o . . . . . 2.5 2.1 2.2 '2.0 2.1

Agriculture’s share of gross 
fixed capital formation (b) 

£ million 593 970 1 206 1 359 1 362 1 265
0//o . . . 2.8 2.3 ■ 2.7 2.8 2.5 2.1

Manpower engaged in agri
culture (c) (’000) 683 635 632 624 618 616

%  of total civilian manpower 
engaged in all occupations 
( < 0 ................. •2.8 2.6 2.7 2.7 2.6 2.6

Imports of food, feed and 
alcoholic beverages (d) 

£ million 4 561 6 921 7 583 8 237 9 401

(Jan.-Sept.) 

7 311
Import volume index

(1980 = 100) .. 104.5 99.2 107.7 107.1 109.3 109.4
Import price index

(1980 = 100) .. 68.3 104.5 111.3 119.9 134.4 140.5
Exports of food, feed and 
alcoholic beverages (d) 

£ million 1 345 3 391 3 651 3 938 4 457

(Jan.-Sept.) 

3 380
Export volume index

(1980 = 100) .. 76.8 104.5 104.7 109.9 119.2 116.9
Export price index

(1980 = 100) .. 59.9 106.4 115.5 122.3 128.3 134.5
Consumers’ expenditure on 
food and alcoholic beverages 

£ million 18 545 38 940 41 322 44 689 47 282

(Jan.-June) 

22 840
of which: food (e)

£ million 13 720 27 787 29 318 31 317 32 866 16 128
Expenditure on food as a %  of 
total consumers’ 
expenditure .. 21.2 18.3 17.6 17.2 16.9 16.2

Value of home-produced food 
(/) as a %  of
All food consumed in the 
U K ................. 49.6 62.0 62.5 62.2 62.1

(forecast)

60
All indigenous-type food 
consumed in the U K 61.9 76.9 77.4 78.2 81.8 80

(a) Excluding appreciation in value of work-in-progress and stocks.
(b) All fixed assets (excluding work-in-progress and stocks).
(c) Manpower engaged in agriculture between 1981 and 1985 comprises the numbers of self-employed, employers andemployees in employment (excluding farmers’ wives/husbands) given in the June Censuses conducted by the AgricultureDepartments of England and Wales, Scotland and Northern Ireland. Estimates for labour on minor holdings (previouslycalled statistically insignificant holdings) in England and Wales, not surveyed in the respective June Censuses, are included.
(d) Includes oilseeds and nuts, animal oils and fats, citric acid, food dyes, essences, starches, edible gelatine, albumen andcasmgs.
(e) •* Includes caterers’ expenditure on food.
(f) Home production includes the value of food exports but is adjusted for agricultural us< of feed, seeds and livestock bydeducting net foreign trade in these items. Indigenous-type food consists of products which are grown commercially msignificant quantities in the United Kingdom.



Table 2 Annual average price index n u m b e r s  (a)
Calendar years

Average
of

1974-76
1981 1982 1983 1984 1.985

(provisional)

Prices of goods and services 135.40b) . . . . . . . . . . . 53.9 109.8 118.2 126.6 132.1
of which:

(i) currently c o n s u m e d  in 130.9 132.4agriculture .. 57.6 110.0 117.8 426.0
seeds 77.4 101.0 108.6 116.5 122.1 100.2
animals for rearing and 187.9 187.2production 58.5 130.9 145.5 170.7
energy, lubricants 43.2 120.7 137.4 151.3 155.0 170.3
fertilisers and soil im-

provers .. 53.9 110.2 115.5 116.8 120.2 128.0
plant protection products 53.6 107.4 111.5 112.3 115.7 121.0
animal feedingstuffS 63.2 108.0 113.9 123.7 127.0 122.4
materials and small tools 50.7 106.8 113.0 118.1 125.1 133.1
maintenance and repair of 139.0 151.7plant and machinery .. 53.4 108.7 118.5 128.3
maintenance and repair of

buildings 49.0 109.6 119.1 127.5 135.6 144.9
veterinary services 55.4 116.1 125.3 131.5 137.8 142.2
general expenses 49.1 115.2 127.0 134.2 142.1 149.5

(ii) contributing to agricultural
116.7 123.5 128.3 133.7investment .46.4 108.1

(iii) labour costs 47.2 110.4 120.5 130.7 137.9 146.9
Producer prices of agricultural 126.0 123.5products (b) 65.7 110.9 119.6 125.8
of which: 120.8crop products 77.7 112.4 121.1 137.1 132.0

cereals 67.5 110.3 118.7 131.6 121.6 115.8
root crops 125.6 122.9 139.9 170.6 166.2 106.6
fresh vegetables .. 70.8 110.2 113.4 132.6 130.5 137.6
fresh fruit.. 73.3 126.0 133.1 142.3 143.9 152.4
seeds 87.6 101.0 109.1 109.3 124.8 92.9
flowers and plants 61.7 103.7 111.2 118.7 122.7 140.0
other crop products 63.5 110.1 117.6 133.6 131.4 122.9

animals and animal products 59.6 110.1 118.9 120.1 122.9 124.8
animals for slaughter 57.8 110.8 119.9 121.9 125.7 125.4
milk 60.9 110.2 120.3 123.4 121.6 129.3
eggs 65.8 106.3 107.8 96.3 111.1 104.0
other animal products 64.5 99.1 98.8 99.7 104.2 104.2

Retail Price Index (c) 
All items 50.6 111.9 121.5 127.1 133.4

(Jan.-Oct.)
141.1

F o o d 52.0 108.4 117.0 120.7 127.4 131.3
Alcoholic beverages 51.5 116.9 130.3 140.0 148.1 156.6

(a) 1980=100.
(b) United Kingdom indices of purchase prices of the means of agricultural production and of producer prices of agriculturalproducts.
(c) Source : Department of Employment.



Table 3
Crop areas and livestock numbers (a)

At June of each year

Average 1985
(provi
sional)

of
1974-76

1981 1982 1983 1984

A. Crop areas (’000 hectares)
Total area 19097 18 808 18 783 18735 18720 18671
of which: Wheat ............ 1168 1491 1663 1695 1939 1900Barley 2 251 2 327 2 222 2143 1978 1969Oats 240 144 129 108 106 136Mixed corn 35 11 10 8 8 8Rye 6 6 6 7 6 8

Total cereals (b) 3 700 3 979 4030 3 961 4036 4020Potatoes .. 214 191 192 195 198 191Sugar beet.. 200 210 204 199 199 206
Oilseed rape (c) .. 37 125 174 222 269 296Hops 6 6 6 6 5 5
Vegetables grown in
tne open 200 178 179 152 148 156Orchard fruit 54 44 43 41 39 39Soft fruit (d) 17 18 18 17 17 16

Ornamentals (e) .. 15 13 13 12 12 12
Total horticulture (f) 289 255 254 224 218 226
Total tillage (g) .. 4 836 5 071 5127 5124 5196 5 271

All grasses under five
years old (h) 2 205 1911 1859 1846 1794 1804
Total arable 7041 6982 6986 6970 6990 7075

All grasses five years
old and over (i).. 5 088 5103 5 097 5107 5105 4 994Rough grazing:
Sole right 5 440 5 021 4 984 4927 4 895 4 855
Common (estimated) 1126 1214 1214 1212 1212 1212Other land (including
woodland) (/) 402 488 502 519 517 534

B. Livestock numbers (’000 head)
Total cattle a n d  calves 14 708 13 138 13 244 13 290 13213 12 847of which: Dairy cows 3292 3191 3 250 3 333 3 281 3131

Beef cows.. 1858 1420 1389 1358 1351 1339Heifers in-calf 961 863 851 847 811 827
Total sheep a nd lambs 28430 32097 33 067 34069 34 802 35 497of which: Ewes 11288 12 528 12 909 13 310 13 648 13 790

Shearlings.. 2511 2 743 2 871 2933 2 892 2 991
Total pigs 8028 7 828 8023 8174 7689 7895of which: Sows in pig and other

sows for breeding 750 725 742 746 696 722Gilts in pig 117 112 122 110 105 113
Total poultry (k) 140133 132 286 135 363 127 618(fc) 127 506 128590of which: Table fowls (including

broilers) 58266 57 830 60075 58 887 59341 61621Laying fowls 49 953 44 473 44792 4i 1 w m 40573 38722
Growing pullets .. 18582 14219 14766 11828(&) 12536 12455



(a) The data in this table vary between the different countries as follows:—
England and Wales: For all years the figures relate to all known agricultural holdings including minor holdings.
Scotland: From 1974 the figures relate to all known agricultural holdings with 40 smd or more. (A standard man-day (smd) represents 8 hours’ productive work by an adult worker under average conditions.) Prior to June 1977 following the 1976 minor holdings census 1,700 holdings were transferred from the main to the minor category.
Northern Ireland: From 1974 to 1980 the figures relate to all known agricultural holdings with (i) 40 smd or more, or (ii) 4 hectares or more of total area, or (iii) one or more full-time workers, excluding the owner. The figures for 1981 onwards relate to all known holdings with: (i) one European Size Unit (ESU) or more, or (ii) 6 hectares or more of total area, or (iii) one or more full-time workers, excluding the owner. (A European Size Unit equals 1,000 European Units of Account of standard gross margin at average 1972-74 values.) The change between 1980 and 1981 resulted in the net deletion of 7,000 holdings but their exclusion has had an insignificant effect on the cropping and stocking figures.

(b) Cereals for threshing, excluding maize.
(c) Collected separately in Scotland from 1982 and in Northern Ireland from 1984. 
id) Includes small area of soft fruit grown under orchard trees in England and Wales.
(e) Hardy nursery stock, bulbs and flowers.
{/) Most of the difference between total horticultural area and the sum of individual sectors is made up by the glasshouse area.
(g) Includes area of other crops and bare fallow not shown in the table.
(h) Before 1975 collected as:

In England and Wales - “clover, sainfoin and temporary grasses”;In Scotland - “grass under 7 years old”;In Northern Ireland - “grass 1st, 2nd and 3rd year”.
(*) Before 1975 collected as:

In England and Wales - “permanent grass”;In Scotland - “grass 7 years old and over”;In Northern Ireland - “grass 4th year or older”.
(/) In Great Britain from 1974-1976 other land comprised farm roads, buildings, ponds (not Scotland), derelict land (not Scotland) and farm yards in Scotland only. From 1977 the definition became farm roads, yards, buildings, ponds and derelict land, with gardens included for England and Wales only. In Northern Ireland since 1974 other land has included land under bog, water, roads, buildings, etc., and waste land not used for agriculture.
(A:) Because of changes in coverage of poultry holdings there is a discontinuity in the poultry items between 1982 and 1983. See amended figures for 1983.

Table 3 (continued)



T able 4 

At June of each
Numbers and size of holdings and enterprises (a)

year
1980 1985

(provi-
stonai)

Crops and Number of holdings 0.1 to 19.9 hectares 97.1 94.7
grass area (’000) with 20 to 49.9 hectares 67.9 64.3

50 to 99.9 hectares 41.6 41.4
100 hectares and over 30.1 31.0
Total 236.7 231.4

Average crops and grass area per holding
(hectares) (b) 50.4 51.6

%  of total crops and grass area on holdings with
0.1 to 19.9 hectares 7.0 6.6
100 hectares and over 49.9 51.3

Size of business Number of holdings Under 250 smd 122.3 127.9
(smd) (c) \d) (’000) with 250 to 499 smd 47.7 42.0

500 to 999 smd 43.9 40.5
1 000 smd and over 30.0 29.8
Total 243.8 240.3

Holdings 250 smd and Average size of business
over (smd) 909 928

Average total area per
holding (hectares) 116.5 124.5

Estimated contribution
to agricultural
production (%) 90.6 90.5

Total cereals Number of holdings 0.1 to 19.9 hectares 60.9 49.8
(excluding (’000) with 20 to 49.9 hectares 22.2 21.5
maize) 50 hectares and over 23.0 24.0

Total 106.1 95.3
Average area (hectares) 37.0 42.1
%  of total cereals area on holdings with
50 hectares and over of cereals 70.8 73.6

Potatoes Number of holdings 0.1 to 9.9 hectares 43.1 33.8
(’000) with 10 to 19.9 hectares 3.6 3.3

20 hectares and over 2.0 2.1
Total 48.7 39.2

Average area (hectares) 4.2 4.9
%  of total potato area on holding with
20 hectares and over of potatoes 34.3 38.0

Sugar beet (e) Number of holdings 0.1 to 9.9 hectares 6.9 5.6
(’000) with 10 to 19.9 hectares 3.1 2.9

20 hectares and over 3.2 3.1
Total 13.2 11.5

Average area (hectares) 16.0 17.8
%  of total sugar beet area on holdings with
20 hectares and over of sugar beet 63.9 66.3



T a b l e  4 (continued)
Numbers and size of holdings and enterprises (a)

At June of each year
1980 1985

(provi-
stonai)

Rape grown for Number of holdings 0.1 to 19.9 hectares 2.5 7.5
oilseed (e) (’000) with 20 to 49.9 hectares 1.4 4.0

50 hectares and over 0.3 1.1
Total 4.1 12.6

Average area (hectares) 22.2 23.4
%  of total oilseed rape area on holdings with
50 hectares or more of oilseed rape 25.5 30.6

Dairy cows Number of holdings Ito 29 23.3 16.1
(’000) with 30 to 59 19.6 16.9

60 and over 20.3 21.2
Total 63.1 54.2

Average size of herd 51 58
%  of total dairy cows in herds of 60 and over 64.1 70.0

Beef cows Number of holdings 1 to 19 58.7 51.4
(’000) with 20 to 49 15.8 13.9

50 and over 7.0 6.6
Total 81.6 71.9

Average size of herd 18 18
%  of total beef cows in herds of 50 and over 41.5 43.6

Breeding Number of holdings 1 to 99 41.7 43.3
sheep (/) (’000) with 100 to 499 30.5 32.4

500 and over 6.6 7.9
Total 78.7 83.5

Average size of flock 181 191
%  of total breeding sheep in flocks of 500 and over 40.8 43.8

Breeding pigs Number of holdings 1 to 19 16.5 10.7
(’000) with 20 to 49 3.5 2.6

50 and over 4.4 4.2
Total 24.4 17.5

Average size of herd 34 47
%  of total breeding pigs in herds of 50 and over 75.4 82.9

Fattening Number of holdings 1 to 199 14.4 10.1
pigs (g) (’000) with 200 to 999 4.1 3.5

1 000 and over 1.0 1.1
Total 19.4 14.7

Average size of herd . 230 303
%  of total fattening pigs in herds of 1 000 and over 45.2 54.3



T a b l e  4 (continued)
Numbers and size of holdings and enterprises (a)

At June of each year
1980 1985

(provi-
sional)

Laying fowls Number of holdings 1 to 4 999 57.5 45.2
(’000) with 5 000 to 19 999 1.2 0.9

20 000 and over 0.4 0.4
Total 59.2 46.5

Average size of flock 770 848
%  of total laying flocks of 20 000 and over 60.0 65.7

Broilers (h) Number of holdings 1 to 9 999 1.4 1.0
(’000) with 10 000 to 99 999 0.7 0.8

100 000 and over 0.1 0.2
Total 2.2 2.0

Average size of flock 26 501 30 964
%  of total broilers in flocks of 100 000 and over 56.7 54.3

(a) The figures in this Table do not include the minor holdings which for England and Wales have been included in Tables 3 and 5 (see footnote (a) to Table 3). Following the 1983 Census in England and Wales a reappraisal of all holdings including minor holdings was undertaken which resulted in the net loss of some 4,000 holdings from tne 1984 Census. The removal of some 7,000 such holdings from the Census in Northern Ireland between June 1980 and June 1981 (see footnote (a) to Table 3) has no significant effect on this Table. The Northern Ireland figures in the first two sections of the Table include only holdings with 50 smd or more which were only slightly affected by the change, as were the quantities of crops and stock in the other sections of the Table.The decline in the total number of holdings is reflected in the smallest size group and has marginally increased the average size of some enterprises.Caution must be exercised in comparing these figures with those quoted in recent Annual Review White Papers and in particular with figures in Annual Review White Papers published prior to the 1978 Review when results were based on imperial measurements and old smd values.
(b) The average size of holdings based on total area was:1980 72.2 hectares of which 67.7% was under crops and grass.1985 72.3 hectares of which 68.8% was under crops and grass.(c) These figures include holdings with no crops and grass which are excluded from the first section of the Table.(d) With the introduction of revised smd values for the 1978 Annual Review the figures shown in this Table are comparable only with those in the Annual Review White Papers for 1978 onwards (but see note (a) above). The Scottish component of this section has been estimated since 1978, and tnat for Northern Ireland since 1983.(e) In 1980 figures related to England and Wales only.
(f) Figures included for Scotland and Northern Ireland in 1980 relate to the 1979 December Census.(g) Figures included for Northern Ireland relate to holdings engaged in fattening only purchased weaners.
(h) Figures for Scotland and Northern Ireland include small numbers of other table fowls.



Table 5
Number of persons engaged in agriculture (a)

At June of each year ’000 persons
Average

of 1981 1982 1983 1984 1985
1974-76 (provisional)

Workers
Regular whole-time:
Hired: male 154 128 124 122 116 111

female .. 14 11 11 11 10 10
Family: male 41 30 30 30 30 31

female 13 5 5 5 5 5
All male 195 158 155 152 146 141
All female 27 17 16 16 15 15

{Total) .. (223) (174) (171) (168) (161) (157)
Regular part-time:
Hired: male 22 19 19 19 19 19

female 26 24 23 23 23 22
Family: male 16 13 13 12 12 13

female 18 7 7 7 7 7
All male .. 38 32 32 31 31 32
All female 44 31 30 29 29 30

{Total) .. (82) (b) (62) (62) (61) (60) (61)Seasonal or casual;
All male .. 44 57 57 57 57 59
All female 35 40 41 41 39 40

{Total) .. (79) (c) (97) (99) (98) (96) (99)
Salaried managers (d ) 7 8 8 8 8 8

Total employed 391 342 339 334 325 325
Farmers, partners an d  

directors:
Whole-time .. 215 205 204 203 202 199
Part-time 76 89 89 87 91 92

{Total)............ (291) (294) (293) (290) (293) (291)
Total 683 635 632 624 618 616
Wives/husbands of farmers, 

partners an d  directors
(engaged in farm work) 75 74 76 75 77

(a) The figures are based on returns in the Agricultural Census but include some estimates for figures not directly obtainablefrom the Scottish Census results. Wives/husbands of farmers, partners and directors engaged in farm work were returnedseparately in 1977. Figures for earlier years exclude this category and this is thought to explain the decrease in the number ofregular whole-time and part-time female workers from 1977 onwards.
Figures include estimates for all minor holdings in England and Wales not surveyed in the respective June Censuses (seefootnote (a) to Table 3).

(b) Includes seasonal or casual workers in Northern Ireland. See footnote (c).
(c) Before 1975 seasonal or casual workers were not returned as a separate itemin Northern Ireland, but were included withpart-time workers.
(d) Figures relate to Great Britain only.



Table 6
Estimated average yields of crops and livestock products

Calendar years

Average 1985
Unit of 1981 1982 1983 1984 (fore-

1974-76 cast)
Crops

Wheat.. tonnes/ 4.39 5.84 6.20 6.37 7.71 6.29
Barley .. hectare 3.75 4.39 4.93 4.65 5.59 4.91
Oats .. 3.48 4.30 4.43 4.32 4.89 4.24
Potatoes 25.16 32.31 35.83 29.87 37.03 35.58
Sugar beet 27.27 35.72 49.81 38.30 45.90 40.00
Oilseed rape .. 2.03 2.70 3.30 2.53 3.43 3.01
Apples:
Dessert (a) .. 9.88 8.90 12.73 11.59 11.78 10.79
Culinary (a) 11.47 7.60 13.64 12.23 16.77 13.28

Pears (a) 8.47 10.27 9.43 12.52 11.34 12.25
Tomatoes (a) .. 128.42 146.06 151.86 155.40 170.88 162.06
Cauliflowers (a) 17.25 18.74 16.29 16.72 20.15 19.41
Hops .. >» 1.41 1.61 1.75 1.51 1.55 1.49

Livestock products
litres/

Milk (b) cow 4 113 4 749 4 934 4 967 4 749(c) 4 896
Eggs (et) no./bird 232.5 249.5 251.0 258.0 256.5 260.0
(a) Marketable output yields from cropped area.
(b) Yield per dairy-type cow per annum. From 1977 based on an average population which includes estimates for dairy-typecows on minor holdings (previously called statistically insignificant holdings) in England and Wales.
(c) 366 days.
(d) Eggs per laying bird, including breeding flock.

Table 7
Purchased feedingstuffs

Calendar years million tonnes

Average 1985
of 1981 1982 1983 1984 (fore-

1974-76 cast)
C o m p o u n d s
Cattle 4.1 4.5 5.0 5.4 4.4 4.1
Calf 0.4 0.4 0.5 0.5 0.4 0.4
Pig 2.3 2.2 2.3 2.3 2.1 2.1
Poultry .. 3.3 3.4 3.5 3.4 3.2 3.2
Other 0.2 0.3 0.4 0.4 0.5 0.5

Total compounds .. 10.3 10.8 11.7 12.0 10.6 10.3
Other high energy feeds (a) 4.0 3.6 4.0 3.9 4.6 4.4
Total high energy feeds 14.3 14.4 15.7 15.9 15.2 14.7
Low energy bulk feeds (b) 0.6 0.7 0.7 0.7 0.8 0.8
Total all purchased feedingstuffs 14.9 15.1 16.4 16.6 16.0 15.5
(a) Cereals, cereal offals, proteins and other high energy feeds.
(b) Brewers’ and distillers’ grains, hay, straw, milk by-products and other low energy bulk feeds expressed interms of anequivalent tonnage of high energy feeds.



T a b l e  8
Cereals supplies

’000 tonnesCalendar years
Average

of 1981 1982 1983 1984 1985
1974-76 (forecast)

Wheat (a) 
Production .. 5 119 8 707 10 316 10 802 14 957 11 954
Imports (b): from the Nine 1 342 183 173 312 223 309

from third countries 2 096 1 590 1 400 1 016 892 1 173
Exports (h)(c): to the Nine 78 760 1 173 792 1 255 979

to third countries .. 65 820 1 180 607 947 902
Total new supply 8 414 8 900 9 536 10 731 13 870 11 555
Production as %  of total new
supply for use in U K 61 98 108 101 108 103

End December farm stocks 2 733 4 650 4 287 5 477 6 913 5 258
Intervention stocks.. — 84 420 209 2 112 4 210
Disposals: millers (d) 5 124 4 753 4 616 4 478 4 697 4 694
(of which home-produced) (2 335) (3 178) (3 172) (3 256) (3 675) (3 514)

animal feed 2 940 3 121 4 415 4 749 5 152 5 500
(of which home-produced) (2 391) (2 996) (4 283) (4 526) (4 974) (5 390)

seed 219 288 294 307 325 325
other .. 208 305 301 292 435 600

Total disposals (e) .. 8 491 8 467 9 626 9 826 10 609 11 119
Barley
Production................. 8 431 10 227 10 954 9 980 11 055 9 673
Imports (b): from the Nine 471 131 35 79 112 2 127

from third countries 183 1 4 —  •' — —  ’
Exports (&)(/):t0 the Nine 432 1 439 1 573 1 134 1740 1 285

to third countries .. 44 1 688 798 1 383 2 127 1 548
Total new supply .. 8 609 7 232 8 622 7 542 7 300 6 967
Production as %  of total new
supply for use in U K 98 141 127 132 151 139

End December farm stocks 3 857 3 655 3 555 3 746 3 826 2 942
Intervention stocks.. — 292 1 206 658 818 2 122
Disposals: animal feed 6 537 5 636 5 471 5 417 4 882 4 380
(of which home-produced) (6 002) (5 531) (5 381) (5 280) (4 864) (4 339)

brewing/distilling 1 891 2 005 1 896 1 904 1 859 1 664
(of which home-produced) (1 761) (1 979) (1 890) (1 902) (1 785) (1 595)

s e e d ............ 365 371 330 330 319 319
other .. 158 222 187 176 207 184

Total disposals (e) .. 8 951 8 234 7 884 7 828 7 267 6 547
Oats
Production .. 838 619 575 466 516 576
Imports (b): from the Nine 13 2 1 4 4 2

from third countries .. 23 3 1 24 24 15
Exports (b): to the Nine .. 6 — 4 3 — —

to third countries 1 1 — — —
Total new supply 867 624 572 491 544 593
Production as %  of total new
supply for use in U K 97 99 101 95 95 97

End December farm stocks 477 315 275 235 280 312
Disposals: animal feed .. 716 469 437 350 325 387
(of which home-produced) (700) (468) (430) (349) (310) (378)

millers 143 144 138 144 143 159
(of which home-produced) (120) (139) (132) (124) (117) (135)

seed .. .. 55 26 26 24 24 24
other ............ 19 15 15 13 12 14

Total disposals (e) .. 933 654 616 531 504 584



Table 8 (continued) 
Calendar years

Cereals supplies
’000 tonnes

Average
of 1981 1982 1983 1984 1985

1974-76 (forecast)
Mixed corn (g)
Production .. 118 44 38 35 34 32
R y e

36Production .. 18 24 27 24 28
Imports (b): from the Nine 11 20 9 13 11 11

from third countries.. 14 —  . — — ■ — —
Total new supply .. 43 44 36 37 39 47
Production as %  of total new
supply for use in U K 42 55 75 65 72 77

Maize
Production .. 3 ; BBS — 1 — —
Imports (b): from the Nine 717 726 753 970 778 761

from third countries.. 2 639 1 533 1 368 833 662 648
Exports (b): to the Nine . 43 11 8 8 7 5

to third countries — — 3 — |— —
Total new supply 3 316 2 248 2 110 1 795 1 433 1 404
S o r g h u m
Imports (b): from the Nine 87 6 1 — — —

from third countries.. 318 2 1 1 — I G s  ■
Exports (b): to the Nine .. 12 — — — | — —

to third countries — — — — I ES
Total new supply 393 8 2 1 — —
Total cereals (a)
Production .. 14 509 19 621 21 911 21 307 26 590 22 271
Imports (b): from the Nine 2 641 1 070 979 1 371 1 128 1 210

from third countries.. 5 273 3 127 2 794 1 874 1 578 1 836
Exports (b): to the Nine .. 571 2 210 2 752 1 937 3 002 2 269

to third countries 110 2 508 1 988 1 990 3 074 2 450
Total new supply 21 742 19 100 20 944 20 566 23 220 20 598
Production as %  of total new
supply for use in U K 67 103 105 104 114 108

Intervention stocks.. — 376 1 626 867 2 930 6 332
End December farm stocks (h ) 7 067 8 620 8 117 9 458 11 019 8 512
Total disposals (/) .. .. 22 235 19 699 20 084 19 984 19 596 19 703

(a) 1981 includes flour under the heading of wheat imports and exports.
(b) On the basis of country of consignment for imports and country of final destination for exports.
(c) 1981,1982,1983,1984 and 1985 include 50 000, 80 000, nil, 103 000 and 12 000 tonnes respectively of wheat exported fromintervention.(d) 1981 excludes 69 000 tonnes of wheat milled and exported as flour.(e) Total new supply adjusted for changes in December farm and intervention stocks.
(f) 1981, 1982, 1983, 1984 and 1985 include 751 000, 291 000, 755 000, 631 000 and 328 000 tonnes respectively of barleyexported from intervention.(g) Import/export figures are not separately distinguished in Overseas Trade Statistics.(h) In respect of wheat, barley and oats.(i) Total new supply adjusted for changes in December farm and intervention stocks of wheat, barley and oats.



T a b l e  9 

Calendar years
Oilseed rape supplies

’000 tonnes
Average

of
1974-76

1981 1982 1983 1984 1985
(forecast)

Production .. 77 340 580 562 923 891
Imports: from the Nine 33 110 32 124 59 37

from third countries 43 29 6 2 8 8
Exports: .. 1 1 14 106 167 240
Total new supply .. 152 478 604 582 823 696
Production as %  of total new
supply for use in U K 51 71 96 97 112 128



Table 10
Potato supplies

Calendar years ’000 tonnes
Average

of 1981 1982 1983 1984 19851974-76 (forecast)
Production:
early (a) .. 393 388 432 322 395 399
maincrop .. 4 984 5 826 6 498 5 535 7 003 6 440

Total production 5 377 6 214 6 930 5 857 7 398 6 839
Chats, waste and retained stockfeed 426 519 449 202 618 653
Seed for home crop and exports .. 731 742 764 746 767 713
Output available for human
consumption 4 220 4 953 5 717 4 909 6 013 5 473

Supplies from the Channel Islands 
(early) .. 25 27 30 33 32 40

Imports
Raw: (b)
early:
from the Nine 37 53 59 45 27 35
from third countries 206 246 257 219 267 267

maincrop:
from the Nine 134 134 266 109 73 59
from third countries 32 2 10 18 4 11

Processed: (c)
from the Nine 57 149 292 353 329 332
from third countries 165 30 55 49 42 12

Exports: raw and processed (c)
to the Nine .. 17 52 56 57 75 69
to third countries .. 41 41 31 36 25 28

Total new supply for human
consumption

Output as %  of total new supply in
4 818 5 501 6 599 5 640 6 687 6 132

U K  ................. 88 90 87 87 90 89
Disposals within the UK: 
Human consumption 
Compensation and stockfeed

5 287 5 824 5 953 5 971 5 813 6 146
buying programmes 87 482 2 234 113 476

Potatoes unsold at 31 December (d) 1 706 2 395 2 977 2 421 3 176 2 638
(a) Potatoes lifted before 1 August.
(b) Excludes seed potatoes.
(c) Raw equivalent.

\

(d) Including seed.



Table 11 
Calendar years

Sugar supplies

Average
of

1974-76
(«)

1981 1982 1983 1984 1985
(forecast)

Sugar beet
Yield (tonnes/hectare) .. 27.27 35.72 49.81 38.30 45.90 40.00
Beet production (’000 tonnes) .. 5 259 7 395 10 008 7 494 9 017 8 000
Sugar content %  .. 15.13 16.49 16.29 16.22 16.40 17.40
Sugar extraction rate % 79.80 89.60 87.00 87.40 88.90 86.00
Sugar (’000 tonnes refined basis)
Production (b) ............
Imports (c):

635 1 092 1 418 1 062 1 314 1 200

from the Nine (d) 364 145 174 168 126 120
from third countries 

Exports (c):
1 765 1066 1 041 1 127 1 143 1 150

to the Nine 7 12 11 9 14 16
to third countries 299 108 139 307 244 280

Total new supply 2 458 2 183 2 483 2 041 2 325 2 174
Production as %  of total new
supply for use in U K  .. 26 50 57 52 57 55

(a) 1974-76 was a period during which the United Kingdom sugar beet crop was severely affected by adverse weather and disease.
(b) Sugar coming out of the factory in the early part of the new year is regarded as being part of the previous calendar year’s production.
(c) Includes only sugar as such and takes no account of the sugar content of processed products.
(d) Includes imports from French Overseas Departments.



Table 12
Supplies of certain horticultural crops

Calendar years ’000 tonnes
Average 1985

of 1981 1982 1983 1984 (fore-
1974-76 cast)

Apples (excluding cider apples) 
Cropped area (’000 hectares)
Dessert .. 20.71 16.37 15.27 14.61 14.42 14.33
Culinary .. 12.39 10.21 9.88 9.46 9.23 9.11

Output from the crop:
Dessert .. 205 146 194 169 170 155
Culinary .. 142 78 135 116 155 121

Imports: from the Nine .. 219 264 259 290 254 262
from third countries 122 159 141 113 147 151

Exports 14 19 14 21 20 14
Total new supply marketed 674 628 715 667 706 675
Output as %  of total new supply
for use in U K ............ 51 36 46 43 46 41

Closing stocks 108 64 102 106 130 98
Total disposals in calendar year .. 695 675 677 663 682 707
Pears (excluding Perry pears) 
Cropped area (’000 hectares) 5.07 4.42 4.03 3.90 3.87 3.85
Output from the crop 43 45 38 49 44 47
Imports: from the Nine .. 31 57 47 57 50 36

from third countries 18 20 17 22 16 16
Exports 2 2 1 2 1 1
Total new supply marketed 90 120 101 126 109 98
Output as %  of total new supply
for use in U K 48 38 38 39 40 48

Closing stocks 12 21 13 23 24 20
Total disposals in calendar year .. 86 115 109 116 108 102
Cauliflowers
Cropped area (’000 hectares) 15.03 16.75 17.85 15.75 16.75 17.09
Output 262 314 291 263 338 332
Supplies from Channel Islands 11 13 14 14 17 3
Imports: from the Nine .. 20 30 47 37 47 33

from third countries 2 1 2 2 4 5
Total new supply marketed 295 358 354 316 406 373
Output as %  of total new supply
for use in U K 89 88 82 83 83 89



T a b l e  12 (continued) Supplies of certain horticultural crops
Calendar years ’000 tonnes

Average
of 1981 1982 1983 1984

1985
(fore-

1974-76 cast)

Tomatoes 0.72Cropped area (’000 hectares) 0.96 0.82 0.75 0.74 0.74

Output 124 120 114 115 126 117
Supplies from Channel Islands .. 59 46 43 31 26 20
Imports: from the Nine 42 79 82 95 97 108

from third countries 101 128 123 123 139 142
Exports 2 4 7 7 7 8

Total new supply marketed 324 369 355 357 381 379
Output as %  of total new supply

32 32 33 31for use in U K 38 33



Table 13
Hops supplies

Calendar years ’000 tonnes
Average

of
1974-76

1981 1982 1983 1984 170J
(forecast)

Production .. 8.8 9.3 10.3 8.5 7.9 7.1
Imports: from the Nine 0.8 1.3 1.4 1.9 1.2 2.2

from third countries 0.7 0.6 0.7 0.7 0.5 0.8
Exports: to the Nine 0.4 2.1 2.0 1.8 2.2 1.4

to third countries 0.2 0.2 0.5 0.7 0.2 0.1
Total new supply .. 9.7 8.9 9.9 8.6 7.2 8.6
Production as %  of total new
supply for use in U K 91 104 104 99 110 83

T able 14
Supplies of herbage and legume seeds (a)

June/May-years ’000 tonnes
Average

of
1974/75-
1976/77

1981/82 1982/83 1983/84 1984/85 1985/86

Area (’000 hectares) (b) 21.3 19.0 14.2 14.5 15.0 15.7
(forecast)

Production— all seed 14.5 18.4 13.8 15.6 19.2 12.9
(of which certified seed) 

Imports— all seed:
(13.7) (18.4) (13.8) (15.5) (19.1) (12.9)

from the Nine .. 9.7 7.6 10.5 9.0 8.5
from third countries 7.2 5.3 7.1 3.7 4.3

Exports— all seed:
to the Nine 1.7 5.0 2,7 1.6 2.0
to third countries 0.5 0.9 0.3 0.4 0.2

Total supply 29.2 25.4 28.4 26.3 29.8
(a) Excluding field bean and field pea seeds.
(b) Certified seed only



T a b l e  15 

Calendar years
Meat supplies (a)

’000 tonnes

Average
of

1974-76
1981 1982 1983 1984 1985

(forecast)

Beef an d  veal
Production .. 1 125 1 039 980 1 044 1 131 1 115
Imports (b ):

152 152from the Nine (c) 201 190 152 158
from third countries .. 62 50 56 57 46 51

Exports (live and meat):
151 159 148to the Nine 107 127 113

to third countries 3 34 28 45 44 41
Total new supply 1 278 1 117 1 047 1 063 1 126 1 129
Production as %  of total new
supply for use in U K  .. 88 93 94 98 100 99

Mutton an d  lamb
Production 255 269 276 298 296 305
Imports:

from the Nine (c) 1 1
from third countries .. 226 157 222 166 146 148

Exports (live and meat):
54 55to the Nine 32 47 47 51

to third countries 2 5 2 3 3 3
Total new supply 448 375 449 410 385 395
Production as %  of total new
supply for use in U K  .. 57 72 61 73 77 77

Pork
Production 617 711 745 776 707 737.
Imports:

26 25from the Nine (c) 11 30 23 28
from third countries .. 2 6 4 1 11 9

Exports (live and meat):
39 49to the Nine 14 29 39 55

to third countries 1 2 3 2 2
Total new supply 616 718 731 747 703 720,
Production as %  of total new
supply for use in U K  .. 100 99 102 104 101 102

Ba c o n  a nd h a m
Production 226 200 197 212 212 208
Imports:

m  260from the Nine .. 263 296 283 269 264
from third countries .. 22 5 3 2 2 2

Exports 2 5 6 6 7 7 *
Total new supply 509 495 476 477 471 463
Production as %  of total new
supply for use in U K  .. 44 40 41 44 45 45



Table 15 (continued) 
Calendar years

Meat supplies (a)
’000 tonnes

Average
of

1974-76
1981 1982 1983 1984 1985

(forecast)

Poultrymeat 
Production (d)
Imports: 
from the Nine 
from third countries 

Exports: 
to the Nine
to third countries ..

666

6
1

2
3

745

23
1

15
3

812

27

18
2

804

51

22
1

845

53

25
3

875

60

25
3

Total new supply .. 668 751 819 832 870 907
Production as %  of total new 
supply for use in U K 100 99 99 97 97 96

Total meat supplies 
Production (d)
Imports (b ): 
from the Nine (c) 
from third countries 

Exports (live and meat)..

2 889

482
313
165

2 963

540
219
266

3 010

486
286
257

3 134

506
226
337

3 191

495
205
336

3 240

497
210
333

Total new supply 3 519 3 456 3 525 3 529 3 555 3 614
Production as %  of total new 
supply for use in U K  .. 82 86 85 89 90 90

(a) Does not include meat offals or trade in preserved or manufactured meat products (e.g. canned meat).
(b) Boneless beef and veal have been converted to bone-in weights in order to bring imports into line with the home-production figures.
(c) Includes meat from animals imported fat from Irish Republic.
(d) Including output from commercially insignificant units.



Table 16 
Calendar years

Milk production
million litres

Average
of

1974-76
1981 1982 1983 1984

(a)
1985

(forecast)
Sales through milk marketing 
schemes:
for liquid consumption (b ) 
for manufacture: 
butter 
cheese(c) 
cream (d )

condensed milk— full cream (e) 
milk powder— full cream 
other

7 774

1 462
2 194 
991 
535 
210 
116

7 093

3 817 
2 420 
940 
458 
240 
108

7 001

4 711 
2 440 
900 
506 
270 
102

6 977

5 288 
2 450 
885 
487 
255 
85

6 957

4 434 
2 451 
721 
422 
356 
89

6 896

4 379 
2 515 
554 
438 
386 
82

Total for manufacture 5 509 7 982 8 928 9 450 8 473 8 354
Total sales
Used on farms (/) ..

13 283 
207

15 084 
153

15 942 
151

16 442 
149

15 446 
146

15 265 
146

Output for human consumption .. 13 490 15 237 16 093 16 590 15 592 15 411

(а) 366 days.(б) The method of calculating liquid milk sales has been revised from April 1981 to include a measurement adjustment. Sales of milk for liquid consumption and manufacture therefore do not add up to total sales through the milk marketing schemes.
(c) Includes farmhouse cheese made under the milk marketing schemes.
(d) Excludes cream made from the residual fat of low fat milk production.
(e) Includes condensed milk used in the production of chocolate crumb.(f) Includes farmhouse manufacture of butter and cream, milk consumed in farm households and sales outside milk marketing schemes.



T a b l e  17 

Calendar years
Milk product supplies

’000 tonnes
Average 1Q«Çof 1981 1982 1983 1984 I/OJ
1974-76 (forecast)

Butter
Production (a){b) 64 172 216 242 206 204
Imports (b): from the Nine 322 106 86 91 71 70

from third countries 122 101 99 94 90 80
Exports: to the Nine 6 64 53 39 16 27

to third countries 2 8 7 15 9 6
Total new supply 500 307 341 373 342 321
Production as %  of total new
supply for use in U K  .. 13 56 63 65 60 64

Closing stocks (c)(d) 86 43 57 192 250 290
Offtake (c) 487 334 327 308 284 281

Cheese
Production (a) 219 242 244 245 245 253
Imports: from the Nine .. 111 123 114 118 131 140

from third countries .. 29 17 16 17 14 15
Exports: to the Nine 4 9 13 14 12 14

to third countries 5 14 21 20 20 15
Total new supply 349 359 340 346 358 379
Production as %  of total new
supply for use in U K  .. 63 67 72 71 68 67

Closing stocks 90 117 108 113 106 120
Offtake .. 341 344 350 341 365 365

C r e a m — fresh, frozen an d  sterilized
Production(«)(e).. 83 76 73 72 59 46
Imports: from the Nine 6 5 4 6 5 5

from third countries ...
Exports: to the Nine i i i

to third countries i 1 *2
Total new supply 89 80 76 77 62 49
Production as %  of total new
supply for use in U K  .. 93 95 96 94 95 94

Closing stocks — — — .. t. jfjj—  11 — _
Offtake .. 89 80 76 77 62 49

Condensed milk— full cream
Production(/) 208 177 195 188 163 169
Imports: from the Nine 9 3 5 5 6 3

from third countries ..
Exports: to the Nine i 5 1 9 3 H

to third countries 20 26 34 29 23 27
Total new supply 197 149 162 155 143 133
Production as %  of total new
supply for use in U K  .. 106 119 120 121 114 127

Closing stocks (f) 20 19 15 15 19 12
Offtake .. 201 143 166 155 139 140



Table 17 (continued) 
Calendar years

Milk product supplies
’000 tonnes

Average
of

1974-76
1981 1982 1983 1984 1985

(forecast)

Milk powder-full cream
30 34 32 44 48Production 26

Imports: from the Nine .. 7 2 2 3 2 2
from third countries ..

Exports: to the Nine .. 3 4 1 1 3 6
to third countries 8 19 22 26 32 36

Total new supply 22 9 10 7 11 8
Production as %  of total new
supply for use in U K  .. 116 333 340 457 400 600

Closing stocks 2 2 4 3 4 4
Offtake................. 23 9 8 8 10 8

S k i m m e d  milkpowder
323 321 246 235Production 1 127 260

Imports: from the Nine .. 29 9 9 16 19 18
from third countries .. 1

Exports: to the Nine 65 53 93 83 127 96
to third countries 10 70 40 40 51 62

Total new supply 81 146 199 214 87 95
Production as %  of total new
supply for use in U K  .. 157 00r-tH 162 150 283 247

Closing stocks 42 59 139 210 106 57
Offtake .. 93 121 119 143 191 144

(a) Includes farmhouse manufacture.
(b) From 1981 includes butter other than natural (i.e. butterfat and oil, dehydrated butter and ghee).
(c) In addition to stocks in public cold stores surveyed by MAFF, closing stocks include all intervention stocks in private coldstores. Offtake should not be equated with consumption since changes in unrecorded stock are not included in the calculation.
(,d) The coverage of the MAFF survey was improved from July 1983 and the closing stocks for 1983 onwards are on the new basis.
(e) Excludes cream made from the residual fat of low fat milk production.
(/) Includes condensed milk used in the production of chocolate crumb.



Table 18
Egg supplies

Calendar years million dozen
Average

of1974-76 1981 1982 1983 1984
(*)

1985
(forecast)

Home supplies (b)
Packing station throughput:
sold in shell............
processed

Other sales («d) ............
Total output for human 
consumption

Imports (e): from the Nine
from third countries 

Exports (e): to the Nine
to third countries

Total new supply
Output as %  of total new supply 
for use in U K

61038489
50235532

49834547
44038566

44836538
465(c)38528

1 137 30 4 10 2

1 069 43 3372

1 079 26 1 29 2

1 044 38 1282

1 022 53 1211

1 031 52
181

1 159 1 076 1 075 1 053 1 054 1 064
98 99 100 99 97 97

(a) 366 days.
(b) Hen eggs for human consumption including output from commercially insignificant units and domestic egg production.
(c) TTie coverage of the Egg Authority’s Packing Station Survey has been extended. The new estimates show a larger proportion of output passing through packing stations. The above estimates are therefore subject to revision.
(d) Includes farmhouse consumption.
(e) Includes shell egg equivalent of whole dried, frozen and liquid egg and yolk, but excludes albumen. Shell egg equivalent of trade in albumen (the greater part of which is considered to be ovalbumen) in 1984 is estimated at: imports 23.3 and exports 0.8 million dozen.

TABLE 19
Wool supplies (a)

Calendar years million kg
Average

of1974-76 1981 1982 1983 1984 1985
(forecast)

Production (b)
(of which clip) 

Imports: 
from the Nine 
from third countries 

Exports: 
to the Nine 
to third countries

Total new supply ..

49(35)
17138
2213

50(39)
18102
2915

50(38)
1892
2216

54(41)
20101
2615

56(39)
20111
2817

57(41)
16115
2719

169 127 122 133 142 142
Production as %  of total new 
supply for use in U K 29 40 41 40 39 40

(a) All figures expressed in greasy weight equivalent.
(b) Figures relate to clip years (May/April) but in practice the bulk of production is within the calendar year.



T able 20
Gross capital formation

Calendar years £ million
Average

of
1974-76

1981 1982 1983 1984 1985
(forecast)

Current prices
Plant, machinery and vehicles 
Buildings and works

355
238

464
506

596
610

721
638

678
684

715
550

Gross fixed capital formation (a) .. 593 970 1 206 1 359 1 362 1 265
Breeding livestock capital 
formation.. ... -22 3 27 -6 -29 -41

Stock appreciation 
Value of physical increase (b) 
Increase m  book value of stocks 
and work-in-progress

296
-56

240

308
-33

275

126
39

166

282
28

310

-6
95

88

198
-194

4
Constant 1980prices 
Plant, machinery and vehicles 
Buildings and works

707
511

441
469

541
583

627
618

570
664

570
511

Gross fixed capital formation 1 218 910 1 124 1 245 1 234 1 081
Breeding livestock capital 
formation

Value of physical increase in 
stocks and work-in-progress

-44

-82

3

-26

24

32

-6

31

-24

92

-34

-157

(a) The figures represent gross expenditure before crediting any grants which reduce the cost to the owner or occupier. Annual charges in the form of depreciation on fixed capital are made for these items in calculating farming income.
(b) See Table 22 (item 10 minus item IS).

T able 21
Average earnings and hours of agricultural workers (a)

Calendar years

1981 1982 1983 1984 1985
(forecast)

Earnings £ per week (6)
Hours per week ( c ) ............
Earnings index in real terms (1980=100) (d)

96.29
46.3
100

105.44
46.1
101

116.57
46.5
107

122.59
46.2
107

131.60
46.3
108

(a) For all hired regular whole-time male workers 20 years old and over.(f>) Earnings include pay for statutory holidays and payments in kind which are valued at rates set down by the Agricultural Wages Boards. Payments in kind comprise houses (the principal benefit in England and Wales valued at £1.50 per week since 20 January 1976), board and lodging and milk.(c) All hours worked and statutory holidays.(d) Deflated by the Retail Price Index.



T able 22
Output, input and incomeCalendar years £  million

1981 1982 1983 1984
1985

(fore
cast)

OUTPUT (a) 
Farm crops

W h e a t 855 1 137 1 123 1 447 1 432Barley 811 894 836 947 850Oats a n d  other cereals 28 31 30 30 27
(Total cereals) .. (1 693) (2,062) (1 990) (2 424) (2 310)Potatoes 392 451 495 578 308Sugar beet .. .. .. 192 252 218 244 233H o p s . . . . . . . . . . . . . . . . . . . . . . . . . . 25 28 27 26 17Oilseed rape.. 87 157 174 254 244Fodder and other minor crops 71 69 84 98 124

1. Total crops .. 2 459 3 020 2 987 3 624 3 235
Horticulture

Vegetables (including m u s h r o o m s ) 584 596 702 778 760Fruit .. 187 212 229 240 232Flowers, bulbs, nursery stock etc... 192 205 220 234 248
2^Total horticulture .. 963 1 013 1 152 1 252 1 240
Livestock

Fat cattle and calves 1 600 1 666 1 819 1 938 1 919Fat sheep a n d  lambs 465 515 572 557 590Fat pigs 862 923 911 994 978Poultry 515 604 626 674 708Other 87 91 92 94 105
3. Total livestock 3 529 3 799 4 020 4 257 4 300
Livestock products

Milk and milk products 2 100 2 384 2 493 2 338 2 393E g g s . . . . . . . . . . . . . . . . . . . . . . . . . . 522 529 496 554 530(6)Clip wool 35 34 37 37 42Other .. .. .. .. 24 26 34 36 40
4. Total livestock products 2 682 2 973 3 059 2 964 3 0055. O w n  account capital formation (c) 94 136 108 93 76
6. TOTAL OUTPUT (1+2+3+4+5) 9 726 10 941 11 326 12 190 11 856
7. Compensation payments etc. (d) .. 60 62 105 105 1138. Production grants .. 141 150 141 148 153
9. TOTAL RECEIPTS (6+7+8) 9 927 11 152 11 572 12 443 12 123
Work-in-progress and output stocks (e) 

Value of physical change in:
Work-in-progress -15 47 -7 -18 -32Output stocks -74 2 52 124 -208

10. Total value of physical change -89 48 45 106 -240
11. GROSS OUTPUT (9+10) 9 837 11 201 11 617 12 550 11 883
Intermediate output (/)

F e e d  .. 564 728 812 769 724Seed .. 102 111 126 131 142
12. Total intermediate output 665 839 938 900 866



Table 22 (<conti n u e d)
Output, input and income

Calendar years £ million

1981 1982 1983 1984
1985
(fore
cast)

13. FINAL OUTPUT (11-12) 9 172 10 362 10 678 11 650 11 016

INPUT
Expenditure (g)

2 615 2 852 2 858 2 601Feedingstuffs 2 282
Seeds 217 236 274 280 295
Livestock (imported and inter-farm

193 187expenses) .. 154 171 188
Fertilisers and lime .. 762 1 1 1 868 963 967
Machinery .. 743 833 906 940 1 090
of which: (Repairs).. (336) (370) (398) (430) (471)

(Fuel and oil) (337) (388) (430) (429) (534)
(Other) .. (70) (76) (77) (80) (86)

Farm maintenance (h) 190 215 225 253 265
Miscellaneous expenditure (h ) (i).. 846 959 1 014 1 056 1 104

14. TOTAL EXPENDITURE 5 194 5 806 6 327 6 541 6 510

Input stocks 17 12 -4615. Value of physical usage of stocks (e ) - 56 9
16. GROSS INPUT (14+15)............ 5 138 5 815 6 344 6 553 6 464

17. NET INPUT (16-12) ............ 4 472 4 976 5 405 5 653 5 598

18. GROSS PRODUCT (11-16) or (13-17) 4 700 5 386 5 273 5 996 5 418

Depreciation
856 886 915Plant, machinery and vehicles 752 820

Buildings and works (h ) 450 449 456 470 503

19. Total depreciation 1 203 1 269 1 312 1 356 1 418

20. NET PRODUCT (18-19) 3 497 4 117 3 960 4 641 4 000

Comprising
1 279 1 309 1 362Labour (/) - hired .. 1 100 1 180

- family and partners .. 472 515 556 588 636
Interest (k ) ....................... 468 501 494 569 696
Net rent (h ) .. 88 105 125 142 154
Farming income (/).. 1 368 1 817 1 508 2 033 1 154

fa) Since this table relates to output, i.e. sales, rather than to total production, the quantities valued are not the same as thoseshown for home production in the supply tables (Tables 7-19). Output is net of VAT collected on the sale of inedible products, which is paid to HM Customs and Excise. Figures for total output include subsidies but exclude compensationpayments.
(b) The coverage of the Egg Authority’s Packing Station Survey has been extended. The new estimates show a larger proportion of output passing through packing stations. The above estimates are therefore subject to revision.(c) This comprises the cost of that part of investment in buildings and works which is physically undertaken by the farmer or farm labour and the value of the physical increase in breeding livestock (breeding livestock capital formation).
(d) The figures for 1983 and 1984 and the forecast for 1985 include advance payments deferred until 1984,1985 and 1986.
(e) Work-in-progress is livestock other than breeding livestock, output stocks comprise cereals, potatoes and fruit; input stockscomprise fertilisers and purchased feed.(f) Sales included in output but subsequently repurchased and so reappearing as input.(g) Expenditure is net of VAT reclaimed in the normal way, but each heading includes VAT paid without recovery by, forexample, unregistered producers.
(h) Landlords’ exDenses are included within farm maintenance, miscellaneous expenditure and depreciation orbuildings andworks. Net rent is the rent paid on tenanted land less these landlords’ expenses and the benefit value ot dwellings on thatland.(i) Including veterinary expenses, pesticides, electricity and rates.(/) Including employers’ national insurance contributions. The estimate in respect of family workers (except spouses) and partners is calculated on the basis of the earnings of hired labour.(k) On commercial debt but excluding loans for land purchases.
(0 The return to farmers and spouses for their labour, management skills and own capital invested after providing fordepreciation.



Table 23 •
Economic indicators for agriculture 

A  Income indicators in current prices 

Calendar years £ million

Year
Net

Product
(«)

Farming
Income
§b)

Farm Business 
Income
(c)

Cash Flow of 
Farmer and Spouse

y
1972 1 200 682 795 622
1973 1 575 952 1 112 840
1974 1 552 792 1 009 757
1975 1 897 994 1234 1 228
1976 2 335 1 284 1 558 1 357
1977 2 433 1 263 1 560 1 120
1978 2 594 1 255 1 614 1 268
1979 2 788 1 147 1 678 1 245
1980 3 026 1 047 1 758 1 349
1981 3 497 1 368 2 114 1 745
1982 4 117 1 817 2 624 1 977
1983 3 960 1 508 2 332 1 611
1984 4 641 2 033 2 954 2 150
1985 (forecast) 4 000 1 154 2 223 1 678

t B Income indicators in real terms (e)(f)
Calendar years

Net Farming Farm Business Cash Flow of
Year Product Income Income Farmer and Spouse

f§ y (c) (d)
1972 122 200 139 142
1973 147 256 178 175
1974 124 184 139 136
1975 123 186 137 178
1976 129 206 149 169
1977 117 175 129 120
1978 115 161 123 126
1979 109 129 113 109
1980 100 100 100 100
1981 103 117 107 116
1982 112 143 123 121
1983 ' 103 113 104 94
1984 115 1 146 126 120
1985 (forecast) 93 78 89 88

(a) Net product is a measure of the value added by the agricultural industry to all the goods and services purchased from outside agriculture after provision has been made for depreciation.
(b) The return to farmers and spouses for their labour, management skills and own capital invested after providing for depreciation.
(c) The return to farmers, spouses, non-principal partners and directors for their labour and management skills and on all capital (own or borrowed) invested in the industry, after providing for depreciation.
(d) Cash flow is the pre-tax revenue accruing to farmer and spouse less cash outlays (i.e. spending on material inputs and services and on capital items) in the specific year. The definition has now been extended to include capital grants.(e) Deflated by the Retail Price Index.
(f) 1980 = 100.
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(a) S e e  footnotes to Table 23 opposite for definitions.



T able 24
Indicators of the volume of output and productivity (a)

Calendar years
Gross Output Gross Product at constant

Year at constant (1980) prices per whole-time
(1980) prices man-equivalent

1972 93 74
1973 93 73
1974 92 78
1975 89 74
1976 86 66
1977 92 78
1978 96 86
1979 96 87
1980 100 100
1981 100 105
1982 107 115
1983 105 110
1984 113 129
1985 (forecast) 110 125

(a) 1980 = 100.
(b) Gross output is total receipts plus the value of physical change in work-in-progress and output stocks (see Table 22).
(c) Gross product is as defined in Table 22. The total number of whole-time man-equivalents engaged in agriculture is estimated for,this series from the total number of full-time, part-time and casual workers, salaried managers, farmers, partners anddirectors returned in the annual June Censuses, weighted by the estimated average annual hours worked.



T able 25
Agricultural land prices and farm rents

Calendar years
1981 1982 1983 1984 1985

(a) («) («)

Agricultural land prices (b) (£ per hectare)
Inland Revenue series

England
With vacant possession 3 418 3 669 3 789 4 058
Tenanted 2 450 2 490 2 404 2 835

Wales
With vacant possession 2 118 2 321 2 737 2 653
Tenanted 940 833 688 (c)

Scotland
With vacant possession 1 834 1 791 1 973 1 942
Tenanted 1 204 1 339 1 080 ||

Northern Ireland
With vacant possession 2 897 2 683 2 866 2 958

Average rents per hectare (d) (Index 1980 = M M
England .. 116.7 132.3 147.3 162.2 172.3
Wales 112.9 135.9 148.3 167.4 169.9
Scotland .. 119.5 142.0 160.6 175.5 187.3
Great Britain .. 117.4 134.8 151.0 167.1 177.3

(a) The figures for the most recent years are subject to revision as detailed below:
Agricultural Land PricesEngland and Wales: 1984 figures relate to the first nine months.Scotland: Figures for the most recent years are based on sales notified up to June 1985.Northern Ireland: Figures for the most recent years are based on sales notified up to September 1985.
Average RentsAll countries: 1985 figures are provisional.

(¿>) The Inland Revenue series excludes sales of less than 5 hectares in England, Wales and Scotland and of less than 2 hectaresin Northern Ireland as well as land sold for development and other non-agricultural purposes. In addition, the series shownfor Scotland refer to equipped farms only and exclude sales of unequipped land, whole estates, land sold for afforestationand inter-family sales. There is a delay between the date on which a sale is agreed and the date on which it is included in theseries. The delay is thought to average about 6-9 monthsin England and Wales and about 3 months in Northern Ireland.The average prices shown in the table for each calendar year relate to sales included in the series for these countries in theyears ending in the following September and March respectively. In the case of Scotland, the problem is overcome by furtheranalysis of information by date of sale. The data for Scotland and Northern Ireland are subject to retrospective revision.(c) Reliable figures are not available due to insufficient sales.
(•d) The indices of average rents for England and Wales are based on an annual rent enquiry and for Scotland on continuing fieldsurveys. In Northern Ireland very little land is rented except under the conacre system.



Table 26
Index numbers of average net farm income per farm in the United Kingdom,

by main types of farming
A  Current Prices

Year Dairy LFA Cattle 
and Sheep

Lowland 
Cattle 

and Sheep
Cereals Other

Cropping
Pigs and 
Poultry

1977/78 .. 61 67 108 39 35 86
1978/79 .. 71 80 125 53 70 124
1979/80 .. 50 42 64 45 78 100
1980/81 .. 58 57 89 55 55 105
1981/82 .. 81 110 116 59 88 134
1982/83 .. 100 100 100 100 100 100
1983/84 .. 66 96 95 105 130 76
1984/85 .. 65 106 64 130 108 188
1985/86 .. 
(forecast)

60 60 30 50 35 125

B Real Terms

Year Dairy LFA Cattle 
and Sheep

Lowland 
Cattle 

and Sheep
Cereals Other

Cropping
Pigs and 
Poultry

1977/78 .. 107 118 188 68 60 149
1978/79 .. 114 128 201 86 114 200
1979/80 .. 70 59 90 63 109 140
1980/81 .. 70 69 107 66 66 126
1981/82 .. 87 118 124 64 95 144
1982/83 .. 100 100 100 100 100 100
1983/84 .. 63 92 91 100 124 72
1984/85 .. 59 96 58 118 98 171
1985/86 .. 
(forecast)

50 50 25 45 30 110

Notes
(a) The data in Tables 26 and 27 are derived from figures collected in Farm Management Surveys by Universities and Agricultural Colleges in Great Britain and by the Department of Agriculture in Northern Ireland. They relate to full-timefarms and to averages weighted by the census distribution of agricultural holdings by type of farming and size of business.More detailed figures will be published shortly.
(b) Net income is the return to the farmer and spouse for their manual and managerial labour and the return on tenant-typecapital in crops, livestock, machinery, etc., but excluding land and buildings. It is calculated before deduction of interest onany farming loans. All farms are treated as rented and an imputed rental value for owner-occupied land is charged as an expense in the accounts. (In Northern Ireland, as rents cannot be imputed with reference to tenanted farms, rental chargesfor owned land and buildings are assessed in relation to estimated sale value.) Stocks of crops and livestock on farms at thebeginning and end of the accounting year are valued at current market prices and net income includes stock appreciationexcept that arising on breeding cattle, sheep andpigs. The accounts relate mainly to calendar years or years ending 5 Apriland the average year-ending date is about mid-Feljruary.
(c) Discontinuities in these series occur in 1982/83 and in 1983/84. In years before 1982/83 farms were allocated to farm typesaccording to the distribution between the various enterprises of their Standard Gross Margin based on 1972-74 average values. In later years Standard Gross Margins are based on updated values (average 1978/80) and this has led to somemovement of farms between types and size groups. The extension of the Less Favoured Areas in 1984 led to the transfer of a number of farms from the lowland cattle and sheep to the LFA cattle and sheep category. Results for LFA cattle and sheep farms in 1984/85 and subsequent years therefore relate to a larger number of farm busmesses than previously.
id) The forecast indices shown for 1985/86 are estimates by the Agriculture Departments based on past survey results and ondata from the agriculture census, market reports and aggregate farm income calculations. The indices should be regarded only as broad indications of possible income developments assuming normal weather conditions between November and the close of the average accounting year in February. These forecasts take account of payments made under the exceptional weather aid scheme and increased rates of hill livestock compensatory allowances to the extent that these fall within the1985/86 accounting year.
(e) Indices in real terms are those at current prices deflated by the Retail Price Index.
if) “LFA cattle and sheep” includes all Hill and Upland (LFA) farm types in the Severely Disadvantaged and, from 1984/85,the Disadvantaged Areas. “Lowland cattle and sheep” mcludes “Cropping, cattle and sheep”.



T able 27

Year ending February 1985
Farm accounts: net farm income for different types and sizes of farm 1984/85

Size of business
Small Medium Large

Type of
farming/country Net Farm Net Farm Net Farm

Number Average Income Number Average Income Number Average Income
of Farm Area (£per of Farm Area (£per of Farm Area (£per

Holdings (hectares) farm) Holdings (hectares) farm) Holdings (hectares) farm)

Dairy
England 8 830 30 3 637 14 069 59 7 717 5 706 156 17 886
Wales .. 2 968 29 3 402 2 799 63 6 725 611 133 20 507
Scotland . 1 576 68 6 641 1 158 140 12 623
Northern Ireland 4 471 34 5 741 1 965 66 18 579

L F A  cattle a nd sheep
England 3 471 99 3 882 2 607 302 11 051
Wales .. .. .. 4 494 90 3 480 2 820 307 14 393
Scotland 5 178 341 4 888 3 243 461 7 661 888 1 250 11 954
Northern Ireland 3 184 66 5 444

L o w l a n d  cattle a nd sheep
England 3 621 118 6 291 1 073 204 8 374
Scotland 533 85 7 133

Cropping
England 11 020 44 2 672 12 019 83 11 683 13 701 256 42 480
Scotland 1 663 85 2 521 1 591 215 11 763

Pigs an d  poultry
England 1 866 19 34 594 1 297 111 63 747

Notes(a) See notes to Table 26.
(b) Size of business is measured in British Size Units (BSU) based on Standard Gross Margins calculated on a regional basis per unit of crop area and per head of livestock. 1BSU equals 2,000European Currency Units of Standard Gross Margins at average 1978-80 values. The size groups are as follows:Small 4-15.9 BSU (8-15.9 BSU in Scotland for non-LFA farms)Medium 16-39.9 BSULarge 40 BSU and over (inEngland and for cropping farms in Scotland)(40-99.9 in Wales and for types other than cropping farms m Scotland).
(c) Number of holdings at 1984 June Census. For the LFA cattle and sheep and lowland cattle and sheep types, numbers of holdings have been adjusted to reflect the extension of the LessFavoured Areas during 1984.
(d) Average farm area includes rough grazing.



Table 28
Public expenditure under the CAP and on national grants and subsidies (a) 

April/March (financial years) £ million

1981/82 1982/83 1983/84 1984/85 1985/86
(forecast)

I Market regulation under the C A P  
(i) Expenditure by the Intervention 

Board for Agricultural 
Produce(b)
Cereals .. 242.7 337.2 120.8 370.5 636.0Beef and veal 41.8 93.8 263.9 343.2 322.2
Pigmeat .. -33.0 -39.8 - 14.8 - 10.6 -10.4
Sugar 35.6 60.6 53.2 83.4 83.9Processed products 16.7 27.4 28.3 32.8 37.0
Milk products 168.8 342.5 561.3 251.4 363.8Oilseeds .. 51.2 76.3 87.2 49.2 120.3
Sheepmeat 72.2 126.1 158.3 113.3 95.9
Others (c) 16.4 19.4 21.0 26.9 40.2

Total (i)............ 612.4 1 043.5 1 279.2 1 260.1 1 688.9
(ii) Expenditure by the Agriculture 

Departments
Milk Non-Marketing Premiums 21.2 17.8 13.3 12.6 2.4
Suckler Cow Premium Scheme 16.9 16.4 15.7 27.3 28.1
Annual Premium on Ewes (d) .. 28.1 21.4 66.3 76.7 173.6

Total (ii).. 66.2 55.6 95.3 116.6 204.1
Total I ............ 678.6 1 099.1 1 374.5 1 376.7 1 893.0

Against which receipts from
E A G G F  ............ 698.6 783.7 1 132.9 1 120.1 1 253.4

II Price guarantees (e)
W o o l ............ 7.5 6.2 0.6 -7.8 0.3Potatoes .. 9.6 1.9 9.3 7.6 7.5

Total I I ............ 17.1 8.1 9.9 -0.2 7.8
Ill Support for capital a n d  other 

improvements
Agriculture and Horticulture
Development Scheme (/) (g) 85.7 100.3 104.1 93.2 71.5Guidance Premiums 6.5 5.5 4.0 3.6 3.1

Farm accounts............ 2.3 1.9 1.4 1.0 0.9
Farm structure .. 0.6 0.6 0.5 0.5 0.5
Northern Ireland Agricultural
Development Programme (g) -— 11.2 9.6 13.4 4.9

Agriculture and Horticulture
Grant Scheme (g) (h) 76.5 83.6 96.2 85.1 57.9

Agriculture Improvement
Regulations (g) — — — —

Agriculture Improvement
Scheme (g) — — — _

Co-operation grants 2.1 2.4 3.8 4.5 4.6
Others (i) 0.2 0.5 1.0 1.6 1.6

Total III 173.9 206.0 220.6 202.9 144.9
Against which receipts from
E A G G F  Or)............ 26.8 46.4 30.0 32.3



Table 28 (continued)
Public expenditure under the CAP and on national grants and subsidies (a) 

April/March (financial years) £ million
1981/82 1982/83 1983/84 1984/85 1985/86

(forecast)
IV Support for agriculture in special 

areas
Hill Livestock Compensatory 
Allowances:

Sheep
Cattle . . . .

Additional benefit under AHDS, 
NIADP, AHGS, AIR and AIS .. 

Others (k ) ..
Total I V ............

Against which receipts from 
E A G G F  ( j ) ............

47.4
37.1

16.6
1.7

50.3
38.0

28.7
2.6

52.6
38.9

26.4
5.6

53.9
39.9

28.4
7.5

62.5
47.9

25.8
6.9

102.8 119.6 123.5 129.7 143.1

17.0 21.1 21.0 22.5 23.0
V  Other payments

Milk Outgoers Scheme 
Weather Aid Scheme 1985

Total V  ............

_ ___: — 5.2 9.6
16.9

| —  i — — 5.2 26.5
Total I to V .................

Against which receipts from 
E A G G F  ............

972.4 1 432.8 1 728.5 1 714.3 2 215.3

742.4 804.8 1 200.3 1 172.6 1 308.7

(a) This table excludes expenditure which may benefit farmers but where the value to them is not shown by the expenditure (e.g. expenditure on animal disease or on research, advice and education). It also excludes most expenditure on agriculture in Northern Ireland, borne on the Northern Ireland Consolidated Fund. It does, however, include some expenditure which benefits consumers and trade interests rather than producers. The figures for years up to and including 1984/85 represent actual expenditure recorded in the Appropriation Accounts. The figures for 1985/86 are the latest estimates of expenditure.
(b) The figures are made up of several elements and include refunds on intra-Communitv trade, import and export refunds on third country trade, the beef and sheep variable premium schemes (net of clawback for sheepmeat and charges on beef exported and sold into intervention), aid for private storage and animal feed, certain other marketing and production subsidies and the cost of purchasing commodities into intervention less proceeds from sales. The figures are also net of other receipts treated as negative expenditure, namely monetary compensatory amounts levied on intra-Community trade (in the case of pigmeat these exceed expenditure) and the co-responsibility and supplementary levies on milk producers. Receipts from levies on the production and storage of sugar and isoglucose and on third country exports, which are regarded as Community Own Resources, are excluded. The figures include the EC butter subsidy, which ended in May 1985, and the United Kingdom share of the EC school milk subsidy scheme.
(c) Includes eggs, poultrymeat, fruit and vegetables, hops, herbage seeds, dried fodder, peas and beans, fisheries, flax and aid to beekeepers. Also includes expenditure on products covered by the CAP but not produced to any significant extent in the United Kingdom (olive oil, rice, wine, grapemust and hemp).
(id) Takes account of a change in 1986 in the start of the marketing year for sheepmeat which may mean that the 1985 sheep annual premium payments are paid in full before the end of the financial year 1985/86.
(e) Payments in respect of wool andpotatoes relate partly to the clip or crop of the year indicated and partly to the clip or crop in the preceding year or years. The negative figure for wool reflects the stabilisation arrangements with the British Wool Marketing Board whereby advance payments made by the Exchequer are repayable from later surpluses when auction prices are above the guaranteed price.
(f) Includes the Farm and Horticulture Development Scheme.
(g) Farmers in special areas are also eligible for additional assistance under the Agriculture and Horticulture Development Scheme, Northern Ireland Agricultural Development Programme, the Agriculture and Horticulture Grant Scheme, the Agriculture Improvement Regulations and the Agriculture Improvement Scheme. The estimated benefit is shown separately in Section IV of the table.
(h) Includes the Farm and Horticulture Capital Grant Schemes.
(i) Includes loan guarantees, grants for agricultural drainage in Scotland and producer organisations (provision for these items was included in the 1985/86 Supply Estimates), grants for milk pasteurisation equipment and farm structure loans.
(j) The receipts from the Guidance Section of the European Agricultural Guidance and Guarantee Fund do not relate to expenditure incurred during the financial year but mainly to expenditure incurred in the calendar year preceding the financial year.
(k) Includes grants for forage groups, integrated development programme for the Western Isles, producers in the Scottish Islands and crofting improvements. Provision for these items was mcluded in the 1985/86 Supply Estimates.

The individual figures may not add up to the totals shown due to roundings.



Table 29
Commodity price trends (a)

Calendar years

1981 1982 1983 1984 1985
(forecast)

Wheat Ex-farm price 
(£ per tonne)

108.92 113.74 123.66 111.64 110.49

Barley Ex-farm price 
(£ per tonne)

100.45 108.65 122.40 112.91 105.97

Oats Ex-farm price 
(£ per tonne)

97.42 101.32 111.20 120.64 101.56

R y e Ex-farm price 
(£ per tonne)

100.97 108.43 120.65 117.15 115.87

H o p s Farm-gate price (b) 
(£ per tonne)

2 636 2 754 3 140 3 304 2 391

Potatoes Farm-gate price (c) 
(£ per tonne)

62.97 78.08 81.89 101.20 46.47

Sugar beet Producer price (d) .. 
(£ per tonne)

27.74 27.15 31.07 29.02(e) 31.90

Oilseed rape Market price 
(£ per tonne)

255 270 310 275 280

Apples: Wholesale market price (/) 
(£ per tonne) Dessert 

Culinary
334270 306279 367280 373318 356287

Pears Wholesale market price (f) 
(£ per tonne) Dessert 281 333 315 314 319
Tomatoes Wholesale market price (/) 
(£ per tonne)

475 431 543 557 507

Cauliflowers Wholesale market price (f) 
(£ per tonne)

207 211 238 217 254



Table 29 (continued)
Commodity price trends (a)

Calendar years

1981 1982 1983 1984
1985

(forecast)
Cattle (store) 1st quality Hereford/Friesian (£ per head) bull calves (g)

1st quality yearling steers 
beef/dairy cross (g)

Cattle (fat) All clean cattle 
(p per kg liveweight)

107

275
88.73

125

313
98.30

124

326
95.88

124

330
95.90

129

345
95.34

Sheep (store) 1st quality lambs, hoggets (£ per head) and tegs (g)- 
Sheep (fat) yi)
(p per kg estimated (/) .. .. 
dressed carcase weight)

30.2
153.3

33.0
152.7
173.0

33.4
146.5
180.5

35.3
166.5
179.3

36.4
172.2
175.5

Pigs (clean) Market price 
(p per kg deadweight)

93.70 97.07 92.58 107.70 102.90

Broilers Wholesale price 
(p per kg)

91.6 92.8 99.5 104.2 99.2

Milk Net return to producers (j) 
(p per litre)

13.79 14.81 15.03 14.99 15.53

Eggs Producer price (k) .. 
(p per dozen)

40.7 38.8 35.5 44.7 41.0

W o o l Producer price for clip (/) .. 
(P per kg)

89.5 89.2 90.0 94.1 101.3

(a) This table gives indications of weighted average prices at the first point of sale. The series do not always show total receipts by farmers; for some commodities additional premiums or deficiency payments were made to achieve support price levels. Prices relate to the United Kingdom unless otherwise stated.
(b) Paid by English Hops Ltd to growers in England. Hops are not grown elsewhere in the United Kingdom.
(c) Paid by registered merchants to growers for early and main crop potatoes.
(d) Paid by British Sugar pic to growers.
(e) This figure is provisional because the price paid for “C” sugar production carried over into the 1985/86 marketing year is not yet finally determined.
(f) In 1981 England and Wales; from 1982 onward, England only.
(g) Average prices at representative markets in England and Wales but, in the case of sheep, excluding prices at autumn hill sheep sales.
(h) Market prices in Great Britain for animals certified under the Sheep Variable Premium Scheme. In 1981 prices related to the United Kingdom.
(/) Northern Ireland unweighted average market price obtained from the four live auction centres used for EC price reporting purposes.
(j) Derived by dividing total value of output (Table 22) by the total quantity of output available for human consumption (Table 16).
(k) All Class A eggs weighted according to quantity in each grade.
(/) Paid by the British Wool Marketing Board to producers.
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14^^m^iry 1986

CABINET

&  CHANNEL FIXED LINK

X *  y the Secretary of State for Transport

The Sub-Committee on̂ j§W^iic Affairs of the Ministerial Steering 
Committee on Economic^K^a^gy (E(A)), in considering the Channel Fixed 
Link on 8 January (E(AA^^%nd Meeting), invited me to explore the 
possibility of collaboraffon between the Channel Tunnel Group (CTG) and 
Channel Expressway (CE) and also between EuroRoute and CE. The objective 
was to establish whether a drive-through capability could be maintained 
with the CE scheme put on a more reliable basis by inclusion of one or 
both of the more established group^in the project. This note reports on 
the results of this initiative, i l l l  further developments including a 
further meeting with the French of Transport.

2. Over the period 8-10 January I ^ ^ ^ w o  meetings with Sir Nicholas 
Henderson of CTG, and one each with M®^TO»ood of CE and Sir Nigel 
Broackes of EuroRoute. Telephone disciSsijW| continued over the weekend.

a. CTG have robustly defended their in terms of its appeal
to the traveller, its low risks atm ̂ ts ^inanceability, and have 
refused outright to collaborate wit^^E or EuroRoute. They have 
themselves examined a drive—through tunnel scheme and have 
concluded that at £4.2 billion (including a single rail tunnel) 
it would be unfinanceable, but they have offered to consider 
building one later if it appears to them feas^^e and 
justifiable.

b. The only collaboration that EuroRoute were pre^l^^to envisage 
with CE was that CE could act as the operator ol^the iuroRoute 
project after it was opened.

c. CE would be prepared to co-operate in one way or an^^mgmn.th 
either CTG or EuroRoute.

On this information, I have concluded that there is no scope to b ^ n ^  t^  
groups together.



3. I have also given consideration to ways of reducing the risks of the 
k  CE project. Mr Sherwood is willing to commence this project with a trial 
J^bored tunnel through the difficult ground on the French side, keeping open 
(^%he possibility of reverting to a CTG-type shuttle project if the

technical difficulties of constructing large tunnels proved too great. 
^HB^this would not represent a clear decision to proceed with a single 
^poject, and there would also be difficulties of law and propriety in 
a^Prog CE to fall back to another promoter's project.

4. I have also asked CTG whether they could improve their offer by 
adding drive—through tunnels to their scheme at a later date if traffic 
increases and if technical uncertainties are resolved to the point that 
such an ext^kion becomes financeable. CTG have not yet offered any 
commitmenAX%his, but I am trying to extract some undertaking by 
suggesting vBfhh&ii that it would help them to be selected.

5. I held a^fijjW%r meeting with the French Transport Minister on 
Monday, who is ^ui^^^king on the basis of instructions from the French 
President. Pre^2eK%Mitterrand is very anxious for a final decision on 
20 January; his f^^B^fcoice would be EuroRoute, and his second CTG. The 
French say that the^fJB^iot prepared to contemplate the delay involved in 
a proper test of the^^^^d^cial market between CTG and CE, a concept which 
they still seem unableto comprehend. CE remains entirely unacceptable to 
the French for reasons miich are not quite clear. They have doubts about 
the practicality of the scheme, as well as disliking Mr Sherwood 
personally. They could accept him as the operator of CTG's shuttle 
trains.

6. I do not believe we have option other than one of the
following:

a. To accept CTG, after obtSh^^ltfrom them the best possible
undertakings we can about ^ ^ : e r  provision of drive-through 
capacity. (My officials are^i^issing with the French possible 
conditions which we might put ^o )

b. To insist on CE, or on putting n B a ^ c e  between CE and CTG to 
the financial markets to decide.

7. Option a is regarded by both us and the French as the lowest common 
denominator. We would be criticised for not choosing a drive-through 
option - public opinion in the United Kingdom appears to be in favour of a 
drive—through Link. We would also be accused of rushinA^bhe decision and 
caving in to the French in order to help the French SAcia^ist Party's 
electoral ambitions.

8. Option b involves being prepared to see the postponement of the
announcement of the decision on 20 January in Lille. The ^^^i^^Minister, 
summing up on 8 January agreed that a decision of this magironji^^hould 
not be constrained by a very limited timescale. The French great
store on the announcement being made on 20 January. It is pod^U^M^^hat 
they would give way to us if we pushed them to the limit. If not
give way to us, postponement would be damaging to them but we wowc oe



applauded for refusing to be rushed into what the public generally regard 
%  as the wrong decision. But this option obviously opens up the possibility 
^|bf no agreement being reached in the foreseeable future, and of no Link 
f m ing built within our timescale.

^ 5 ^ C W a 1 though it is a risky course, my preference is for insisting on CE.
that the French would ultimately find a way either of accepting 

CE^^^at least agreeing a market test.

10. There are a number of points, including those raised by the Chief 
Secretary, Treasury, that we are trying to get the French and the 
promoters to accept while we still have negotiating leverage. The most 
important ora.kese is the arrangement for the procurement, operation and 
revenue-sh^J^f high-speed through trains by a joint venture of BR and
SNCF.
P H  In these SircuTjSstances it is impossible to produce the White Paper by 
January 20, altll^W^ am continuing to work on it so far as possible. I 
believe it’bette^to^oduce a really good document once the decision has
been taken.  ̂EHN R

Department of Transport &

14 January 1986 Q.
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CABINET

SCHOOL TEACHERS' PAYmm
Memĉ r̂ d̂jim by the Secretary of State for Education and Science

A provisional agreement has been reached, under the Advisory Conciliation 
and Arbitration Service (ACAS) conciliation, in the England and Wales 
teachers' disputey^?he main elements are:

i. a pay rnfcreajke from 1 April 1985 of 6.9 per cent, rising to 
8.5 per cent fr^fc^J^diarch 1986;

ii. an end to ai/jpw&ion;

iii. an ACAS-managed iation for 1986 across pay and other
conditions of service Q&£sypropose to appoint three individuals to 
"assist" the negotiationAXX/^\

2. The provisional agreement iSs'op'ftween the management and teachers' 
sides of the Burnham Primary andN̂ ramp^ary Committee. Agreement to formal 
adoption is now being sought on bot/tf^J&es through consultation with all 
Local Education Authorities (LEAs) and^ixthin the unions. This process is 
expected to take 3-4 weeks, mainly becaj^e the National Association of 
Schoolmasters/Union of Women Teachers p^otSa^es to ballot its membership. 
The National Union of Teachers (NUT) (theyTiartest union but now a minority 
within the teachers' side of Burnham) is party to the provisional 
agreement, and may continue disruption evei^if the deal is formally 
adopted and implemented.

3. An end to disruption in the schools is urgearfy^needed. There are 
two snags about the agreement itself. The first its K/ie cost. The second 
is the probability that the resulting 1986 negotia^j^Jr^kill fail to 
deliver the Government's objectives of a better payU^Tputrure linked with 
the clarification of teachers' duties.

Government Response

4. The Ministerial Group on Teachers' Pay (MISC 122) has ramdVdered how 
we should respond to this agreement. We have no power to prwgajr^the 1985 
pay increase. But there can be no question of making additionaiT^fcources 
available for teachers' pay except within the publicly offered
million for 1986-90 on the stated conditions. The LEAs must thex^Sor^ 
face the financial consequences of the 1985 increase themselves. W|£'eMld



seek to substitute our own inquiry or review for the ACAS-managed 1986 
^Negotiation, with our choice of membership and terms of reference. In 
^^kinciple this could be the l°n8 term route to a satisfactory pay and 
({duties outcome, but its immediate outcome would almost certainly be an end 

provisional agreement and the continuation of disruption, for which 
^¿^rrauld be blamed.

122 therefore agreed that we should allow the ACAS process to 
proc«ed^^oiding any action that could enable us to be blamed if it should 
fail, ̂ mjp^fclear public position should be:

! «  lcome for the prospect of an end to disruption;

ii. Van expectation that if the deal is formally adopted then the 
NUT will also end disruption;

iii. no extta~>resources for 1985-86. The Government's willingness
to provide e/ttr^resources within the £1,250 million for 1986-87 and 
later depends^o^wtcomes from negotiations satisfying Government 
conditions. Jj

6. If the agreement adopted then Department of Education and
Science officials will to be minority members of the management
side of the ACAS-managed<*t>^i&Negotiations. They will ensure that the 
Government's objectives, and£̂ i&i. conditions attached to the £1,250 
million, are fully understoqrfK^n

7. I invite Cabinet to endor^^^^s conclusion 

The Longer Term

8. The ACAS-managed future work ma$Kruj*>into the sand either before
formal adoption or at any subsequent It is therefore right to
develop other options in case they becSojC^icessary. I propose to keep 
under review the possibility of setting ^¿/^feovernment inquiry or moving 
directly to the establishment of a new stv(utory review body for teachers' 
pay and conditions of service (legislationSiould be required for the 
latter) and to develop these options through MISC 122.

9. I invite Cabinet to note this proposed acti/Ml7S\

Scotland ))

10. The ACAS exercise does not directly affect the Rjwitwn in Scotland,
but any new Government initiative in Scotland before t|^£$cXS agreement is 
formally adopted could hinder the adoption process. Th^S^cwetary of 
State for Scotland will shortly be putting proposals to for
possible implementation once the ACAS deal is secure.

Department of Education and Science 

29 January 1986



^HK^ebruary 1986

CABINET

ECONOMIC STRATEGY

t f t  Memorandum by the Chancellor of the Exchequer

The approach^O|^ne 1986 Budget is inevitably dominated by the dramatic 
changes taking^^Pl^k in the oil market. The large price fall that has 
already occurre^yne«^ a sharp reduction in prospective oil tax revenues.

2. The current oil price of $17-18 per barrel is some 40 per
cent below the 6nd~̂ Ŝ̂ S«|irâ r level — a change almost as great as the price 
increases of 1973 anafcJ979. It is hard in current circumstances to make a 
reliable judgment about^^^^^new level at which oil prices may settle. We 
therefore have to consirar the Budget against the prospect not merely of 
greatly reduced oil revenues but also considerable uncertainty about how 
large the reduction will be.

3. Our current estimates sugges^ikthat if oil prices settle at $15 a 
barrel our revenues from the NoMjM^^a will be reduced to £6 billion for 
the next financial year. This clitpares with receipts of £12 billion in 
1984-85. In last year's Medium TlB|rariancial Strategy (MTFS) we expected 
revenues of £lli billion for 1986—

4. There has inevitably been some ti^afi^^^in financial markets as they 
have responded to the oil price change. St^y^ing has fallen by about
7i per cent and there has been persistenW^^ferd pressure on short term 
interest rates. So far we have weathered t^^fc^Llapse in oil prices and 
consequent financial market turbulence pret^^^^J. - though it may not be 
over yet. In so doing we are helped both by^roe underlying strength of 
the economy, xn terms of growth, inflation and the external account, and 
above all by the reputation we have acquired for sound and prudent 
policies.

FISCAL POSITION
5. Faced with this background my judgment is that we n^sj^^pproach the 
Budget with considerable caution. We must avoid going
£7i billion Public Sector Borrowing Requirement figure set»u®in last 
year's MTFS. Indeed there is a strong case for going belo^%t, kearing in 
mind the proceeds of privatisation, estimated at £43/4 billiw next year.

6. Much may change between now and Budget Day. Because non-o^p^^enues 
are now projected to be higher than expected I hope to be able t^aroid a



net increase in taxes in the Budget. But there looks like being little, 
k if any, scope for a net reduction in taxation. We should just meet the 
^^public expenditure planning total set for the current financial year. The 
l^^^eed to cope successfully with the unprecedented situation which the oil 
J ^ ^ i c e  fall has created for the public finances underlines the importance 
%?3^Pfcolding public spending next year similarly within the planning total 

have announced.

EOTNOMIC PROSPECTS

7. But while lower oil prices have a profound impact on what is possible
in the Budget, they should not greatly affect our overall economic
performancei-|although there will be significant changes within the 
economy. fcK^he world as a whole, lower oil (and commodity) prices will 
have benej^K^keffeets in 1986 on the oil-consuming countries. The 
forecast foi^^^^ajor industrialised countries is for the output growth 
averaging 3 p^j caht - a little better than achieved last year. Inflation 
will stay low: mndPad in Germany and Japan it is likely to approach zero.

8. For the UnitOTjJladom. the oil price fall has not caused me to
revise my view that^M8n«will be a further year of steady growth, at an
annual rate of about^^^^kcent, accompanied by declining inflation.
Different parts of the^econWny will be affected in different ways by lower 
oil prices. While the sector will not do so well, manufacturing
industry in particular should benefit considerably.

9. The United Kingdom economy is now in a stronger position to take 
advantage of the opportunities crated by lower oil prices. The 
underlying improvement shows upftS^ number of indicators. Last year 
manufacturing productivity increased by a further 4 per cent. Since 1979 
it has now grown at an average anilu^^ate of 3^/4 per cent. As the table 
below shows, our performance here ^mpares very favourably with the recent 
past; and even with the majority of K :  j^^ncipal overseas competitors.

Output per man houi^^J mWiufacturing 
average annual growth^atesw per cent

1973-7 m  979-85

United States li 2i

Japan Si Si

Germany 3 3 A V IWmmFrance 5 3i

United Kingdom 1 3J/4

10. Capital spending by business has generally been rising f^fcerjthan 
output in recent years and further growth is expected in 1986, 
response to higher profits and continued expansion in output. 
performed well in 1985: indeed, United Kingdom exporters increase tj^r



share of world trade. The prospect is for continued export growth, albeit 
| at a slower pace. Even after the fall in oil prices, another sizeable 
^^urrent account surplus is in prospect for 1986, helped by rising earnings 

our increasing stock of overseas assets. (Our net overseas asset 
iro^tion is now second only to that of Japan.)

^this year is likely to see a significant rise in consumer spending, 
■ni^^^flects rapid growth in real disposable incomes - itself a result of 
th^^igh level of wage settlements in 1984—85 and the reduction in 
inflation expected this year. Earnings are currently rising at or over 
7i per cent. With inflation likely to fall to 4 per cent this year, the 
average employee's pay may rise by some 4 per cent in real terms during1986‘ dl —12. HoweveilRfhis excessive earnings growth remains the chief threat to 
jobs. Despit^^%^fe years of continuous output growth, and a growth in the 
number of peop^^^^ork of over 600,000 since the last election, which I 
expect to continue,, ̂ unemployment is unlikely to show much of a reduction 
while wages rise sjdffhik ahead of prices. The plain fact is that, despite 
our very good prodrc*B^£y record, United Kingdom unit labour costs have 
been increasing muc^mor^^apidly than those of our competitors.

13. Annex 1 sets out figures from the forecast. Annexes 2 and 3 set
out the revenue effects Wc selected tax changes, together with a note on 
the tax burden.

SUMMARY AND CONCLUSIONS

14. The dramatic change in oil has had a major - and adverse -
impact on the public finances; bi^ft very much hope that, thanks to the 
sound financial policies we have bHen%^ llowing, it will prove possible to 
avoid raising taxes overall in the The impact of lower oil prices
on the United Kingdom economy as a whole ^umore neutral. I expect to see 
continuing steady growth for the sixth ye^^^i succession; and lower 
inflation. This is a measure of the str?nj^^f our underlying economic 
performance.

V \15. I seek colleagues' views on the approprra^gjibape of the Budget in 
the light of the circumstances I have outline«!^^ %Treasury Chambers ■

11 February 1986



SECRET
ANNEX 1

SELECTED ECONOMIC INDICATORS

(2)
World GNP, in 
major 7 economies 
(per cent change)

1979

3*

1980
1

1981

1*

1982 

- *

1983

2*

1984

H

1985

2*

( D
1986

3

(2)
UK GDP,
(per cent change)

2* - 2* - 1* 2 3* 2* 3* 3

(2)
Domestic demand, 
(per cent change)

4 - 3* - 2 2* 4* 2* 2 3*

Retail prices Q4 
(per cent change)

17* 15* 12 6 5 5 5* 4

Interest rates 
(average 3-month 
interbank)

13* 16* 14 12* 10 10 12
(3)

13

Current balance 
(£ billion)

- * 3 6 4 3 1 3* 3*

Unemployment 
(UK, per cent 
excluding school 
leavers)

5 6 9* 11 12 12* 13
(4)

13

Sterling Index 87 96 95 90* 83 78* 78
(3)

74*

Oil prices,$, 
North Sea 20* 34* 37* 33 30 29* 27*

(5)
17*

(1) Provisional pre'-Budget figures.

(2) At constant prices.

(3) February 7.

(4) Not a forecast. Figures based on assumptions in PEWP.

(5) Brent price for delivery in March, as of February 7.



R E V E N U E  EFFECTS O F  T A X  C H A N G E S  

A. Direct Taxes: Indexation

The RPI increased in the year to December 1985 by 5.7 per cent. With indexation by this 
amount and statutory rounding, the figures for the main allowances and other thresholds 
would be:

Personal allowances 1985-86 1986-87
£ E

Single and wife's earned income allowance 2205 2335
Married allowance 3455 3655

Bands eg
30^r rate 0-16200 0-17200
60^ over 40200 over 42700

The total revenue costs of indexation of income tax (reflected in the forecast) are £1140m 
in 1986-87, and El490m in a full year, at forecast 1986-87 prices and incomes.

B Indirect Taxes: Indexation

The effects of 5.7 per cent revalorisation of the exercise duties (including V A T  effects, 
price changes rounded) are as follows:

Revenue effect
Typical Price Change (1986-87 prices) RPI impact

Em Em

Beer lp/pint 100 0.07
Wine 5p/70cl light wine 20 0.02
Spirits 31p/bottle 45 0.04
Tobacco 5p/20 King size 150 0.14
Petrol 5p/gallon 260 0.13
Derv 5p/gallon 65 nil
V E D  £5/car 100 0.05
Overall effect (reflected in forecast) 740 0.45

Note: First year and full year revenue effects are virtually identical.

A N N E X  2



E million at forecast 
1986-87 income levels

I N C O M E  T A X  1986-87 Full Year

Allowances and Thresholds
l̂ c above indexation on all statutory allowances 210 175
l*o above indexation on all statutory allowances
and thresholds 245 190

Rates
Change basic rate by lp 1175 975

C O R P O R A T I O N  T A X
Change main rate by 1 percentage point 180 310

Change small companies' rate by 1 percentage point 16 30

O T H E R  T A X E S
Change V A T  rate by 1 percentage point*^ 700*^ 92 5

^  A l*o change in the V A T  rate would change the RPI by 0.5*c. 
jraj Provisional forecast

C. R e a d y  Reckoner: Illustrative T a x  C h a n g e s



I A N N E X  3
T H E  T A X  B U R D E N

Since the Government came to power total taxes and NICs as a proportion of G D P  at market 
has risen by about 5 percentage points, though the ratio has fallen slightly since 1981-8?. 
The figures are as follows:

Table 1

Total taxation* as a %  of G D P  (market prices)
1978- 79 33.9
1979- 80 35.?
1980- 81 36.4
1981- 8? 39.3
198?—83 39.1
1983- 84 38.6
1984- 85 39.?
1985- 86 (estimate) 38.7
1986- 87 (assuming indexation) 38.6

* Including NICs and the local authority rates.

Personal sector

?. Despite reductions in income tax, total personal taxes (direct and indirect, including 
employees' NIC and domestic rates) in 1985-86 are about £15 billion higher in real terms (ie 
1985-86 prices) than they were in 1978-79. For income tax and national insurance 
contributions the following table shows how the proportion of gross pay they represent has 
risen, particularly for the low paid:

Table ?
Income tax and NICs as a °?c of gross earnings*

i average earnings Average earnings ? average earnings 
1978-79 16.0 ?7.8 31.4
1981-8? 20.8 ?9.3 3?.?
198?-83 20.8 29.8 3?.3
1983- 84 20.1 29.6 31.7
1984- 85 19.3 29.2 31.5
1985- 86 (estimate) 19.0 29.0 31.5
1986- 87 (indexation) 19.3 29.1 31.7
* Adult male earnings (all occupations). Married couple, wife not working: the couple are 
assumed to have no children, to avoid distortion of the figures from the abolition of child 
tax allowances.



3. These figures reflect the rise in the standard employees' NIC rate from 6}^f to 9^. 
The lower rates introduced in the 1985 Finance Act do not affect the cases shown. So far as 
income tax is concerned, personal allowances have increased by over 19^ in real terms since 
1978-79 and have increased slightly faster than earnings. The basic rate has been reduced 
from 33p to 30p, but the 25p reduced rate band has been abolished.

4. As the table shows, indexation of allowances in the Budget would lead to a very slight 
rise in the proportion of incomes taken in tax and NIC. This is because earnings are assumed 
to rise by 1 %  compared with the indexation percentage of S.T%.

5. Since 1978-79 total taxes paid by businesses (outside the North Sea) have fallen 
slightly as a percentage of GDP. Within this total, the major change has been a fall in 
employers' NIC and NIS as a percentage of GDP, partially offset by an increase in business 
rates, and 'other' taxes as the following table shows:

Taxes paid by businesses £bn in 1985-86 prices 
(figures in brackets are ̂ rs of GDP)

Taxes on Employers' 
self NIC

Corporation employment and 2
tax incomes NIS Rates Other Total

1978-79 7.1 2.4 9.9 4.7 3.7 27.7
(2.2) (0.7) (3.1) (1.4) (1.1) (8.6)

1985-86 (estimate) 8.2 3.1 8.0 5.9 4.8 30.0
(2.3) (0.9) (2.2) (1.7) (1.4) (8.4)

1. Excludes North Sea, but includes A C T
2. VED. car tax, road fuel duty, duty on rebated oils, capital taxes.



CABINET

DISPOSAL OF RADIOACTIVE WASTE 

^^^^morandum by the Lord President of the Council

The Home and^^Sjl^^l Affairs Committee (H) has discussed radioactive waste 
disposal on f^^Wcasions since November 1984. A decision is now needed 
urgently on the^klMtion and announcement of a shortlist of sites for 
disposal of low l30^%nd short-lived intermediate level wastes. On 
behalf of the Committee,il am reporting the considerations to Cabinet.

THE TECHNICAL BACKGR^p
2. Low level and shortlived intermediate level wastes can be disposed
in relatively shallow sites, protected by concrete and clay. The 
longer—lived intermediate level wastes need to be disposed deeper 
underground. In both cases, one of the major points made by objectors is 
the danger that water will penetr^K to the waste itself, will become 
radioactive and will then leak tÉMfth the successive protective layers 
into the local drainage system. of minimising water-problems is
to site the disposal facility clo^^HIj^^^ie sea, so that any watér draining 
from it will go quickly into the seyAc$*|e diluted there. The French 
have adopted this technique. The Minis t ^ o f  Agriculture, Fisheries and 
Food are concerned about the possible^S^^^^ of the drainage of 
radioactive water from inland sites on f^W^cultural land and therefore 
would prefer a coastal site.

3. A Ministry of Defence (MOD) requirementneed£ to be borne in mind.
The MOD already has in storage one decommissioned nuclear submarine. They 
expect another two by 1992. The reactor casings of these submarines will 
require the same standards of disposal as low level waste, but, because of 
their great size and weight, they would be most easily transported by sea 
to a coastal site and moved a short distance inland to Abeir burial point.

4. The alternative to disposal of this form of radi^pcti^^; waste, either 
on an inland or a coastal site, is to store it. This i^vo^s building 
large, above-ground facilities in which the waste can hectored and 
monitored. This is the technique adopted for the much sma^^rM^lumes of 
high level waste. It has been clear at least since the sij^k-j^ort of 
the Royal Commission on Environmental Pollution in 1976 that ▼ci^^^fic 
opinion does not think that this is necessary for low level wa^s.j^Last 
year's report by the Radioactive Waste Management and Advisory Comi|i^^e 
emphasised that "There is no technical advantage in delaying

^P^^bbruary 1986



either low level waste or intermediate level waste ... and no technical 
I barrier to their disposal". That is the view that underlies Government 
▲evidence to the Sizewell Inquiry and which, on present assumptions, must 
L»nderlie evidence to the forthcoming Dounreay Inquiry.

^^^SGARCH FOR SITES

most recent Government statement was made in the House of Commons 
on^4 January 1985 by the then Secretary of State for the Environment, 
following discussion in H. Mr Jenkin said that the Nuclear Industry 
Radioactive Waste Executive (NIREX) would be required to carry out 
geological investigations of at least three possible sites for each type 
of depositony^that for short-lived wastes, NIREX would be required to 
select an<*ann||unce as soon as possible two possible sites in addition to 
one airoaHW ^ er, discussion at Elstow in Bedfordshire; and that NIREX 
should start^H^j^earch for alternative sites for deeper-level facilities, 
on which furtlrofflf^k was needed on the technical options. Mr Jenkin 
proposed that tl^^p«cning permission for the geological investigations 
should be conferrad^Nka Special Development Order that would be debatable 
in Parliament.

6. Since January l^^NT^gX have limited their search to sites in public 
sector ownership. (This^d^Lows earlier trouble over a promising site 
owned by a private sectOT company.) In view of the considerations 
summarised in paragraph 2 of this note, NIREX have also sought to include 
coastal sites in their shortlist, and this is generally known to 
interested parties.

7. Following the canvassing o W ^ J ^ u s  possibilities, the list submitted 
by NIREX for the shorter-lived waKgflkaow consists of Elstow 
(Bedfordshire), Fulbeck (Lincolnsl^R|^^$radwell (Essex) and South 
Killingholme (Lincolnshire). The f»|iiM|wo are coastal sites.

8. A majority of H, regarding the m ^ t i^^^ one of nuclear policy, 
appeared to favour the NIREX proposal. ^M^boposals submitted by NIREX 
envisage that the explorations would tak̂ l̂2i||ĵ L months: thereafter, 
decisions could be taken to focus on one o^krab^Lsites for a full planning 
inquiry. Any further delay in settling our v^ste^disposal plans could 
lead to a reopening of, or a challenge to, th^^izewell Inquiry, which 
could result in delay to the further development of the nuclear power 
programme. This would be very damaging to the United Kingdoc nuclear 
industry, which is already in difficulty.

9. My Cabinet colleagues will appreciate the contro^eVA that would
inevitably arise in the areas affected by this decisi^. it were felt
that the pressures would be of such an order as to make^H^^possible to 
proceed with the explorations of the four sites, it might^jip^sible to 
set up an authoritative new study of the whole question of 1 radAactive 
waste disposal. But the majority of H felt that delay woul^^mwge the 
interests of the nuclear industry.

m



CONCLUSION

Since what is at issue here raises questions of major national 
^JJtoortance, H thought it right to submit the matter to Cabinet for final

d&PlLsion.

\Privy Council O f f ^ R k ® ^
m m

12 February 1986



CABINETmm —^  X A s  GREEN PAPER ON PERSONAL TAXATION

Memorandum by the Chancellor of the Exchequer$P —In my Budget speech last year I promised to publish a Green Paper on the 
reform of personal taxation, and outlined the ground it would cover and 
the general approach it would take (see Annex).

2. I now attacn/aBraft Green Paper which has been agreed by an ad hoc 
group under the o^irjsanship of the Prime Minister. Subject to 
colleagues' approvaNN V)propose to publish it on Budget Day this year.

THE CASE FOR REFORM

3. Since 1979, we hav<PmhJi^^ great deal of progress in reforming many 
aspects of the tax system,/J*«jXthe aim of creating a simpler and fairer 
tax structure and one that ¿^mWre favourable to enterprise, growth and 
employment. In particular, 'fci^t^oduced a fundamental reform of the 
corporate tax system in my 198M^^ket. But we have not yet tackled the 
personal income tax system, whrw^asmains essentially as it emerged after 
the war, forty years ago. And tnigi^^\despite the fact that there is 
growing dissatisfaction with the pi'esjedw. system, as was very clearly 
brought out in the responses to the<ifie^Chancellor of the Exchequer's 
Green Paper, "The Taxation of Husband^fuL-Wife". (Cmnd 8093), published 
in 1980.

4. Although there is no clear agreemenMon what should replace it, the 
present system is almost universally seenMs unfair and indefensible. In 
particular, the fact that a wife's income is deemed to be that of her 
husband is widely resented by married women.

THE GREEN PAPER

5. Part I of the Green Paper describes, without i^swBM^ent, a system of
allowances under which everyone would have a tax all^koc^ in their owiĵ 
right; and where one partner in a marriage could trans£j£/£he balance of 
that allowance to their spouse, if they had insufficien^S^c^me of their 
own to use it up. Such a system would be better attuned tp/ttre life cycle 
of families. Most married women nowadays take paid work a\*ood part
of their working lives. But the present tax system is- haro^frC^JKmarried 
couples at just that time when they have the responsibility crfx^jypung 
family and the wife is least able to take paid work. As parag^ap^yS. 23 of 
the Green Paper illustrates, the proportion of a couple's incom^W^^i in
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tax typically increases when a wife gives up work to have a child, and 
falls again when she resumes paid work. Under transferable allowances, a 

> couple's tax allowances would not depend on whether a wife was working, so 
\̂t;he proportion of a couple's income taken in tax would not increase when 
/ ĵ he wife was unable to take paid work.

Though this is not, of course, its principal rationale, a move to 
'vtr̂ rtî ferable allowances can be presented as a coherent package with the 
fJ^i&Uxis in the Secretary of State for Social Services' Social Security 
Bi3U^J)y\providing a structure in which any subsequent increase in 
allo^rfcek would take more people out of the poverty and unemployment 
traps possible under the present system for the same cost.

7. Par^/^%f the Green Paper describes other changes designed to ensure 
privacy an^independence for married women in tax matters and end all the 
existing tasfc penalties on marriage. These include the independent 
taxation of investment as well as earned income.

8. Part III of/fire^Sreen Paper discusses, again without commitment, a
number of other (*>ss*T>le long term changes to the tax system. It 
considers in partrafi^Nthe relationship between tax and social security, 
a subject in which considerable Parliamentary interest. Complete
integration is shown'^Sfoe.impractical — but also undesirable because it 
would blur the distinct4«0hetween earnings and benefits. But there is 
sc-ope for rationalisatiS^^C\jae Secretary of State for Social Services 
proposed changes already g o ^ ^ e  of the way, and we should ensure that 
opportunities for closer a<̂ rrfteiit of the two systems are taken whenever 
it is sensible to do so.

9. Other possibilities discu^M/^re the scope for integrating income
tax and employees' National Inst^ffl/^contributions (a change which would 
gravely weaken the contributory p^p*ir£le); and moves to self assessment 
and a non-cumulative system of Pay Earn (PAYE).

PRACTICAL IMPLICATIONS

10. None of the ideas in this Green Papi^^ire for this Parliament. A 
move to transferable allowances is depenafc^t on computerisation at the 
Inland Revenue, and, should we wish to go ahead, the change could not 
begin before 1990 at the earliest. But the computerisation of PAYE is now 
well under way, and if we wish to take the opportunity to reform the 
structure of personal tax we need to plan for it^in^dvance; hence the 
need for a Green Paper now.

11. Any tax reform necessarily involves gainers arra^&M^rs, at least in
relative terms, and a move to transferable allowancey^^^^exception 
(although of course the same couple might well be gaiire^^a^one period in 
their lives and losers at another). This means that, in^pv^^ice, it is 
most unlikely that we will want to implement the reform such a
way that no couple would suffer a reduction in cash terms
allowances during the period of the change. This would invoi^jiv&aging 
the introduction of the new system over a number of years, to\«p^^d its 
cost. The Green Paper explains how this would be done.



12. It also means that the reform can be introduced only as and when
V resources permit, given competing claims on resources which will need to 

be assessed at the time. •
m Ir JCDNCLUSIONS

believe that the reform of personal income tax described in this 
\toefonf Paper would be attractive to a wide range of political opinion, both 
witWrtp<and outside the party - and especially to women voters. The 
resfron^Nxo the then Chancellor of the Exchequer's Green Paper showed that 
ther^is^A substantial body of opinion in favour of radical reform of the 
person^P^£ax system. Informed opinion is aware of the opportunities 
created^J^che computerisation of PAYE. Since my Budget speech there has 
been sustifcnx&d and generally favourable interest both in the press and the 
party in irfticipation of the Green Paper.

14. Subject to detailed drafting amendments, 1 seek colleagues1 agreement 
to publication of the Green Paper on Budget Day.%% I%Treasury Chambers 'X

21 February 1986 L / ' y K
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( f  E X T R A C T  F R O M  H A N S A R D .  T U E S D A Y  1 9  M A R C H ,  V o l  7 5 .
^  C o l  7 9 4  - 7 9 5

TAX REFORM
Mr. Lawson: I now turn to taxation.
This Budget carries forward the theme of tax reform I There is therefore a strong ease for changing to a new

set out last year. Reform designed to make life-a link " system of personal allowances more suited to today’s
simpler for the taxpayer. And above all reform designed economic and social needs. Under this, everyone, man or
to improve our economic performance over the longer woman, m a m e d  or single, would have the same standard
term, on which the jobs of the future will depend. allowance; but if either a wife or a husband were unable

In m y  Budget last year I announced a radical reform of to make hid use of their allowance, the unused portion
the corporation u x  system. This bad been preceded by the could be transferred, if they so wished, to their partner.
Green Paper oo corporation tax issued by m y  predecessor This reform would produce a more logical and
 ̂19S2. straightforward system. Far more people could be taken
I a m  satisfied that the right way to proceed with major out of the poverty and unemployment traps, and indeed

tax reform is to issue a Green Paper first, as a basis for full taken out of tax altogether, for a given sum of overall tax
and informed discussion, followed by legislation when the relkf than is possibk uoder the present system, ft would
results of that discussion have been fully digested. end the present discrimination against the family where the

I therefore propose to issue a Green Paper later this year wif* f**l* nslrt to stay at home, w h k h  increasingly
oo the reform of personal income tax. nowadays means discrimination against the family with'

The computerisation of P A Y E  makes this the right time young children, 
to review the system of personal taxation. Most of the Husbands and wives would each be taxed separately oo
work will be complete by the end of 1987 and the full tbeir own income irrespective of the income of the other, 
range of facilities wfll be availabk by 1989. The Green The aggregation for tax purposes of a wife’s earned
Paper will therefore discuss a range of options opened up income and investment income with her husband’s would
by computerisation, from non-cumulation to closer cod, thus removing what has become an increasing source
integration between the tax and benefit systems, and of resentment among women.
including in particular a reform of the present system of The Green Paper will set out frill details of the proposals

allowances. I have just outlined, as a basis for public discussion. After
It is the Government's firm policy to reduce tire burden *n appropriate period for consultation, it would be possibk

of income tnx. but we treed to make sure that the reliefs to kgisUte in 1987 and have a system oo these lines in
w e  can afford are concentrated where they anil do most pi** ty dre *°d of the decade, 
good.

The present structure of personal income tax is far from 
satisfactory. Too many young peopk start paying tnx n  
too low n level, and too many families find themselves in 
the poverty and ntremptoyme* crape. The system 
discriminates against the family in which the wife stays at 
home to look after the children. It denies to the partners 
in a marriage the independence and privacy in their tax 
affairs which they have a right to expect.
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1.1 The Government regard it as of major importance to reduce 
the burden of income tax. Obviously, there are certain services 
that the State has to provide for the community as a whole - for 
example defence, policing, justice — and, as a matter of policy, 
governments provide other services, such as education and health 
care and support for the elderly and others in need. These have 
to be paid for, wholly or mainly, by general taxation. Beyond 
that provision the Government believes that people should be 
left to spend their own money as they wish. This maximises their 
freedom of choice. It gives incentives to effort and enterprise. 
And it produces an economy that is responsive to changing tastes 
and circumstances. For all these reasons taxes must be kept 
as low as possible, and their incidence made as fair and efficient 
as it can be.

1.2 The Government have already done much to ease the burden 
of income tax. The basic threshold at which income becomes liable 
to tax has been raised by 20 per cent in real terms since 1979, 
taking 1H million people out of tax altogether. The basic rate 
of tax has been reduced from 33 to 30 per cent; and the top rate 
from 98 to 60 per cent.

1.3 But further progress is needed. Tax thresholds are still 
too low in relation to earnings. Before the last war a married 
man on average earnings paid no income tax. In 1950 the tax 
threshold for a married man was 60 per cent on average earnings; 
now it is 39 per cent. The married man on average earnings now 
pays nearly a quarter of his income in tax.

1.4 If the tax burden is to be further reduced the first need 
is to contain public expenditure. Over the 20 years from 1964 
to 1984 public expenditure rose from about 35 per cent of gross 
domestic product (GDP) to about 45 per cent. The upward trend

1. INTRODUCTION



has now been reversed. The second need is to ensure that tax 
reductions are concentrated where they can do most good. This 
raises questions about the structure of our personal tax system.

1.5 Any major structural reform of income tax is bound to shift 
the relative burden of tax between individuals. But if that 
is considered unacceptable, then no tax reform would ever be 
possible. Indeed, it is one reason why so little reform of income 
tax has been undertaken. But there has also been another reason. 
The pay-as-you-earn (PAYE) system, which is such an efficient 
and simple method of collecting tax, could not, while operated 
manually, cope with radical changes. The computerisation of 
PAYE now under way, and due to be complete by the end of 1987, 
offers an opportunity to change the structure of the tax system 
in radical and imaginative ways that were not possible before. 
As the Chancellor said in his Budget speech, when announcing 
this Green Paper, "The computerisation of PAYE makes this the 
right time to review the system of personal taxation".

1.6 The first part of this Green Paper deals with the reform
of personal allowances and the tax treatment of husband and wife. 
Chapter 2 describes the present system and sets out the arguments 
for change. It explains how the present system makes it expensive 
to give tax reductions where they are most needed, denies married 
women the opportunity for independence and privacy in their tax 
affairs and has the effect of imposing penalties on marriage. 
Chapter 3 considers closely a new system of transferable personal 
allowances which could meet these shortcomings.

1.7 The second part of the paper, Chapters 4 and 5 considers
the implications of a system of transferable allowances for
particular groups such as the elderly and single parents; as 
well as the implications for other areas of the tax system.

1.8 The third part of the paper, Chapters 6-8, considers how
the tax system might develop in the longer term, and in particular

 ̂ Official report 19 March 1985 col 794.



the relationship between the tax and social security systems. 
It also examines possible developments in the way the tax system 
is administered, and in particular considers the arguments that 
have been advanced for moving to a different system.

1.9 Computerisation gives us the opportunity to change the 
structure of personal taxation. To be able to take maximum 
advantage of it, we need to examine the present system, and how 
it could best be reformed. This is the purpose of this Green 
Paper.



2. A R GU MENTS F O R  R E FO R M  
The present system

2.1 The amount of income tax people have to pay depends on the
rate of tax and on the personal allowances to which they are
entitled. The personal allowance is essentially a slice of
tax-free income.

2.2 The structure of the basic personal allowances has remained 
virtually unchanged since 1942.

- Single people have an allowance, currently £2,205.

- Married men have approximately 1\ times the single 
person's allowance, currently £3,455.

- The wife's earned income allowance is equal to the 
single person's allowance but, as its name implies, 
can only be set against the wife's own earned income.

2.3 The income of a married couple is added together
("aggregated”) for tax purposes and treated as if all the income 
belonged to the husband. All personal allowances (including,
in law, the wife's earned income allowance), are given against 
the husband's income (which is taken to include his wife's income). 
This means that:

- A married couple where both are in paid work (a 
"two-earner couple") have approximately 2\ times the 
single allowa nee, (married man's allowance of 1hr 
plus wife's earned income allowance of 1).

- A married couple where only the husband is in paid 
work (most "one-earner" couples) have approximately 
1\ times the single allowance, through the married 
man's allowance.

PART I - PERSONAL ALLOWANCES



- But, where only the wife is in paid work the couple 
have approximately 2\ times the single allowance. This 
is because all the income is treated as the husband's 
for tax purposes, so he can set against it both his 
married man's allowance and the wife's earned income 
allowance.

Annex 1 gives further details of the present system.

2.4 The Government have looked at the case for reforming the 
structure of personal allowances, with three main objectives 
in mind:

- To give married women the same opportunity for privacy 
and independence In tax matters as their husbands.

To remove discrimination against marriage and the 
family.

- To be able to raise tax thresholds cost effectively 
in terms of reducing the tax burden on families with 
low incomes. The present low tax thresholds for many 
such families contribute in no small measure to the 
poverty and unemployment traps.

TREA T I N G  HUSB A N D  A N D  W I F E  E Q UA L L Y

2.5 The present system rests ultimately on tax law dating back 
to the start of the last century, which treats a married woman's 
income as her husband's for tax purposes. In the words of the 
legislation:

"A woman's income chargeable to income tax shall ...(for 
any year) during which she is a married woman living 
with her husband be deemed for income tax purposes



A number of features of the system flow from this, and have 
attracted widespread criticism.

2.6 A married woman does not have an allowance of her own to 
set against income other than earnings. Partly because of this, 
and partly because a wife's investment income is added to her 
husband's for tax purposes, some 350,000 married couples pay 
more tax than two single people with the same incomes.

2.7 The husband is legally responsible for a couple's tax affairs. 
This means that the husband has to include his wife's income 
on any tax return he gets, and hence that a married woman cannot 
have privacy in her financial affairs. A system of transferable 
allowances would reflect the Government's belief that a married 
woman should have the same right to deal with her own affairs 
as any other taxpayer.

2.8 These matters were considered in the earlier Green Paper
(2)"The Taxation of Husband and Wife" . The discussion of 

transferable allowances in Chapter 3 below takes account of the 
responses to that Green Paper and of the public debate about 
these issues since, including the report from a House of Lords 
Select Committee: "Income Taxation and Equal Treatment for Men
and Women".

A  B E TT E R  D E AL  F O R  THE FA MI L Y

2.9 Although, in a number of ways, the tax system takes account 
of the shared responsibilities of married people, in other ways 
it bears more harshly on married than on unmarried couples. This 
applies to the taxation of investment income and capital gains, 
to the additional personal allowances for single parents and 
to the relief allowed on mortgage interest. For all these the

Section 37 Income and Corporation Taxes Act 1970, though the 
wording has been in substance the same since 1806.

(2)Cmnd.8093

to be his income and not to be her income. ^



present system operates in a way that can mean that a couple 
would pay less tax if they were unmarried. Many of these effects 
stem from the basic rule that for tax purposes a married woman's 
income is treated as her husband's. All this is seen as a tax 
penalty on marriage.

2.10 The present tax system also bears hardest on many married 
couples at times when they have the responsibilities of a young 
family. Under the present system, if a one-earner married couple 
and a two-earner couple have the same income, the two-earner 
couple will pay substantially less tax (see Chart 2./). In most 
other countries, as can be seen from Annex 7, there is no such 
discrimination between one-earner and two-earner couples.

2.11 Most couples nowadays find that at times both partners are
earning and at other times only one is earning, depending on
where they are in their life cycle. The vast majority of married 
men below retirement age are in the job market, as are over 60 per 
cent of married women of working age. Almost all women will
be in paid work at some point during their married lives.
Chart 2 .<2̂ shows how the proportion of married women going out 
to work has increased since the 1930s. Most women who do not
have a paid job have specific reasons for not going out to work: 
many are looking after children or other relatives; others suffer 
from ill-health, or find it difficult to enter the labour market 
after an absence caused by domestic responsibilities. Chart 2.3 
illustrates this, drawing on the results of a survey (taken in 
1980) of the reasons given by married women for not being in 
paid employment. Annex 5 gives more details of married women's 
employment patterns.

2.12 Thus in many marriages both partners will typically have 
paid jobs until the wife leaves work to have children. She may 
then go out to work again as the children grow older.

2.13 The present tax system takes no account of this life cycle. 
Couples have high tax allowances (2% times the single allowance) 
when both are in paid work, but see a sharp reduction (to lh 
times the single allowance) if the wife leaves paid work. This 
is likely to be the time when the couple are under greatest



CHART 2.1 AVERAGE RATES OF TAX FOR MARRIED COUPLES 
AT VARIOUS LEVELS OF GROSS INCOME 

(TAXPAYERS OF WORKING AGE)PERCENT

INCOME it PER WEEK)
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CHART 2.3 |: REASONS GIVEN 3Y HARRIED WOMEN FOR BEING 
ECONOMICALLY INACTIVE

Source: DE/OPCS 1980 Women and

OTHER REASONS 
-  -  4 %

LOOKING AFTER 
RELATIVES --- 3%

- 1 2 %

12%

Employment Survey
For detailed Figures see Annexe 6

LOOKING AFTER CHILDREN 
ACCOUNTS FOR THE LARGEST 
NUMBER OF WOMEN 
NOT WORKING --- 63%

PERMANENTLY 
UNABLE TO WORK 
- - 5%

KEEPING HOUSE 
AGED UNDER 50 -

KEEPING HOUSE 
AGED OVER 50 ---

j Table 3



financial pressure - they lose the wife's earnings, and may be 
taking on new family responsibilities, usually with the birth 
of the first child.

2.14 The present structure of allowances, giving two-earner couples 
2h times the single allowance, originated in the circumstances 
of war in 1942, when there was a need to give specific 
encouragement to married women to go out to work. Today, for 
most married women, it is the rule rather than the exception 
to be in employment, and the system needs to be changed to remove 
discrimination against couples where only the husband is in paid 
employment. The present tax system bears hardest on couples 
at precisely the point when most of then can least afford it.

R A IS I N G  T HRESHOLDS

Thre s h o l ds  for Diff e r e n t  Couples

2.15 Tax thresholds are too low. Chart 2.if shows how the married 
man's tax threshold has fallen as a proportion of average manual 
earnings since the late 1940s.

2.16 In spite of the 20 per cent real increase in thresholds 
since 1979, too many people still come into tax at too low a 
level of income. Further progress must be made. But raising 
tax thresholds is expensive - it costs around £1 billion in revenue 
to increase personal allowances by 5 per cent. So it is vital 
that thresholds are increased in the most cost-effective way.

2.17 Low tax thresholds weaken incentives. The group worst 
affected are married men on low earnings with families to support. 
Not only is their tax threshold (at £3,455, or £66 a week) a 
good deal lower than for families where both husband and wife 
are in paid work (where it is £5,660 or £108 a week), but they 
are often at a stage in life when their family commitments are 
high. Thus it is mostly one-earner familes that are caught in 
the unemployment and poverty traps that arise where the tax and 
social security systems overlap.



CHART 2.4 : MARRIED MANS TAX THRESHOLD AS A PERCENTAGE OF MANUAL 
WORKERS AVERAGE EARNINGS 194S-47 TO 19B5-B6
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The U n em p loyment T rap

2.18 People find themselves in the unemployment trap when their
income out of work is almost as high as their disposable income 
when they are in work. Indeed, it may actually be higher on
occasion. An important reason for this is that people entering 
work start paying tax at levels of income well below half average 
earnings.

2.19 It is reckoned that one in every 16 working
families - 900,000 - would have at least 80 per cent of their 
present income if they did not work at all.

The Pove r t y  Trap

2.20 People who are in work find themselves in the poverty trap 
when, because of the combination of income tax, national insurance 
contributions, and the withdrawal of income-related benefits, 
they are little or no better off if their earnings increase. 
Indeed they may sometimes be worse off.

2.21 The amount that people in the poverty trap lose out of each 
extra pound of earnings is known as their marginal rate. At 
present, in the extreme case, it is possible for the marginal 
rate to be as high as 110 per cent.

2.22 It is estimated that some [210,000] low income families
with children have marginal rates of 75 per cent or more; 
[165,000] of these are people receiving family income supplement 
who also pay tax. A further [90,000] families have marginal
rates between 50 and 75 per cent.

C hanges in Social S ecurity
32.23 The Government's proposals for the reform of social security 

will help to alleviate these traps.

^"Reform of Social Security", December 1985, Cmnd 9691. This 
is referred to from now on as "the Social Security White Paper".



2.24 They will align the structure of the benefits paid to people 
who are out of work with those for people in work, with the aim 
of ensuring that people in work are better off than they would 
be if they were not working. Family income supplement is to 
be replaced by a new income-related benefit for low income families 
in work, called family credit.

2.25 The amount of family credit a person receives will depend 
on his net income, after tax and national insurance contributions, 
rather than on. his gross income. Similarly, the entitlement 
to housing benefit will depend on net income, after tax, national 
insurance contributions and family credit.

2.26 The social security reforms will reduce the level of marginal
rates that people can face: marginal rates of 100 per cent or
more will be eliminated. However, further changes are needed 
to reduce the number of people who find that their incomes are 
low enough to make them eligible for income—related benefits 
but high enough for them to have to pay income tax.

2.2 7 This can be achieved by raising tax thresholds. But with 
the present system of personal allowances it is very expensive 
to increase thresholds for married couples where the wife is 
not in paid employment, who are the largest group affected by 
the traps. The table below and Chart 2.$ show how a rise of 
5 per cent in personal allowances, costing about £1 billion in 
revenue, would be distributed among different groups of the 
population. Because the married man supporting his family gets 
1*5 times the allowance for a single person, whereas the couple 
who are both in paid employment get up to 2*s times, some 45 per 
cent of the increase in tax relief for those of working age goes 
to two-earner couples, though these form only 3 0 per cent of 
taxpaying families.

2.28 So when tax thresholds are increased in the Budget, two-earner 
couples benefit much more than one-earner couples. If allowances 
are increased by 5 per cent, families with one—earner will be 
£1.00 a week better off, whereas families with similar incomes 
but with two-earners will gain by £1.64 a week.



EFFECT OF 5 PERCENT INCREASE IN PERSONAL ALLOWANCES 
(Taxpayers of working age)

SINGLE

MARRIED
(wife not working)

MARRIED
(wife earning up 
to £M2 per week)

MARRIED
(wife earning over 
£42 per week)

TOTAL COST

£250 million

£230 million

£100 milliop

£300 million

MARRIED
(wife earning up 

9  to £42 per week)
£ 1.00

MARRIED
(wife earning over 
£42 per week)

£1.64

Extra cost (£65 million) due to 
these couples having about 2i 
times, rather than twice, the 
single persons allowance

to



2.29 The present system therefore does not target effectively 
the benefit of threshold increases where it is most needed and 
where it can do most to ease the poverty and unemployment traps.

THE CASE FOR REFORM

2.30 In short, we need to move to a new system that will be better 
for incentives, that taxes married women on the same basis as 
their husbands, and that does not discriminate against marriage 
and the family.



3.1 Taken separately each of the objectives discussed 
in Chapter 2 could be met in various ways. A way of 
meeting all of them, however, would be by a new system 
of independent taxation with transferable allowances.

3.2 Under this system everyone - man or woman, married
or single - would have a tax allowance in their own
right, whether or not they were in paid employment.
To recognise the shared responsibilities of a married
couple, spouses who did not have enough income to use 
up their own tax allowance would be able, if they wished, 
to transfer the balance to their partner. A husband
and wife's income would no longer be added together
for tax purposes, and all taxpayers would have 
independence and privacy in their tax affairs.

3.3 Were a system of this kind to be introduced,
the Government would aim to do it in such a way that
no couple would suffer a reduction in cash terms in
their total tax allowances during the change. The 
ultimate aim would be to get to a position where two 
new-style allowances amounted to the same as the total 
allowances available to a two-earner couple before the 
change.

3.4 On 1985-86 figures this would mean:

- Single people would have their allowance raised 
from £2,205 to £2,830.

- The married man who is the only earner in the
family would have his tax threshold raised from
£3,455 to £5,660 (assuming that his wife
transferred her allowance to him).

Chapter 3 1 Transferable Allowances



- Two-earner married couples and married couples 
where the wife is the sole earner would keep 
the same total allowances in cash terms, £5,660.

3.5 The loss of revenue from reducing the tax burden 
in this way would depend on developments during the 
period before the change is made. It would, for example, 
be affected by movements in prices and wages and by 
changes in tax rates and allowances in the years leading 
up to the change.

3.6 The change itself could theoretically be made
in one year, or, more realistically, it could be phased 
in over a number of years. The sums that in any event 
would have been set aside for indexation of personal
allowances - whose size would depend on the rate of 
inflation - could contribute to financing the change. 
The longer the period of phasing, the smaller the revenue 
forgone by way of tax reductions in addition to what 
would have been required for this indexation. At the
extreme the change could be phased in over a period 
long enough to ensure that there was no loss of revenue 
beyond what would have been required for that purpose.

3.7 The table below illustrates what the average
annual loss of revenue (at today's prices) would be 
if the move to this new structure of allowances were 
phased in over periods varying from two to five years. 
These revenue losses in effect indicate the cost of
the change to the 'fiscal adjustment' - which measures 
the scope for reducing the overall tax burden.



Loss of revenues A v e r a g e  an nu a l  cost»£ b i ll i o n  (at 1985-86 prices)
Two Y e ar  T r a n s i t i on

Basic R a te  of Income Tax 
25% 27%% 30%

0 2.3 2.5 2.7
Inflation 2% 1.9 2.0 2.1
(% pa) 5 1.4 1.5 1.6

Three Y e ar  T r a n s i t i on
B asic R ate of Income Tax 

25% 27%% 30%
0 1.6 1.7 1.8

Inflation 2% 1.1 1.2 1.3
( % pa) 5 0.6 0.6 0.7

Five Y e ar  T r an s i t i on
Basic R a te  of Income Tax

25% 27%% 30%
0 0.9 1.0 1.1

Inflation 2% 0.5 0.5 0.5
(% pa) 5 0 0 0

3.8 The phasing would also have implications for
the distributional effects of the change. During the 
transitional period, the cash allowances for single 
people and one-earner married couples would be increased 
in stages to the levels indicated in paragraph 3.4 and 
so would the amount of those allowances that would be 
transferable between spouses (see Annex 2). While the 
new systems was being phased in some taxpayers would
find that their allowances remained unchanged in cash 
terms over a period of a year or more. The value of 
these allowances would therefore fall in real terms, 
with inflation. The extent of these possible real losses

Phasing in Transferable Allowances



would depend upon the length of the transitional period 
and how any fiscal adjustment for overall tax cuts was 
being used during that period.

3.9 The decision about the length of the period of 
phasing cannot be taken now. It would be taken much 
nearer the introduction of the new system, in the light 
of economic circumstances at the time and in particular 
the scope for tax reductions. And the length of phasing 
could be altered while it was in progress if circumstances 
changed. The Government will make reductions in taxation 
only as and when it is prudent to do so. But their 
firm objective is to reduce the total burden of taxation, 
for all the reasons given in Chapter 1, and a move to 
transferable allowances should be seen as part of that 
process.

HUSBAND AND WIFE

3.10 If transferable allowances were introduced, married
women would be treated as independent taxpayers: they
would be responsible for their own tax affairs, be able 
to fill in their own tax returns, and to pay their own 
tax. It follows that the legislation which deems a 
married woman's income to be her husband's for tax 
purposes would be abolished.

3.11 Transferable allowances would give married women
an opportunity for complete privacy in tax matters. 
Couples where the husband and wife both had income above 
the tax threshold would be treated, in effect, wholly
independently. For other couples, any transfer of 
allowances would be wholly voluntary: people would not
have to make any transfer, or they could transfer an
amount less than the whole of their unused allowances 
if they so chose (accepting that their partner would
be entitled to less tax relief in consequence of their 
choice).



3.12 Annex 3 explains in more detail how transferable 
allowances would work in practice.

THE FAMILY

3.13 Transferable allowances would provide a means 
for recognising through the tax system that, at different 
times and for different reasons, one partner in a marriage 
may be financially dependent on the other. The Government 
reject the view that the tax system should pay no regard 
to the special relationship and responsibilities that 
exist within marriage. The aim is to recognise these 
in a way that is straightforward, flexible, and does 
not seek to make invidious distinctions between couples 
in different circumstances.

3.14 With transferable allowances there would no longer 
be discrimination against couples where, for whatever 
reason, the wife was not in paid employment. And since 
transferability could operate both ways between a husband 
and wife, the system would give equal recognition to 
circumstances where the husband did not have income 
but his wife did.

3.15 Transferable allowances would ensure that a 
couple's total allowances remained the same, and did 
not fall when one partner left paid work. This is often 
at a time when the couple may be under financial pressure, 
for example when they start a family.

3.16 The Government has already announced major 
proposals to strengthen and rationalise the support 
it provides for families with children through the social 
security system. Details were set out in the White 
Paper on the Reform of Social Security in December 
(Cmnd 9691). General support will continue to be provided 
through the universal, flat rate child benefit. A new 
family credit scheme will be introduced to give 
substantial and well targeted extra help for low income



families in work. And a new income support scheme will 
replace Supplementary Benefit with a family premium 
paid on top of the basic rate and in addition to the 
rates for individual children. Legislation is currently 
before Parliament to implement these changes.

3.17 The Government believe that the tax system should 
not discriminate against families where the wife wishes 
to remain at home to care for young children. 
Transferable allowances would direct more tax relief 
to such families.

3.18 The effect of transferable allowances on the 
willingness of married women to go out to work would 
need to be carefully considered. Since it would give 
everybody the same tax allowance, the system would treat 
married men and married women in exactly the same way. 
What it would remove is the present special incentive 
for two-earner couples, introduced in the war-time 
conditions of 1942. Such positive discrimination is 
neither necessary nor economically desirable at a time 
of high unemployment, particularly among the young (of 
both sexes). In principle, transferable allowances 
are neither an incentive nor a deterrent for married 
women seeking work.

3.19 It is sometimes argued that they would deter 
married women from seeking work, because they would 
suffer tax on every pound that they earned. That would 
not be the position. As already explained, married 
women would be entitled to the single person's allowance 
against their earnings or other income, in precisely 
the same way as any man or single woman. A variant 
of this argument is that, in practice, the husband would 
regard both allowances as a married man's allowance, 
and would not want his wife to go back to work because 
he would lose the benefit of her tax allowance. There 
can be no direct evidence for or against these views.



But the experience of countries such as Canada, Sweden 
and Denmark, that operate a form of transferable tax 
allowance, does not suggest that this system discourages 
married women from going out to work. Denmark, for 
example, has the highest proportion of married women 
working of any country in the European Community.

3.20 By taxing a husband and wife separately and giving 
a married woman her own allowance and tax rate bands 
in the same way as any other taxpayer, transferable 
allowances could remove the tax penalty which arises 
for married couples where the wife has more than a modest 
amount of savings income. Paragraph 2.24 above lists 
the other main tax penalties on marriage. Chapters 4 
and 5 below show how these penalties could be removed 
by a system of transferable allowances and also discuss 
other ways in which such a system would give married 
women privacy, and equal treatment, in their tax affairs.

RAISING THRESHOLDS

3.21 The introduction of transferable allowances in 
the way described in the opening section of this chapter 
would entail a substantial increase in tax allowances 
for married couples where the husband alone was in paid 
employment. Couples where the wife, too, had a paid 
job but earned less than the wife's earned income 
allowance (currently £2,205) and single people would 
also have increased allowances. Other couples where 
both partners had a paid job would have the same total 
allowances as before.

3.22 A change to transferable allowances would enhance 
the benefits of raising tax thresholds in two ways:

- The change itself would reduce the tax burden 
on couples at the time when only one partner 
has a paid job.



- Once the new structure was in place, thresholds 
could be raised more cost-effectively than under 
the present system.

As can be seen from chart 3.1, the extra allowances 
for one-earner couples would mean that a higher proportion 
of the total amount of tax relief would go to these 
couples.

3.23 Chapter 2 explained why the Government wish to 
remove the discrimination in the tax system against 
one—earner couples. Their present tax allowances are 
much lower than those for two-earner couples. Couples 
generally have only one earner precisely at the stage 
in life when their family commitments are high - but 
under the present tax system that is when their allowances 
are low. Later, as both partners go back to work their 
allowances are higher. This is illustrated in the table 
below.

L IFE C Y CL E  STAGE INCOME % OF IN CO M E  PAID IN TAXH u sb a n d  W i fe  P r e s e n t  Transferable£ £ S y s t e m  A llowances
Young two-earner
couple 8,000 4,000 15.9 15.9

Wife gives up work
to have child 8,000 0 17-0 8.8
Husband works extra
overtime 10,000 0 19.6 13.0
Wife resumes work
part-time 10,000 2,000 16.4 15*9

3.24 Thus the present tax system takes no account 
of the changing needs of couples over their life cycle. 
Moreover, a particularly high proportion of the couples 
caught in the poverty and unemployment traps have only



CHART 3-1 : PERCENTAGE OF TAX RELIEF GOING TO 
DIFFERENT FAMILIES

(Taxpayers of working age)

SINGLE

MARRIED 
(1 earner)

MARRIED 
(2 earners)

ulleuitkACt i

H
50 Percent



one earner. The introduction of transferable allowances 
would reinforce the benefits of the changes in social 
security proposed in the Social Security White Paper.

3.25 The effect of the change on people's tax payments 
would depend both on the structure of the new system 
and on what happened to the total tax burden when it 
was introduced. To isolate the structural effects the 
following paragraphs compare the effects of introducing 
the new system with what would happen if the same amount 
of revenue were spent on raising the present structure 
of allowances. In both cases the simplifying assumption 
is made that the changes are made in one step.

3.26 Chart 3.2 compares the effect of these alternatives 
on the proportion of income that would be paid in 
tax - the average rate of tax - by one-earner and two- 
earner couples at different income levels.

3.27 The red-shaded bars show the reduction in the
average rate of tax if transferable allowances were 
introduced in the way assumed.. One—earner couples
at all income levels would see their tax burden fall
substantially. The fall would be most marked at lower
incomes. Most two-earner couples would see no change 
in their average tax rate. However, as the chart shows, 
there would be some fall in the rate for two-earner 
couples as a whole. This would arise partly from the 
disaggregation of their incomes. More importantly it 
would reflect the fact that two groups among the two- 
earner couples would have their total allowances raised 
by the change. The first would be those couples where 
the wife was earning less than the wife's earned income 
allowance and the husband, with her agreement, would
be able to set the unused portion of her personal 
allowance against his own income. The second group 
would be those couples who under the present system 
had already made a "wife's earnings election" (see 
Annex 1): these couples do not receive the married man's



PERCENT 
10 ■■

g ..

7 '• 
6 " 

5 *• 
4 ”  
3 
2 
1 t
0

CHART 3.2: REDUCTION IN AVERAGE RATE OF TAX (PERCENTAGE POINTS) IN MOVING FROM EXISTING SYSTEM TO :
£3 EXISTING SYSTEM WITH INCREASED 
^  PERSONAL ALLOWANCES
E2 TRANSFERABLE ALLOWANCES

ONE EARNER COUPLES

IHM (/ per reek) 
HARRIED CURES !'

PEHCENT
TOTAL 4400



allowance, and so for them the increase in the basic 
single allowance would not be offset by the withdrawal 
of the married man's allowance.

3.28 The blue-shaded bars in chart 3.2 show what the
effect on average tax rates would be if, at the same 
loss of revenue, personal allowances were increased
under the present structure. This would imply an across-
the-board rise of 27 per cent in basic personal
allowances. As will be seen, one—earner couples, at 
all income levels, would benefit more from transferable 
allowances than they would from this alternative way
of reducing the tax burden. The improvement is
particularly important for the lowest two income brackets, 
which include the couples caught in the poverty and 
unemployment traps. Transferable allowances would take 
one-earner couples with incomes below £109 a week out 
of tax; but the alternative measure would only take 
those with incomes below £84 a week out of tax.

3.29 In addition, the proportion of income paid in 
tax by those one-earner couples earning between £100 
and £200 per week would drop substantially with 
transferable allowances on this illustrative basis.

3.30 The improvement in the relative position of one- 
earner couples means that transferable allowances would 
be more effective in helping couples in the poverty 
and unemployment traps than an increase in existing 
allowances involving the same revenue loss. Some two- 
thirds of married couples of working age with incomes 
below half average earnings are couples where the wife 
is not in paid employment.

3.31 Married men on low incomes with families to support 
are the group most likely to be in the unemployment 
trap. A rise in their tax allowances increases their 
net income when they are in work. This increases the 
incentive for all married men supporting families to



take a job (though for some, under the proposed new 
structure for social security benefits, the increase 
in income would be offset in part by a fall in the income— 
related benefits they would receive). Transferable 
allowances could therefore ease the unemployment trap 
more than a straight increase, involving equal revenue 
lossi in personal allowances under the present system.

3.32 Vary much the same factors mean that transferable 
allowances could be more effective in taking people 
out of the poverty trap, where again most of those in 
the trap are one-earner families.

3.33 Single people, who are particularly heavily 
represented among the 16-24 age group, where unemployment 
is highest, would also gain from the increase in the 
single allowance if transferable allowances were 
introduced on this basis. The increase would be roughly 
the same as would occur with an equal revenue-loss 
increase in allowances under the present system. Thus 
under transferable allowances, they would pay the same 
proportion of the total tax burden as they do now.

Threshold Increases under the New Structure

3.34 if transferable allowances were introduced, one- 
earner and two-earner couples would subsequently gain 
equally from any threshold increases. More of the benefit 
of increases in the allowances would go where they could 
be more effective. Transferable allowances could thus 
provide a more sensible - as well as a more 
straightforward - basis on which the Government could 
carry forward its long-term objective of further raising 
tax thresholds.

CONCLUSION

3.35 The Government will study the response to the 
Green Paper very carefully before deciding how to take



these issues forward. If it is decided to proceed, 
legislation would then be introduced to permit 
transferable allowances. Annex 5 sets out a possible 
timetable for change, though it is stressed that, as 
with all other tax changes, transferable allowances 
could only be introduced as far and as fast as economic 
circumstances permitted.



P ART II - IMPLICATIONS F O R  O T H E R  A L L O W A N C E S  A N D  TAXES 

Chapter 4: Treatment of Particular Groups
4.1 If transferable allowances were to be introduced, their
effect on particular groups of people who are currently entitled
to personal tax allowances other than the basic allowances would 
have to be considered.

ELDERLY PEOPLE

4.2 Most taxpayers over 65 are entitled to the age allowance.
For a single person over 65 this is £2,690 for 1985-86 (compared 
with £2,205 for the basic single allowance). Where one partner 
in a marriage is over 65 the husband may claim an allowance of 
£4,255. The full benefit of the age allowance is obtained by 
those with taxable income (before deducting the allowance) of 
up to £8,800. For those with higher incomes the extra amount 
of the age allowance over the corresponding basic allowance is 
gradually withdrawn by reducing the allowance by £2 for every 
£3 of additional income. The benefit of the age allowance
therefore runs out at an income of £9,528 for a single person 
and £10,000 for a married couple. If a married woman aged 65 
or over has earned income (either from a job or in the form of 
her own pension) the wife's earned income allowance (£2,205) 
is available against it. Table 3 in Annex 4 gives details of 
the number of elderly taxpayers.

Age allowance

4.3 When it was introduced, the age allowance (and the similar
provisions which preceded it) had two linked objectives to 
recognise in a broad way, the additional expenses which the elderly 
might incur and to ensure that a high proportion of elderly people 
were kept out of income tax altogether. Accordingly, entitlement 
to age allowance was linked to reaching a particular age - 65.
Qualification for the allowance is not tied either to payment 
of the national insurance retirement pension or to retirement 
itself. About 60 per cent of the total of 6k million elderly 
households are not liable to income tax.



4.4 While it is true that in some respects, taxpayers find that
their living costs and expenses rise with the onset of old age, 
there is no evidence to suggest that this is true for taxpayers 
generally at age 65. And in other respects, there is evidence
that people who pay tax find that their living costs fall at
around this time. Those over 65 who are still in work no longer 
have to pay National Insurance Contributions; those who are 
owner-occupiers will usually have paid off the mortgage on their 
home; and those who retire no longer have to bear the cost of 
travelling to work.

4.5 The Select Committee on the Social Services in 1982^^
expressed doubts about the justification for the age allowance
in its present form. The Committee questioned the rationale 
for an allowance based on attainment of a particular age and 
recommended that the Government should review the justification 
for continuing with the age allowance.

Transferable allowances and the elderly

4.6 A move to transferable allowances would tend to benefit 
elderly taxpayers through the general increase in their tax 
allowances. On the basis set out in Chapter 3, the basic single 
allowance would rise to £2,830, at 1985/86 levels - £140 above 
the present single age allowance. For a married couple where 
the wife has no earnings or occupational pension, the total 
allowances available would be £5,660, compared with the present 
married age allowance or £4,255.

4.7 There are also two special reasons why elderly taxpayers 
would benefit from such a change:

- First, a higher proportion of elderly couples are 
one-earner couples who stand to gain from transferable 
allowances. In over 70 per cent of taxpaying elderly 
couples, the wife has no earned income of her own 
(compared with 45 per cent of wives in younger couples).

(l)Report on the Age of Retirement Session 1981-82 HC 26-1 Paragraphs 
131-132.



- Second, a number of elderly married women do have 
savings income, and would benefit from having their 
own tax allowance to set against this.

4.8 Thus transferable allowances would raise the question of 
whether a separate tax threshold for the elderly was any longer 
necessary. If age allowance were subsumed in the change, this 
would be achieved in such a way no elderly single person or married 
couple would suffer a reduction in their total allowances in 
cash terms. This would bring about a simplification of the tax 
system, particularly for elderly taxpayers themselves. It would 
mean that taxpayers would be subject to the same tax rules 
throughout their lives.

SINGLE PARENTS

4.9 Under the present system, single parents with dependent 
children receive the Additional Personal Allowance (APA), of 
£1,250 in 1985-86, in addition to the single person's allowance. 
This means that single parents get allowances equal in total 
to the married man's allowance.

Support for single parents

4.10 Some 450,000 single parents, including 70-100,000 widows, 
will claim APA in 1985-86. An estimated 590,000 single parents 
claim One Parent Benefit (OPB) through the Social Security System. 
This is a flat-rate benefit of £4.55 per week paid for the first 
child of a one parent family in addition to child benefit. Widows 
with children receive widowed mother's allowance of £38.50 per 
week, plus a child dependency addition of £8.05 per week for 
each child, rather than OPB.

4.11 The case for rationalising provision for single parents 
by converting the APA into increased rates of benefit, in 
particular One Parent Benefit, was discussed in the Green Paper 
"The Taxation of Husband and Wife"^^published in 1980. This

(1)Cmnd 8093



approach would have a number of advantages. First, it would 
mean that financial support (from the State) for single parent 
families would be provided entirely through the social security 
system.

4.12 Second, the change would simplify the tax system by removing 
the one remaining tax allowance for children.

4.13 Third, like the conversion of child tax allowances into 
Child Benefit, the change would give more help to single parents 
who do not pay tax.

4.14 Fourth, the change would reduce the tax penalty on marriage. 
At present couples who are not legally married but who live 
together as man and wife can each claim APA (on top of their 
basic single allownces) if they have two or more children. Thus 
between them the couple get the equivalent of two married 
allowances. This is a widely resented element of the so-called 
tax penalty on marriage. Converting the allowance into a social 
security benefit would deal with this problem since the relevant 
benefits are, by law, not available to people living together 
as man and wife, and DHSS ensure that only those with single 
handed responsiblity for children receive the benefits.

4.15 The vast majority of organisations and individuals who 
responded to the 1980 Green Paper favoured the option of converting 
the APA into increased social security provision and a change 
to a system of transferable allowances could provide an opportunity 
to make this change. As the 1980 Green Paper pointed out, however, 
this approach would have some disadvantages. The conversion 
would lower the tax threshold for lone parents: they would pay 
more tax and begin to pay it earlier. For them the overlap between 
payment of tax and receipt of benefits would be 
increased - precisely the opposite effect to that which the other 
proposals in this paper are designed to achieve. There would 
also be considerable practical problems in adjusting benefit 
provision for those lone parents, in particular widows, who receive 
support for their children through child dependency additions 
to their national insurance benefits rather than through OPB



4.16 An alternative approach, which would avoid some of these 
difficulties, but which would remove the present tax penalty 
on marriage created by the APA would be to change the qualifying 
conditions for the allowance so that entitlement was linked to 
the receipt of OPB and other appropriate benefits (in particular 
child dependency additions to national insurance benefits). By 
this means it would be possible to ensure that only people who 
had single-handed responsibility for children received the 
allowance without the need for the Revenue to make a separate 
check on eligibility. It would be for consideration, how the 
necessary liaison between the DHSS and the Inland Revenue could 
be organised in order to ensure that the treatment of individuals 
was aligned. Once both departments were fully computerised in 
the early 1990s, one possibility might be that DHSS could notify 
the Inland Revenue automatically about those benefit recipients 
who would be entitled to the revised APA. If it proved practicable 
this would avoid the need for single parents to make a separate 
claim to the Inland Revenue for the allowance.

4.17 The APA is also available to a married man with a dependent
child, if his wife is wholly incapacitated. Between 5,000 and 
10,000 men currently qualify. Their total allowances in 1985/ 
86 are £4,705 (married man's allowance of £3,455 plus APA of 
£1,250). One of the main aims of transferable allowances would 
be to recognise the situation where one partner in the marriage 
is - for whatever reason - dependent on the other and has 
insufficient income to use up their own tax allowance. This
is precisely the position of the married man whose wife is 
incapacitated, and, on the illustrative levels of allowances 
in Chapter 3, such a person would get allowances of £5,660 under 
transferable allowances, compared to £4,705 at present. There 
would therefore no longer be a need for the APA in these cases, 
and it could be phased out in the event of a move to transferable 
allowances.

itself.



4.18 The widow's bereavement allowance (which is set at £1,250 
for 1985-86) is available to a widow in the tax year in which 
her husband dies and for the following year.

Tax treatment in year of bereavement

4.19 At present the tax year in which a married man dies is split 
into two parts for the purposes of calculating liability to tax. 
The married man's allowance is available against the couple s 
joint income in the period up to the husband's death and the 
wife's earned income allowance is also available against any 
earned income of the wife up to the same date. For the period 
after the date of death the widow is entitled to the basic single 
allowance and the widow's bereavement allowance against her income 
for this period.

4.20 Under transferable allowances both partners would be treated 
independently for tax purposes; there would be no need to separate 
the periods before and after the date of a husband's death. The 
year of death would be treated in the same way as any other tax 
year. Thus, if a partner in a married died before he or she 
had received sufficient income to use up his or her allowances, 
the unused balance would be available to set against the income 
of the surviving spouse. Where one partner had transferred 
allowances during the tax year to another who subsequently died 
there would normally be an increased repayment due to the estate 
of the deceased partner.

4.21 Under transferable allowances the widow's bereavement 
allowance could continue to be available in both the year of 
bereavement and the following year to help all widows with the 
difficult period of adjustment following a husband's death. There 
would be a case for increasing the allowance so that it was equal 
in size to the basic single allowance. An increase in the

WIDOW'S BEREAVEMENT ALLOWANCE



allowance would ensure that in the year of bereavement any 
entitlement to widow's pension or widowed mother's allowance 
would not of itself give rise to a liability to tax, even if 
the whole of a widow's own allowance had already been used against 
her own or her husband's income.

MINOR PERSONAL ALLOWANCES

4.22 The minor personal allowances are:

Dependent relative allowanced (£145 for a single woman;
£100 for others);

Housekeeper allowance (£100);

Son's or daughter's services allowance (£55);

Blind person's allowance (£360).

4.23 The first three of these allowances originated at a time 
when arrangements for the care of elderly or infirm people were 
very different from today.

4.24 Dependent relative allowance is given to people who supported 
a widowed mother or another relative who is unable to work because 
of old age or ill health. It was introduced in 1920 when many 
widows and elderly people had little or no income of their own, 
and hence relied largely on a relative for their maintenance 
and support. In the past 65 years there has been a significant 
trend away from this, as pensions have improved and elderly people 
have become more independent. Similarly housekeeper allowance, 
and son's or daughter's services allowance, were important at 
a time when many taxpayers employed a housekeeper, or had one 
of their children living with them to look after them. Such 
arrangements are now much less common. The development of the 
social security system has lead to resources being concentrated 
on helping elderly people themselves rather than those who support 
them, and specific needs and disabilities have been recognised, 
for example by paying a cash benefit, attendance allowance, to



4.25 Successive Governments have taken the view, explicitly or 
implicitly, that these allowances have outlived their usefulness. 
Their cash values have not been increased for many years. A 
change to transferable allowances would provide an appropriate 
opportunioty to subsume these allowances. If this were done, 
it would further simplify the personal tax system.

4.26 Different considerations apply to the Blind Person's 
Allowance, which is currently £360. The Government regard this 
as an important measure of help to working blind people. They 
believe it should be retained.

people who are in need of frequent attention.



C h ap t e r  5: O t he r  implications for the t a x  s ystem

5.1 This Chapter considers the implications of a system of 
transferable allowances for other aspects of income tax and for 
the capital taxes.

Treatment of investment income

5.2 Many married couples - and elderly couples in particular 
have some income from investments. The single most common

type is building society interest. It represents about 40 per 
cent of investment income and two-thirds of couples with investment 
income receive it. The available informationV$) suggests that
perhaps 2 0 per cent or more of investment income belongs to wives 
(treating income jointly owned as split 50/50 between husband 
and wife) and so might therefore be affected by a change to
independent taxation. Over half of all wives receive some 
investment income either in their own right or jointly with their 
husbands.

5.3 Under the present system a wife's investment income is added
to her husband's for tax purposes and the combined amount is 
taxed as if it all belonged to the husband at his marginal rate.
A wife has no allowance of her own to set against her investment
income. As a result, some married couples find that between 
them they pay more tax than two single people in the same 
circumstances.

(Dsee "Investment Income of Husbands and Wives" issued by 
the Inland Revenue in January 1981 as a Background Paper 
for the Green Paper "The Taxation of Husband and Wife", 
(Cmnd 8093). The Paper sets out the results of a special 
survey of the distribution of investment income between 
husband and wife. As the Paper explains, data about the 
investment income received by couples is subject to a number 
of limitations.



5.4 If a system of transferable allowances were introduced this 
further tax penalty on marriage could be ended. A married woman 
would have a full personal allowance in her own right to set 
against her income, whether it is earned or from investments. 
And husband and wife would each have their own set of income 
tax rate bands available against their individual incomes.

5.5 Transferability of allowances would in itself go far to 
remove the present tax penalty on a wife's investment income. 
Where a wife has investment income but no earned income, 
transferable allowances would give the couple upto two single 
allowances against their incomes, compared with the equivalent 
of only lh times the single allowance at present. Thus if the 
wife had only a small amount of investment income, she would 
pay no tax and would be able to transfer unused allowances to 
her husband, if she wished, so that the couple between them made 
full use of their new higher allowances.

5.6 For most couples, there would be no financial benefit from 
the extra set of rate bands, because all the income above the 
personal allowances would be taxed at the basic rate, both before 
and after the change. In the 10 per cent of cases where the 
couple currently pay tax at higher rates, ending aggregation 
would mean that the wife's investment income would be taxed at 
her own marginal rate, instead of at her husband's marginal rate; 
in most cases the husband's marginal rate would be the higher 
of the two.

5.7 Independent taxation would also give both husband and wife 
the opportunity for privacy in all of their tax affairs. In 
the present system there is no privacy for most married women, 
only for husbands. Under transferable allowances a wife could 
make a return of her own income and would no longer have to 
disclose details of the amount and source of her investment income 
to her husband.



5.8 Overall the additional cost of allowing independent taxation 
of a wife's investment income compared with a transferable 
allowance system which retained aggregation of investment income 
would be about [£100 million]. This is the measure of the tax 
penalty the present aggregation rule imposes on marriage. The 
case for ending the present discrimination in the tax system 
against a married woman's investment income applies to incomes 
at all levels.

Rearrangement of investment income between husband and wife

5.9 If a married woman's income were taxed separately from her 
husband's, there would in some cases be an incentive for couples 
to rearrange the ownership of their income-producing assets between 
them. For example, if a husband with investment income was liable 
to tax at 60 per cent, whereas his wife was liable only at the 
basic rate of 30 per cent, the couple's combined tax bill would 
be reduced if the husband transferred some of his investments 
to his wife. This process of rearrangement is sometimes known 
as income splitting.

5.10 It is very unlikely that all couples would seek to rearrange 
the ownership of their income-bearing assets in order to take 
maximum advantage of separate tax rate bands. Many would not 
be able, or would not want, to make the necessary transfers of 
assets. But if, for example, those affected were to transfer 
assets yielding half the relevant investment income there could 
be a revenue cost of around £100 million.

5.11 The Government do not consider that there would be a case 
for special measures to prevent rearrangement of investment income 
between husbands and wives where this resulted from an outright 
gift or other complete and irrevocable transfer of the right 
to the underlying capital. There would be great • practical 
difficulties inforcing such special provisions - for example, 
trying to determine how for a married couple's joint bank deposit 
derived from the married women's own savings, as distinct from 
any money contributed by her husband. In. any event, under a 
system of independent taxation, there is no reason in principle



why couples where, say, the wife derives all or part of her capital 
from her husband should pay more income tax than a couple - in 
otherwise similar circumstances - where she derives her capital, 
say, from an inheritance. If one partner in a marriage made 
a genuine transfer of assets to the other, there would be no 
reason to impose a tax penalty on the income from those assets.

5.12 Different considerations would arise, however, where, for
example, a husband might seek to transfer income to his wife
(or vice versa), in order to enjoy a reduction in their joint 
income tax liability, without genuinely transferring the right 
to the underlying capital. It would be necessary to consider 
whether steps would need to be taken to prevent tax avoidance 
by this means.

Mortgage Interest Relief

5.13 One of the aims of independent taxation with transferable 
allowances would be to remove the tax penalties that can arise 
on marriage.

5.14 Under the present system, a married couple are entitled
to mortgage interest relief on up to £30,000 of the loan to buy 
their main home. Single people are entitled to relief on up 
to £30,000 each. But where two or more single people borrow 
in order to buy the same home to live in, each can get relief
on borrowing of up to £30,000, so that relief on £60,000 - and
more - may be available for the same home. The fact that this 
opportunity is open to unmarried couples sharing the same home 
is widely seen as yet another tax penalty on marriage.

5.15 The case for removing this anomaly arises independently 
of the case for reforming personal allowances. But the inequity 
of the present rules would be accentuated under a system of 
independent taxation with transferable allowances.

5.16 One approach might therefore be to apply mortgage interest 
relief to the residence rather than to the individual taxpayer. 
Thus two or more people borrowing to buy a house as their main 
residence would share the £30,000 ration between them, whether 
they were married or unmarried. This would end the present 
advantage to unmarried couples.



5.17 The Government's approach to personal income tax is founded 
on two principles: that the tax system should recognise the fact 
of marriage and the responsibilities that go with it; and that 
the system should recognise the independence and equal standing 
of the husband and the wife within marriage. These same principles 
should apply to the capital taxes.

5.18 It will already be clear that the Government do not accept 
the view that the income tax system should, as a matter of 
principle, disregard the fact of marriage and, for income taxation 
purposes, treat husband and wife in precisely the same way as 
two quite separate people. By the same token, they reject the 
view that capital transfers between husband and wife should, 
in principle, be taxed in the same way as other capital transfers. 
And they believe that the practical effect would be quite 
unacceptable, most obviously in the case of the family home, 
the most important asset for most people.

Capital Transfer Tax (CTT)

5.19 Capital Transfer Tax is in general charged independently 
on each taxpayer, without differentiation by sex or marital status 
(with the important exception of transfers between spouses) marital 
status. Each spouse has his or her own threshold and set of 
ratebands. Each has a set of exemptions, such as the annual 
exemption for lifetime gifts. Chargeable transfers made by one 
spouse are not cumulated with those made by the other. Each 
spouse is responsible for delivery of accounts in respect of 
his or her lifetime transfers and is liable for the tax on them. 
Only in special circumstances may one spouse become liable to 
CTT on a transfer to a third party by the other spouse. Transfers 
between spouses domiciled in the UK - whether in lifetime or 
on death - are fully exempt from CTT.

THE CAPITAL TAXES



5.20 The Government see these provisions as wholly consistent 
with the objectives of transferable allowances. They would 
therefore see no need to change the present CTT provisions if 
transferable allowances were introduced.

Capital Gains Tax (CGT)

5.21 Under present arrangements, the gains of a wife living with 
her husband are generally assessed on the husband:

the gains and losses of each spouse are
aggregated(1)and the couple are entitled only 
to one annual exempt amount (currently £5,900);

the husband is responsible for making a return 
of chargeable gains and assets acquired by both 
spouses, and the assessment is issued to him;

transfers of assets between the spouses do not 
give rise to any liability at the time, but the 
partner to whom the assets are transferred takes 
over the acquisition costs of the transferor.

5.22 These arrangements are open to the same criticisms - on 
grounds of lack of independence and privacy - as the present 
arrangements for income tax. Here too there is a case for reform.

5.23 If transferable allowances were introduced there would be 
a case for reforming the capital gains provisions so that:

- capital gains would be separately chargeable 
on each of husband and wife;

each would be entitled to an annual exempt amount 
(currently £5,900), any unused part of which 
would be transferable to the other spouse.

Spouses can however elect instead to carry forward their 
own losses against their own future gains.



the present relief from capital gains tax for 
transfers of assets between husband and wife 
would be retained but the provisions, which allow 
the losses of one spouse to be set against the
gains of the other would be withdrawn.

5.24 The Government see no reason to change the present capital 
gains tax relief that is available on the disposal of a private 
residence. Where a married couple living together have only
one house, whether it is owned by the husband or wife or jointly,
the relief would continue to apply. Where such a couple have
more than one residence, they could, as at present, designate 
one as their main residence for the purpose of relief.



P A RT  III - T H E  T A X  SY ST E M  IN T H E  L O N G E R  T E R M  
C H A P T E R  6: T AXES A N D  BENEFITS

6.1 There is a wide overlap between the tax and social security
systems. Originally income tax was paid by only the richest
in the land and the social security system was concerned with 
the very poorest. Now, some 20 million families or single people 
pay income tax, and there are also 18 million receiving social 
security benefits. Often the same people are both paying income 
tax and drawing benefits. Chart 6.1 shows the extent of the 
overlap for each benefit.

6.2 This overlap has led many people to argue that the 
relationship between tax and benefits should be rationalised. 
This Chapter considers the possibilities for such rationalisation. 
It looks first at the proposals made in the early 1970s for a
closer link between tax and benefits, and then at the case for 
moving in this direction today.

The Tax Credit System

6.3 Improving the relationship between tax and social security
was the main object of the tax credit proposals put forward in
a Green Paper in 1972 (D. The scheme would have introduced a
new tax credit that for most people would have taken the place 
of the main income tax personal allowances and family allowances. 
When paying wages the employer would deduct tax at the basic
rate (30 per cent) from the whole of those wages. Against this
tax, the employer would set the amount of credit to which the
taxpayer was entitled. If credit exceeded tax, the difference
would be paid to the taxpayer; if tax exceeded credit, the 
difference would stand as a tax deduction.

6.4 The tax credit scheme would have applied to people in regular 
employment earning above a certain amount, to retirement pensioners 
and people receiving other national insurance benefits, and to 
certain others. The self-employed were not within it nor were 
married women, though the coverage was to be kept under review.

(1) "Proposals for a Tax Credit System" Cmnd 5116; October 1972



6.5 The scheme was expected to achieve a major administrative 
simplification. Computerisation, simplification of tax allowances 
and deduction of tax at source from bank interest would have 
made the tax system less complex and less expensive to run. Family 
Income Supplement would have been abolished. The other social 
security benefits would have continued, but there would have 
been less need to "top up" national insurance benefits with 
supplementary benefit.

6.6 Work on the tax credit scheme stopped in 1974 with the change 
in Government. But since then there have been many other changes 
in both the tax and benefit systems. Many ideas originally part 
of the tax credit scheme have since been implemented independently; 
including the replacement of child tax allowances and family 
allowances by child benefit, the taxation of unemployment benefit, 
and the introduction of statutory sick pay which means that most 
payments for short-term sickness are taxable.

6.7 Many of the administrative savings that would have flowed 
from the tax credit scheme have also been realised, in particular 
from changes in the treatment of mortgage interest relief and 
life assurance premium relief, and the introduction of a composite 
rate of tax on bank deposit interest. Others are in prospect, 
as a result of the computerisation of PAYE. In the form originally 
proposed, the 1972 tax credit scheme was expected to produce 
possible net staff savings of the order of 10-15,000. The 
administrative changes already implemented or in prospect will 
have produced staff savings of around 13,000 by 1988.

6.8 The illustrative rates of tax credit used in the 1972 Green 
Paper were those necessary to finance the abolition of the FIS 
for employees, at a net Exchequer cost of £1.3 billion. The 
cost would be much larger now, largely because since 1972 FIS 
income limits have risen faster than earnings, while tax thresholds 
have fallen as a percentage of earnings. Whereas in 1974-75 
80 per cent of FIS recipients were below the tax threshold, now 
around two-thirds of recipients are above it. The cost of a 
tax credit scheme now, at a rate sufficient to enable FIS to 
be abolished would be some £8 billion. A scheme large enough 
to achieve the objectives of the new family credit scheme would 
involve a further large cost.



6.9 There could be advantage in greater integration of the tax 
and benefit systems, where this would produce a more coherent 
and logical pattern of payments, simplify the systems and help 
to deal with the poverty and unemployment traps. The Government 
have taken a number of important steps in this direction, and 
will take others as opportunity offers.

6.10 But the Government do not regard integration as an overriding
objective in its own right. Bringing together the mechanics 
of the two systems is not an end in itself. The Government
believe it philosophically important not to blur the distinction 
between reward for effort and support for need, between what
individuals gain for themselves and what they receive from the 
State. Moreover, the fact that taxes and benefits have different 
functions leads to big differences in the way the two systems 
work. There are also variations between benefits, with sharp 
distinctions, for instance, between income related and 
contribution-based benefits.

6.11 Suggestions have been put forward from time to time for
the integration of all social security benefits with the tax
system, or at least for the integration of the income related 
benefits with tax. The details and likely effects of such schemes 
differ considerably. However proposals tend to be based on two 
broad alternative approaches:

entitlement to benefit should depend simply on income, 
as assessed for tax purposes. Under this approach, 
total integration would imply that benefits paid on
the basis of contributions (eg retirement pension) 
or to reflect particular circumstances (eg child benefit) 
would be withdrawn from people with higher incomes;

- a basic benefit or credit should be provided to everyone, 
pitched at a level sufficiently generous to remove 
the need for separate benefits; and earnings and other 
income should be taxed more heavily in order to recoup 
the cost.

Looking to the future



There are many variants of these approaches, and particular schemes 
may incorporate elements from both. With such schemes, it is 
suggested, the need for two separate administrative systems would 
largely or completely disappear.

6.12 In spite of the superficial attractions of such all-embracing 
schemes, the Government has serious reservations about either 
approach. The first would conflict with the principle - reaffirmed 
in the White Paper "Reform of Social Security" - that eligibility 
for National Insurance benefits should be based on contributions. 
Income-testing all pensioners, for example, and paying the 
retirement pension only to those on low incomes would not be 
acceptable, however sensitively carried out. Conversely, to 
pay a substantial basic benefit to everyone, irrespective of 
their financial circumstances, would imply quite unacceptable 
increases in public expenditure and in the level and burden of 
taxation on earnings. This in turn would worsen work incentives. 
Unless the basic benefit were pitched at a very generous level 
for everyone, there would be a continued need for fail-back 
income-related benefits to cope, for example, with high housing 
or other costs. Moreover, total integration could not be achieved 
without a good deal of upheaval and this in itself has costs.

6.13 The Government's approach, therefore, is to promote closer 
integration between tax and benefits where this is consistent 
with the primary objectives of the systems, is practicable and 
offers greater efficiency, but not to pursue all-embracing, 
"big-bang" solutions which put administrative tidiness before 
fundamental social and economic objectives.

6.14 The proposals in Part I of this paper and others already 
announced will produce a more coherent relationship between the 
tax and social security systems:



Transferable allowances would reduce the numbers of 
people who are both paying tax and receiving 
income-related benefits. They would reduce the present 
overlap between the two systems.

Paying the new family credit and housing benefit on 
the basis of net income will end marginal rates of 
100% or more as a result of the interaction of the 
tax and social security systems.

Introducing the new Statutory Maternity Allowance will 
carry forward the programme of bringing the main 
earnings-replacement benefits into tax, building on 
the progress already made with unemployment benefit 
and Statutory Sick Pay;

Paying family credit through the pay packet will reduce 
"churning" by eliminating the present arrangement under 
which one member of a family may be paying tax and 
contributions to the State while another member is 
in receipt of FIS from that State.

- It will also make much clearer the net family income 
in work for those families receiving support.

Moving the uprating date for social security benefits 
to April will enable changes in benefits to be 
synchronised with changes in tax.

Together, these changes will mark a major step in streamlining 
the systems. Moreover, by simplifying and computerising both 
the tax and benefit systems, the Government will have created 
a better basis for further steps in the future. In developing 
the two systems the Government will seek further opportunities 
for improvements of this sort. The Government is therefore taking 
steps to ensure that the computer systems of the Inland Revenue 
and DHSS are compatible, so that opportunities for integration 
can be exploited. This is itself may widen the range of these 
opportunities.



6.15 Closer integration between taxes and benefits could take 
either or both of two forms. Under the first, the tax system 
could be used to assess the eligibility of people for 
income-related benefits. Under the second, a single system of 
payments could be introduced, setting off benefits against tax, 
so that only one net payment is made to or from each individual 
or family. These possibilities are discussed in the following 
sections of this chapter.

A s s e s s m e n t  of bene f i t s  t h ro u g h  the t a x  sy st e m

6.16 One of the aims of closer integration between the tax and 
benefit systems would be to make greater use of common information 
both for tax purposes and to assess entitlement to benefits. 
Such an approach might reduce administrative overlaps. It could 
also make claiming a more acceptable, more automatic process 
and help more people to receive their full benefit entitlement.

6.17 Of course, the argument is relevant primarily for those 
benefits that are assessed mainly on the basis of income. 
Entitlement to other classes of benefits, such as those assessed 
on the basis of past contributions, or on the grounds of medical 
factors such as disability, could not be assessed readily through 
the tax system. Where entitlement is based primarily on income, 
however, there may be a case for closer integration.

6.18 How appropriate such integration would actually be in practice 
varies, however, even from one income-related benefit to another. 
One question is the degree of overlap between the particular 
benefit and tax. At one extreme the overlap between supplementary 
benefit (and the new income support) and tax is minimal. On 
the other hand, around two-thirds of those receiving FIS are 
taxpayers, and the proportion is likely to increase for the new 
family credit. About a quarter of housing benefit recipients 
are taxpayers. But only a small proportion of taxpayers are 
eligible for any of those benefits (see Chart 6).



6.19 Assessing benefit entitlement through the tax system would 
require a good deal of information which is not currently needed 
for tax purposes and is therefore not collected. At present, 
the Inland Revenue do not need detailed information on the family 
circumstances and total family income of vast majority of 
taxpayers: less than one-third of taxpayers fill in an annual
return, and most of these are people on higher levels of income.
There are also a number of significant practical differences
between income-related benefits and tax which would have to be
taken into account in considering the possibility of further 
integration. They include:

differences in the unit of assessment. Most
income-related benefits have regard to the income and 
needs, not only of the individual making the claim,
but of the family as a whole. By contrast, husbands
and wives can have their earnings treated wholly 
independently for tax purposes, and there are strong
arguments, on grounds of independence and privacy, 
for treating husbands and wives even more independently 
on tax matters. Unmarried couples have always been 
treated independently for tax purposes.

differences in the way resources are measured. For
example, entitlement to income-related benefits depends 
amongst other things on the capital resources of the 
claimant. The tax system, by contrast, does not 
generally need to collect information about capital 
resources.

- differences in the timescale of measuring income and 
needs for assessment purposes. Supplementary benefit 
is based on current income or other means. This is 
because, in the last resort, the social security system 
has to ensure that families can manage from day to 
day. Family income supplement, housing benefit and 
the planning family credit are also assessed on the 
basis of - broadly speaking - current income, but rates 
of payment change much less frequently. FIS continues



in payment at the same rate for a year, irrespective 
of changes of circumstances, and Family Credit will 
generally do so for 6 months. There are thus differences 
between the benefits in the timescale over which income 
is measured for assessment purposes and in the required 
responsiveness of the assessment system to changes 
in circumstances. Liability for tax, by contrast, 
is measured over a period of not less than 12 months 
and the family's total taxable income cannot be known 
until after the end of the year.

6.20 Clearly it would be necessary to overcome such differences 
in order to bring benefit assessment into the tax system. How 
easy, and how appropriate, it would be to do so varies from benefit 
to benefit. The case appears strongest for the new family credit. 
The position is less favourable for Housing Benefit, which is 
related not just to levels of income but also to individual, 
and widely varying, housing characteristics and costs. 
Supplementary benefit and income support have little overlap 
with tax and have to be quickly responsive to varied and sometimes 
rapidly changing circumstances, so they could not fit within 
the present tax structure.

6.21 The new family credit is designed specially to help low-income 
working families with children, and does not require the immediate 
responsiveness of income support. This is the area which the 
Government regards as the most promising longer-term possibility. 
The Government will therefore consider particularly closely the 
case for further integration of the assessment of tax and family 
credit in the light of responses to this Green Paper and eventual 
decisions on the long-term shape of the tax system. In the 
meantime, the DHSS and Inland Revenue will ensure that their 
computer developments are compatible so that information could 
be exchanged (subject to the need to protect privacy) and so 
as to provide a technical infrastructure more readily able to
handle such a system.



Delivery of benefits through the tax system

6.22 Integration of the payment of tax and benefits raises many 
of the same issues as those raised by integration of assessment. 
In both cases, integration seems likely to make practical sense 
only where there is significant overlap between those receiving, 
the benefit and those paying the tax. In both cases, it is least 
likely to be desirable for benefits which, like Supplementary 
Benefit, are aimed at meeting needs which may vary frequently. 
But some further integration of payment, as opposed to assessment, 
could make sense for National Insurance as well as income-related 
benefits.

6.23 The Government has already made a major step towards 
integration of payment with its proposals for the new family 
credit. The White Paper on the Reform of Social Security has 
proposed that the credit should be paid through the wage packet. 
For most recipients this means that it will in practice appear 
as an offset to their national insurance and tax payments. This 
will reduce the present degree of churning and make the system 
clearer and simpler to the beneficiary. The Government will 
keep under review the possibility of making similar arrangements 
for other benefits when computerisation of the Inland Revenue 
and DHSS is complete.

6.24 One important area which the Government intends to examine 
further is the method of taxing National Insurance benefits. 
At present it is not always possible to take advantage of the 
Government's dual role in paying and taxing these benefits. In 
particular, the Government will explore further the scope for 
applying PAYE to the National Insurance retirement pension, so 
that so far as possible a pensioner would receive his pension 
from the Government, after any tax due to the Government had 
been deducted. This would not be cost-effective at the moment, 
but the balance of advantage may change when computerisation 
is complete. They will also explore the possibility of bringing 
some other benefits, such as sickness and maternity benefits, 
and into tax.



6.25 This analysis suggests that, although full integration 
of all benefits with tax is never likely to be either desirable 
or practical, some partial or further steps towards integration 
may become both. The Government would welcome comments on the 
longer-term possibilities and will ensure that opportunities 
for closer working of the systems are taken where they make 
practical sense and do not confuse the real differences of function 
between tax and benefits.

6.26 There remains the question whether the two revenue-raising
systems - income tax and national insurance contributions - might 
usefully be brought together. This is the subject of the next
chapter.

Conclusion
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Chapter 7: Integration of National Insurance Contributions
And Income Tax

7.1 Earnings are subject to two charges: income
tax and employees' National Insurance Contributions 
(NICs). Other forms of income, such as pensions, 
investment income and some social security benefits, 
are subject to income tax, but not NICs.

7.2 It has frequently been suggested that it would
be more efficient if the existing two charges on 
earnings - income tax and employees' NICs - with their 
different but overlapping bases were replaced with 
one combined charge to replace income tax and employee 
NICs. The main argument for a single charge is that 
it would simplify the overall structure of the 
administrative system, and reduce the compliance burdens 
which employers currently face in dealing with two 
separate systems. (Employers' NICs could remain as
a separate charge; the Green Paper on Social Security 
reaffirmed the continuing need for some form of 
employers' contribution to the National Insurance fund.)

7.3 It has already been possible for the collection 
arrangements to be substantially integrated. Employers 
deduct both income tax and NICs from their employees' 
earnings, record those deductions on the same document 
and pay both over to the Inland Revenue in a single 
payment. The Inland Revenue divide the payment into 
an income tax component, which is paid into the 
Consolidated Fund, and a NIC component, which is paid 
mainly to the National Insurance Fund.D) The Inland 
Revenue also collects Class 4 contributions from the 
self-employed at the same time as it collects Schedule D 
income tax.

7.4 In order to consider the arguments for and against 
a combined charge, it is necessary to look at the present 
differences between the two charges:

( D a small amount of the income from contributions goes to 
the Maternity Pay Fund, the Redundancy Pay Fund and the 
National Health Service.



Differences between Income Tax and National Insurance 
Contributions

a. ___Base for charge. NICs are charged on
earnings» and only earnings, of all employees 
and the self-employed with the exception of 
those over pensionable age. They are not charged 
on pensions, investment income and social security 
benefits.. Income tax is charged on all income, 
including investment income, pensions, certain 
lump sums, and certain income replacement benefits 
such as unemployment benefit. NICs paid by
employees and the self-employed raise about 
£12 billion per year, while income tax raises 
about £35 billion.

b. ___ Structure of charge. Everyone earning
at or above the Lower Earnings Limit (LEL) 
(currently £35.50 per week) pays employee national 
insurance contributions on all their earnings 
up to the Upper Earnings Limit (UEL) (currently 
£265 per week). The employee rates build up
in a graduated structure from 5 per cent to 
a flat 9 per cent. The self-employed pay a 
flat rate (Class 2) contribution plus a percentage 
of their profits between certain limits (Class 4). 
In the case of income tax, there are personal 
allowances which exempt the first slice of income 
from tax; tax is charged at graduated rates 
on the amount by which income exceeds the tax- 
free allowance, but there is no ceiling on the 
amount of income charged.

c. __ Reliefs and Rebates. There are no reliefs
that can be set against NICs. Once the LEL 
is reached contributions are charged without 
regard to individual circumstances, though married 
women, and certain special categories of people, 
such as those in the Forces, pay lower



contribution rates, reflecting differing benefit 
entitlements. For income tax, as well as the 
personal allowances, there is a wide range of 
reliefs reflecting individual circumstances, 
eg for mortgage interest and superannuation 
contributions, which reduce the amount of income 
on which tax is chargeable.

d. ___Period of Assessment. NICs are due in
each pay period (a week or a month for most 
employees) on earnings in the pay period. Each 
pay period is assessed individually and without 
regard to the previous earnings record of the 
employee. So an employee is liable to NICs 
in any period when earnings reach the LEL. 
Liability to income tax is measured by reference 
to income over the year from 6 April to 5 April. 
A person is not liable to income tax unless 
his total income for the year exceeds his 
allowances.

e. Basis of Deduction from Pay. For employees 
NICs are deducted on a non-cumulative basis. 
Each pay period is treated separately. Income 
tax is deducted on a cumulative basis so that 
deductions in each pay period take account of 
earnings and allowances that have accrued from 
the start of the year.

Implications of Full Integration

7.5 Levying a new combined charge on the same basis 
as income tax would in effect mean that tax allowances 
would be deducted from earnings before calculating 
NICs, but that all income above the tax allowance would 
become liable to NICs. In addition, tax reliefs would 
be available against the combined charge; they are 
not, of course, available against NICs. Since the 
revenue loss from these changes would exceed the revenue



gain from the extension to all income, at present rates 
of allowances, the combined charge would have to be 
set at 40 per cent to remain revenue neutral. Those 
with low earnings would tend to gain overall because 
the tax allowance would reduce their liability. But 
this would be at the expense of taxpayers with income 
not currently subject to employee NICs, such as State 
and occupational pensions, investment income and earnings 
above the UEL.

7.6 Applying the new combined charge to all income
would result in significant shifts in the tax burden
between different sections of the community. Elderly 
taxpayers and other pensioners would probably be the 
largest group to suffer disadvantage, since they do 
not currently pay NICs. Other groups who would be 
adversely affected would be many basic rate taxpayers 
with earnings above the UEL (currently £265 per week), 
and all higher rate taxpayers.

7.7 As noted earlier in this Green Paper,
distributional effects are not in themselves a conclusive 
argument against tax changes; otherwise nothing would 
ever be changed. But wide-ranging shifts on the lines 
described above would be hard to justify on either 
economic or social grounds.

7.8 Moreover, there is an important principle
enshrined in the present arrangements, namely that 
eligibility for National Insurance benefits should 
be related to the contributions paid. This would be 
seriously weakened by a combined charge applied to 
all income.

7.9 Entitlement to National Insurance benefits depends 
upon payment of the appropriate amount of NICs. Those 
who have made sufficient qualifying payments are entitled 
to such benefits, without means-testing, if they 
experience one of the contingencies that the benefits



cover. People who do not have an adequate payments 
record are in some cases not entitled to benefit; or
in others, merely entitled to part-benefit. They may 
of course then be eligible for other state benefits 
subject to a means test, but this would normally be
at a lower rate. If employee and self-employed NICs 
were abolished as a separate charge the form of the 
contributory principle would have to be reconsidered; 
it could not continue on its existing basis.

7.10 The Government's commitment to the contributory 
principle was made clear in the Green Paper, "Reform 
of Social Security":

"The principle that entitlement to benefits
should be related to contributions paid is an 
important one to which the Government is firmly 
committed. The Government believe that it is 
right to retain a link between contributions 
paid in and benefits received". 1̂)

7.11 There are several reasons for retaining a direct
link between payments and entitlement to benefit. People 
value the unqualified right to benefit which their
payments confer upon them. Contributors in effect 
insure themselves both against temporary loss of earnings 
and to provide themselves with income support when 
their working lives are over. Such arrangements bring 
home the cost of NI benefits. If benefits were paid 
to everyone, regardless of their contribution record, 
there would be substantial extra costs which would 
have to be borne by the general body of taxpayers. 
At the extreme, the absence of a qualifying test would 
open contributory benefits, such as the full state 
pension, to people who had just arrived in the country. 
Other safety net arrangements exist to deal with such 
cases where there is hardship. It would destroy the 
rationale of contributory benefits to make them available

(l)Reform of Social Security. Volume 1 (Cmnd 9517) 
Chapter 11.1



without regard to contributions. The Government does 
not consider that this would be acceptable.

7.12 It would be very difficult to sustain the
contributory principle with a combined charge applied 
to all income. In the case of people solely or mainly 
dependent on investment income, they would be paying 
for benefits, such as unemployment benefit, to which 
they were not entitled. Tax-paying pensioners would 
in a sense be asked to pay twice: after a lifetime
of paying NICs, they would then have to pay contributions 
towards benefits which they thought they had earned 
as of right on the basis of their earlier contributions 
record. This kind of anomaly would tend to weaken
the link between contributions and entitlement and 
thus undermine the contributory principle.

7.13 Problems would also arise as a result of setting 
a tax-free allowance against liability to the combined 
charge. Some people who currently pay NICs would find 
themselves taken out of charge altogether. Should 
they be entitled to National Insurance benefits to 
which they would not have contributed? The problem 
could become significant as tax allowances increase, 
for example, as a result of transferable allowances. 
A further question would arise in the case of an 
individual whose earnings just exceeded the tax 
allowance. Should he be entitled to National Insurance 
benefits on the basis of minimal contributions? These 
examples illustrate the problems of reconciling a 
combined charge with the contributory principle.

A Combined Charge with Limited Coverage,

7.14 Because the distributional consequences of 
applying the new combined charge to all income are 
recognised, it is sometimes suggested that exceptions 
should be made to the coverage of any combined charge. 
The elderly, for example, could be exempted from it,



while investment income could be treated differently 
from earnings and taxed at a separate rate. The groups 
who currently pay their own lower employee NICs could 
have a special rate of combined charge. All these 
arrangements would mean that those who paid the combined 
charge were in essence those who pay income tax and
employees NICs now. But to pay for these exemptions 
the tax rate of the combined charge would have to be 
increased to compensate for the lost revenue. This 
would increase the extra tax paid by those above the
UEL and also mean that some of those earning below 
the UEL would pay more tax. The loss would be
proportionately greatest for those towards the top 
end of the current basic rate band, but the higher
marginal tax rates would have adverse consequences 
for incentives throughout the income range on which
they were levied.

7.15 A combined charge limited more or less to those
who now pay employee NICs would probably do less damage 
to the contributory principle than one applied to all
income. But the difficulties mentioned in paragraph 7.13 
above would remain).

7.16 Perhaps the strongest objection to trying to
restrict the base of a new combined charge in the way 
suggested above would be that simplicity, the main 
aim of the new combined charge, would be lost. There
would no longer be a single tax on all income. Earners
would be subjected to the new combined charge, tax- 
paying pensioners would pay some different rate, which 
might or might not be the same as that paid on unearned 
income. Even the combined charge itself would have 
to have more than one rate. This would be necessary 
if the special groups were not to find themselves worse 
off. It would also arise as a result of the rebate
for those contracted out of the State Earnings Related 
Pension Scheme. At this point the whole rationale 
for introducing a combined charge becomes very
questionable.



Conclusions

7.17 A combined charge replacing both income tax 
and employees' NICs could lead to reductions in 
administrative costs. The size of these would depend 
on the precise scope and nature of the new charge, 
and on the form taken by any new qualifying entitlements 
test. To the extent that the new charge was not extended 
to all income and/or differentiation was introduced 
into it the benefits of administrative simplification 
would be reduced.

7.18 A combined charge would have benefits for 
employers, especially small employers. It would simplify 
the calculations which have to be made separately at 
present. The increasing use of computers and hand 
calculators for payroll work, however, and their 
declining cost may well mean that the complexity of 
the present arrangements will increasingly impose less 
and less of a burden even on small employers.

7.19 Against those benefits must be weighed the major 
distributional effects of such a change and the need 
to find a satisfactory way of upholding the contributory 
principle. The Government's view is that the benefits 
of a combined charge would be unlikely to justify the 
ensuing upheaval.



8.1 The administration of income tax rests largely
on PAYE, which has remained broadly the same since it 
was introduced over 40 years ago. With the PAYE system 
being computerised, it is clearly time to ask whether 
the mechanics of PAYE are likely to be the best ones 
for the 1990s. In particular, it is important to
recognise the compliance costs which PAYE places on 
employers - especially small businesses. As the White 
Paper, "Lifting the Burden"d), makes clear, the
Government attaches a high priority to reducing the 
burdens on employers. This chapter looks at the PAYE 
system and at possible changes to it.

PAYE as it stands at present

8.2 Under PAYE, each employee is given a code, which 
reflects the personal tax allowances and reliefs to 
which he is entitled. In the normal case, the Inland 
Revenue send the employee his notice of coding, and 
also inform his employer what the code is.

8.3 The employer uses the employee's code - in 
conjunction with tax tables that the Revenue provide - to 
deduct the appropriate amount of tax from his weekly 
or monthly earnings. The deduction system works 
cumulatively. In other words, the deductions which 
an employer makes from his employee's earnings under 
PAYE in any given week (or month) normally take account 
of the employee's cumulative pay and tax payments for 
each previous week (or month) of the current tax year. 
The aim is that - at any point in the tax year - the 
amount of tax the employee has paid should be the 
appropriate proportion of the likely tax liability for 
the year as a whole.

(1)Cmnd 9571

Chapter 8; Administration of Personal Tax In The Longer Term



8.4 If an employee's circumstances change during
the tax year - for example if he gets married - his
tax code is normally changed to reflect this. If he
changes jobs, in order to maintain cumulation his new 
employer needs to know the total of his pay and tax
during the current tax year. To achieve this, his 
previous employer fills in a form (the P45) including 
these details, which the employee gives to his new
employer. The procedures associated with the P45 also
allow the employee's tax record to be moved to the correct 
tax office when he changes jobs. This is necessary
because the Revenue keeps an employee's records at the 
office which deals with his employer (all the employees 
of one employer are therefore dealt with in the same 
tax office).

8.5 At the end of the tax year, the employer sends
the Revenue the information about his employees' pay
and the tax deducted; the Revenue then make any 
adjustments or assessments (and repay or collect tax)
where this is necessary. Under-payments of tax are 
normally collected over the succeeding year or two through 
adjustment of the employee's code number.

Main Effects of the Present System

8.6 Coding by the Revenue and cumulative deduction
operate so far as possible to avoid the need to make 
adjustments after the end of the year to the employee's 
tax payment. For more than five out of six employees
paying tax under PAYE no adjustment is required to the
amount of tax they have paid.

8.7 Changes of policy which would require extra end-
of-year adjustments impose an additional cost. In this 
respect, the present system is less flexible than a 
system under which it is the norm to adjust and finalise 
the employee's liability after the end of the tax year.



8.8 The ordinary taxpayer is very little involved 
with the running of the system. From time to time he 
may have to provide information about his personal 
circumstances; but otherwise he is not really directly 
concerned in the PAYE process itself. In fact, many 
people could now go through the whole of their working 
life without being sent a tax return - or a tax demand.

8.9 A corollary of this is that the work of running 
the PAYE system falls largely on the employer and the 
Government.

An Alternative System

8.10 Apart from the United Kingdom and the Republic 
of Ireland, no other country operates its tax deduction 
system cumulatively. An alternative system for this 
country would be based on non-cumulation.

8.11 An inevitable feature of a non-cumulative system 
is that for many employees it will not result in the 
right amount of tax being deducted from earnings during 
the year. An adjustment - either a repayment of tax 
or a demand for it - frequently has to be made after 
the end of the year. In the United States and Canada, 
for example, this is at present done through the self- 
assessment system; all employees send in a tax return, 
with details of their complete tax position for the 
year, and either a cheque or a claim for repayment of 
tax. In most other countries the assessment is made 
by the Revenue authorities.

8.12 In a system where adjustments after the end of 
the year are the norm, it is neither necessary nor cost- 
effective 'D for the Revenue authorities to try to ensure

'^As a rough rule of thumb, to spend an additional 
10 minutes on each taxpayer’s affairs would cost a total 
of over 2,500 Inland Revenue staff or perhaps 2800 if 
a standard loading for administrative overheads such 
as typing, handling post etc is added.



that an employee's code reflects precisely the personal 
reliefs to which he is entitled. Most countries with 
non-cumulative systems therefore use some form of "self- 
coding" - that is to say, the employee (and not the 
tax authority) determines his code.d)

8.13 It may be helpful to describe in outline how 
a system of this sort might work.

8.14 The employee starting a new job would collect
a self-coding form from his employer, fill it in, 
calculate his code and hand the code back to his employer. 
If the employee's circumstances changed during the course 
of the year, he would be responsible for setting, and 
giving his employer, his new code. Depending on how 
the self-coding system was designed, it might be feasible 
for employers to give effect to Budget increases in 
personal allowances without altering codes. (In the
United States, such increases are given effect by a 
new issue of tax deduction tables to employers.) In 
that case, a person's code would simply run on unchanged 
from one year to the next unless altered by a change 
in his circumstances. The Inland Revenue's part in 
a coding system of this sort would be restricted to 
providing any advice and guidance to employers and 
employees that was needed, subject, possibly, to some 
form of random check. On the United States pattern, 
the Inland Revenue might also have to give prior clearance 
if the taxpayer wished to claim more than a given total 
of deductions in his coding.

possible compromise was floated in the Tax Credit 
Green Paper under which a form of official coding card 
would be issued by the Inland Revenue to the employee; 
the employee would hand it to his employer when taking 
up a job, and collect it back when leaving (Cmnd 5116, 
paragraph 36). However it was argued in evidence to 
the* Select Committee that this would impose an
unacceptable burden on employers (evidence from the 
Confederation of British Industry, the Association of 
British Chambers of Commerce and the British Computer 
Society, HC 341-11, pages 280-1 and 430-438, and HC 341- 
II, Appendix 24). The Select Committee recommended 
against the proposal and it was abandoned (HC 341, page 5 
and paragraphs 242-3).



8.15 During the course of the year, the employer would
deduct tax non-cumulatively from the employee's earnings. 
This weekly or monthly calculation of tax would depend 
simply on the employee's tax code and his earnings in 
that particular week or month; there would be no need 
to involve in the calculation the employee's previous 
earnings and tax for that year. For this reason, there 
would be no necessity for the employee changing jobs 
to take with him details of his previous earnings and 
tax. Under a self-coding, non-cumulative system it
might turn out to be more efficient to abandon the system 
of keeping an employee's tax record in the tax office 
dealing with his employer. If that proved to be the
case, employers could be relieved of all of the present 
information procedures associated with employees' job 
changes.

8.16 If the system were based on self-assessment all 
employees would be required to send in a tax return 
within a specified period after the end of the tax year. 
The tax returns, with the accompanying cheques or 
repayment claims, would normally be accepted by the 
Inland Revenue without detailed enquiries to the taxpayer; 
but there might be a check to ensure that the calculations 
were arithmetically correct; and United States experience 
suggests that with improvements in technology it is 
becoming feasible and cost effective to check taxpayers' 
returns against returns made in machine readable form 
by employers and other payers of income. Under a system 
based on self-coding and non-cumulation it might be 
necessary for the Inland Revenue to have more effective 
powers to enforce compliance (and to ensure that returns 
were sent in promptly). In the United States, for 
example, the tax authorities are able to make random 
audits of taxpayers' affairs.



8.17 A change from our present system to a 
non—cumulative, and possibly a self-assessment, system 
would obviously have major implications for employers, 
employees and the Government. It is important to be 
as clear as possible what these would be.

8.18 For employers, the main implications would be 
as follows.

8.19 First, coding. As suggested above, coding
alterations arising from Budget changes might become 
unnecessary. On the other hand, more work would be 
involved for many employers in receiving coding notices 
separately from individual employees rather than (as 
at present) in a batch or list from the Revenue. ̂ ^ 
(This applies less to smaller employers and more to 
larger ones: in particular, it is possible that some
of the larger employers whose payroll records are on 
computers may be able to receive batches of coding
information highly efficiently from the Revenue once 
the computerisation of PAYE is complete.)

8.20 Second, non-cumulation. The effects of non
cumulation for employers are likely to be either helpful 
(to smaller employers) or broadly neutral (to larger
ones). They will depend on whether the employer operates 
PAYE manually or as part of a computer-assisted payrolling 
system. At present almost all larger employers,
but probably only a minority of other employers, have 
computer-assisted payrolls or use a computer bureau
(though the proportion of employers with access to 
computer assistance is likely to rise each year.) For 
this category of employer, the costs of operating PAYE 
cumulatively or doing so non—cumulatively would probably 
not on the whole be very different (though the transition 
from one type of system to the other would itself involve 
a substantial once-for-all cost).

(l^This was one of the points made in discussion of 
the 1972 Tax Credit proposals.

Effects of an Alternative System



8.21 For those employers who operate PAYE 
manually - mainly smaller employers - a non-cumulative 
system should mean less work in making the weekly PAYE 
calculations, because these no longer have to take account 
of the previous weeks' pay and tax, but rather more 
work (in totalling figures up) after the end of the 
year.

8.22 If the Government were to merge income tax and 
NIC, the resulting system could be run either cumulatively 
or non-cumulatively. However, if the present separate 
and distinct PAYE and NIC deduction systems are 
maintained, non-cumulation could make it possible to 
put the appropriate PAYE and NIC deduction figures, 
for any given amount of earnings, side by side on the 
same line in one deduction table. The employer would 
still have to read off the table, and enter on his record 
sheet, three separate figures for the employer's NIC, 
the employee's NIC and the employee's tax for the week 
or month in question. But if the Inland Revenue and 
DHSS were able to combine their existing deduction tables, 
this would be helpful to employers who operate PAYE 
manually.

8.23 Third, a self-coding and non-cumulative system 
would save employers some work over employees' job 
changes. This would be particularly so if the Inland 
Revenue's present system of keeping the records of 
employees was changed, though employers would then lose 
the convenience of being able to deal with only one 
tax office for all their employees.

8.24 For employees, a new system for the type described 
would have three main consequences.

8.25 First, self-coding would obviously mean for most 
people more active involvement in, and responsibility 
for, determining their tax liabilities. How much extra



work this involved would depend on their particular 
circumstances. In many cases, it might be relatively 
little. A lot has been done to simplify PAYE coding 
in recent years, and the latest figures suggest that 
(apart from pensioners) somewhere between 60 and 70 per 
cent of taxpayers have codes reflecting the basic (single 
or married) personal allowance only.

8.26 Were transferable allowances to be introduced,
some form of self-coding system would not be 
inappropriate: deciding the allocation (or transfer)
of allowances between husband and wife will depend in 
many cases on the couple's own knowledge and prediction 
of their particular circumstances.

8.27 Second, running the system non-cumulatively would
have a cash-flow effect for some employees. Provided 
that a person's earnings in each week or month stay 
within the wide band covered by the basic rate of tax
(or indeed within any one tax band), and provided that 
his code is correct and does not change, a non-cumulative 
system produces the same result as a cumulative system. 
If earnings fluctuate from week to week (or month to 
month) above and below the tax threshold or between
different tax bands, it does not: other things being 
equal, the employee pays more tax during the year than 
his strict liability because he does not get the full
benefit of his personal allowances or of the basic rate 
band.

8.28 This effect is likely to be relevant mainly for
three groups of people:

a. Many people move during the year between 
employment and unemployment or between employment 
and self-employment. Others have irregular or 
occasional earnings - or have earnings which
are regular but relatively low, and fluctuate 
around the level of the tax threshold. (In



practice around 4% million people move in and 
out of employment during an average year; and 
well over \ million have earnings exceeding the 
tax threshold by less than 10 per cent). People 
whose incomes were just below the tax threshold 
for the year, but who had tax deducted in certain 
weeks, would be within this group. And:

b. There are a significant number of people 
who leave employment in the course of a year 
and effectively leave the labour market either 
temporarily or permanently. These include those 
retiring from work, women leaving work to raise 
children and people giving up work because of 
ill-health.

c. There is a smaller, but still significant, 
number of people whose earnings fluctuate between 
the levels of the basic and higher rates of tax, 
or between different higher rates - as can commonly 
happen with (say) payment of a bonus in one 
particular month of the year.

\

8.29 Third, self-assessment, if that was considered
desirable, would require every taxpayer to submit a 
return of his income every year and calculate the tax
due on it. Many taxpayers have income from both
employment and self-employment (as well as investment 
income) and may also move from one to the other during 
the year. Self-assessment would therefore extend also 
to self-employment income chargeable under Schedule D 
and all other sources of income.

8.30 For the Government, the change to an alternative
system has two main consequences.

8.31 First, the Inland Revenue's work before and during
the tax year would decrease (in relation to coding,
job changes etc); and its work in processing tax returns



after the tax year would increase. Taking the balance 
of these two effects, a system of self-coding, non
cumulation and self-assessment should be significantly 
cheaper for the Government to run than the present system 
(though the work of running it would be spread less
evenly over the course of the year). In particular,
the extra costs of running transferable allowances should 
be smaller under an alternative system of the sort 
described than under the present system. All this 
depends, of course, on the Inland Revenue being able
to handle the increase in end-of-year work economically. 
This implies that a large part of the job of processing 
tax returns would be done by computer and that there
would be appropriate provisions to encourage compliance.

8.32 Second, if the system required all taxpayers 
to send in tax returns as a matter of course, this should 
make it less costly - by comparison with the present 
PAYE system - to introduce policy changes which imply 
more end-year adjustments to people's tax payments.

A Possible Development

8.33 The preceding paragraphs in this Chapter have 
been written on the assumption that a change of system 
might involve self-assessment. In fact, a non-cumulative 
system does not necessarily imply that all taxpayers 
should send in tax returns or assess themselves. Indeed, 
as computer technology develops, it may be more efficient 
to run a system in which only some taxpayers - those 
with relatively complicated circumstances - send in 
returns, and in which for many, or most, people the 
tax continues to be Revenue-assessed rather than self- 
assessed.

8.34 The essential choice for the tax authority is 
either to rely on the recipient of income to provide 
information about it or to rely on the payer of the 
income.



8.35 Under the emerging new technology, it is likely
to be relatively expensive - even with the benefit of 
more advanced facilities for optical character
recognition - to process tens of millions of paper forms 
completed in manuscript. At the same time, it is likely 
to become increasingly feasible, and relatively cheap, 
to process information provided in machine readable 
form by the payers of wages and other income. Thus, 
for example, the United States has announced its intention 
of moving away from its present system (under which 
all taxpayers are required to submit a tax return) to 
one in which, by the early 1990s, more than 50 per cent 
of all taxpayers would be absolved from the need to 
submit a return. The United States Internal Revenue 
Service could receive most of the necessary information 
about their annual income (with the appropriate social 
security reference number) in machine readable form 
from the payers of income; and would make any necessary 
refund of tax or demand for tax accordingly.d )

8.36 As one would expect, the taxpayers whom the 
American proposals would exempt from the need to submit 
a tax return would in the first place be single wage 
earners who have no complicated financial transactions. 
But the proposal is to extend the approach, after a 
pilot programme and further study, to some further 
categories of taxpayers.

8.37 It is an important element in these developments 
that the US administration is at the same time proposing 
to simplify the personal tax system: to limit the number 
and range of tax deductions; and in particular to extend 
the Zero Bracket Amount.^) The President's tax’ proposals

^^The President's tax proposals to the Congress for fair
ness, growth and simplicity, May 1985, Chapter 5.01. The 
proposals are currently under consideration in Congress 
and may of course be subject to modification.
( 2 )A flat rate relief that can be claimed as an alterna
tive to itemising specific deductions and allowances.



to the Congress envisage that the number of taxpayers 
needing to itemise claims for tax relief, in returns 
made to the Internal Revenue Service, will be reduced
to a little over a quarter.

Conclusions

8.38 This Chapter does not seek to do more than outline 
some of the main issues for discussion. Nevertheless, 
there are some general points worth drawing out.

8.39 First, a new system of the sort described above
would mean major changes for the ordinary taxpayer: 
more active responsibility for his tax affairs, including 
perhaps the need to seek advice and guidance; a more 
widespread incidence of overpayments and subsequent 
repayments of tax; and a less elastic set of rules for 
meeting underpayments of tax.

8.40 Second, non-cumulation could provide advantages 
for many smaller employers (though the numbers benefiting 
will fall as more employers make use of computer-assisted 
payrolling arrangements). However, self-coding could 
be more expensive for larger employers than the present 
system.

8.41 Third, a system where the emphasis falls more
on end-of-year action should be able to accommodate
at less cost policy changes which require more end-of- 
year adjustments. However this would in practice depend 
on the nature of the change; and there could still be 
substantial marginal costs in a policy option that 
required individual taxpayers (for example) to - claim 
a new relief and for that purpose to make a return of 
total income which would not otherwise be needed.

8.42 Fourth, - and depending very much on the
development of new technology - basing a non-cumulative
system on universal self-assessment may in future not 
necessarily be the most efficient way to run it.



8.43 Finally, a general move to a new system involving 
self-coding, non-cumulation and increased reliance on 
assessing or self-assessing would disengage the Inland 
Revenue from some substantial parts of its current 
involvement with the deduction system. Provided that 
the resulting additional end-of-year work could be handled 
economically, a new system should be capable of being 
run with fewer staff - and therefore at less cost.



9.1 The Government would welcome comments from 
organisations, representative bodies, and members of 
the public on the ideas discussed in this Green Paper.

9.2 The main proposals are for a new structure for 
income tax, based on independent taxation. Everybody 
would have a tax allowance in their own right. Married 
people who could not use up all their tax allowance 
would be able to transfer the balance to their partner. 
This system would concentrate the benefits of tax 
allowance increases where they are most needed and would 
ease the unemployment and poverty traps. It would give 
married women the opportunity for privacy and independence 
in their tax affairs; would remove the present 
discrimination against families where only the husband 
is in paid employment; and would put an end to the present 
tax penalties on marriage.

9.3 Changing the structure of the personal taxation 
in this way would complement the Government's proposals 
for a reform of the social security system.

9.4 The Green Paper also opens up discussion on some 
important issues concerning the relationship between 
the tax and social security systems. Finally, it reviews 
the administration of personal taxes and examines the 
implications of moving to a non-cumulative basis for 
PAYE, and - a separate question - to some form of self- 
assessment .

9.5 The Government would be grateful if comments 
by [30 September 1986] could be sent to Inland Revenue 
Policy Division, Room Fll, West Wing, Somerset House, 
Strand, WC2R 1LB.

Chapter 9 : Conclusion



ANNEX 1 i THE PRESENT STRUCTURE OF PERSONAL INCOME TAX

1. The basis of the present system of taxing married 
couples is that the incomes of a husband and wife are added 
together and taxed as if all the income belonged to the 
husband. He is formally responsible for handling the 
couple's tax affairs, claiming the allowances, and paying 
the tax.

2. The main personal allowances are as follows:

- the Married Man's Allowance (£3,455 in 1985-86) 
can be set against any income of the couple;

- the Wife's Earned Income Allowance (£2,205 in 
1985-86) is technically an allowance available to 
the husband to set against his wife's earnings 
only; in practice, it is usually given directly 
against the wife's earnings under PAYE.

Because the Married Man's Allowance can be set against any 
income of the couple, it is available against the wife's 
earnings if the husband has no income of his own. But the 
reverse does not apply: if the wife has no earnings, the 
husband cannot claim the benefit of the Wife's Earned Income 
Allowance.

3. Thus the total allowances available to couples in 
different circumstances are:

Both working (£3,455 + £2,205) £5,660
Husband only working £3,455
Wife only working (£2,205 + £3,455) £5,660

4. The Single Person's Allowance is £2,205 in 1985-86.



5. Income above the personal allowances is charged to tax 
at the following rates - the rates are the same for the 
joint income of a married couple as for a single person.

£

Basic rate 30% 0 - 16,200
Higher rates 40% 16,201 - 19,200

45% 19,201 - 24,400
50% 24,401 - 32,300
55% 32,301 - 40,200
60% 40,201 and over

Alternative methods of taxing married couples

6. There are two alternatives to the basic system of 
taxing married couples, which have different purposes.

a. Separate Assessment was introduced in 1914. It 
enables each partner to be responsible for handling his 
or her own tax affairs independently of the other. 
Either partner may apply for this - the other does not 
have to agree. This option does not affect the total 
amount of tax the couple have to pay - the partners' 
incomes are still added together in order to work out 
their tax bill - but the couple can fill in separate 
tax returns. The Inland Revenue put the information 
together, work out the joint tax bill, and divide it up 
between the couple broadly in proportion to their 
incomes. Each partner is then responsible for paying 
his or her own share of the bill.

b. By contrast, the Wife's Earnings Election, 
introduced in 1971, is designed to reduce a couple's 
tax bill. A couple have to elect jointly for this 
option. The effect is that the wife's earnings are 
taxed as though she were a single woman, with her own 
set of tax rate bands while the husband loses the



Married Man's Allowance and becomes entitled to the 
Single Person's Allowance instead. The election is 
only worthwhile where their incomes are such that the 
savings of higher rate tax from having the wife's 
earnings taxed separately outweigh the loss 
of the Married Man's Allowance. In 1985-86, the joint 
income needs to be over £25,360 and the lower earner's 
share at least £6,596 for the election to be 
beneficial. This election does not affect the 
investment income of the wife which remains aggregated 
with her husband's income.

The Elderly

7. People over 65 have higher tax allowances, currently
£2,690 for a single person and £4,255 for a married man, 
provided their income is below a certain limit. This Age
Allowance is given in full up to income of £8,800 - the
limit applies to single people and to the joint income of a 
married couple. The allowance is then withdrawn by £2 for 
every £3 of income over that limit, until it is reduced to 
the same level as the corresponding main personal allowance.

8. The Wife's Earned Income Allowance for married women 
over 65 is the same as for younger people, £2,205.

Single parents

9. Single parents can get the Additional Personal
Allowance (APA) in addition to the Single Person's
Allowance. This allowance equals the difference between the 
Single Person's Allowance and the Married Man's Allowance, 
£1,250 in 1985-86. So a single parent gets total allowances 
of £3,455 in 1985-86, the same as the Married Man's 
Allowance.

10. The APA is also available to a married man with a 
dependent child, if his wife is wholly incapacitated.



11. Widows get the Widow's Bereavement Allowance in the tax 
year in which their husband dies and in the following year. 
The allowance is at the same level as the Additional 
Personal Allowance, £1,250 in 1985-86.

12. Blind People get the Blind Person's Allowance, which is 
£360 in 1985-86.

13. People looking after their widowed mother, or after 
relatives who are too old or too ill to maintain themselves, 
can claim the Dependent Relative Allowance, which is £145 
for single women and £100 for all other claimants.

1.4. Widows or widowers who have a resident housekeeper can 
claim the Housekeeper Allowance of £100.

15. Certain people can claim the Son's or Daughter's 
Services Allowance of £55 if they support a son or daughter 
and are dependent on that person to look after them.

How PAYE works

16. Of the 24 million people paying income tax,
some 22 million pay tax under Pay-As-You-Earn (PAYE).

17. Chapter 8 gives more details about the way PAYE works. 
This Annex draws out some of the key features, which 
underlie some of the arguments in the Green Paper.

18. The fundamental principle of PAYE - and one which 
distinguishes it from deduction-at-source systems in most 
other countries - is that in normal circumstances tax 
deductions are made on a cumulative basis throughout the 
year. The aim is to ensure that, so far as possible, the 
amount of tax deducted from the employee's earnings, however 
they may vary within the tax year, is correct by the end of

Other Allowances



the year. This is achieved for five taxpayers out of six. 
By contrast, the work of Revenue departments in other 
countries is concentrated in establishing the correct tax 
liabilities after the end of the tax year, and making any 
necessary adjustments to the tax which has been deducted at 
source.

19. PAYE can also be used to deduct tax from income other 
than earnings. Where a taxpayer has some income from which 
tax is not deducted at source, part of his personal 
allowances (equal to the estimated amount of the income) can 
be allocated against this source of income, leaving only 
what is left of the allowances (represented by his PAYE 
"code") to be set against his earnings. The most common 
example now concerns pensioners: tax is not deducted at 
source from the National Insurance pensions, but adjustments 
can be made in their PAYE code to deduct all their tax 
liability from their occupational pensions. It is not then 
generally necessary to make a formal assessment for tax on 
the other income; the PAYE system will deduct the right 
amount of tax to cover both sources of income. It is not, 
however, possible to deal with large amounts of other income 
in this way or with income received at irregular intervals.

20. Outside PAYE, tax is also deducted at source from other 
sorts of income. The basic rate tax due on building society 
interest and, from April 1985, on bank interest is collected 
at source through the so called "composite rate" 
arrangements. And recipients of company dividends are 
entitled to a tax credit which covers their liability to tax 
at the basic rate.

21. The operation of the tax system has been simplified in 
recent years. The most important changes have been the 
replacement of Child Tax Allowances by Child Benefit, and 
the introduction of arrangements for giving tax relief on 
life assurance premiums and mortgage interest payments by 
deduction at source.



22. Thus for most employees, the tax system is very simple: 
the only allowance or relief making up the PAYE code is the 
personal allowance; and the long basic rate band (up to 
£16,200 of taxable income in 1985-86) means that 95% of 
taxpayers pay all their tax at the single rate of 30%.

23. These features have three consequences for 
administration.

a. The system works without the need for most 
employees to complete a tax return each year - indeed a 
person whose affairs are straightforward may never be 
sent one until he or she retires.

b. In many instances there is no need for the Revenue 
to bring together information about the total income of 
a single person or the incomes of husbands and wives in 
most cases. The combination of deduction at source 
arrangements and the long basic rate band ensure that 
the right tax is collected from each source of income 
separately.

c. The Revenue does not need — and therefore does not 
hold - information about, for example, whether or not a 
taxpayer has children or what his or her housing costs 
are.



ANNEX 2 : PHASING IN THE NEW SYSTEM

1. Chapter 3 explains that a change to a system of 
transferable allowances could be phased in over a number 
of years. This would be achieved by having a transitional 
period during which only part of the wife's allowance would 
be transferable to her husband. (Under the present system 
the Married Man's Allowance is already transferable in full 
from the husband to the wife if the husband has insufficient 
income of his own to use it up, so couples where the wife is 
working but the husband is not already have the same 
allowances as a two-earner couple.)

2. As Chapter 3 also explains, the details of how the 
phasing arrangements could not be decided until much nearer 
the time. This Annex therefore shows, for illustration, 
broadly how the phasing in might be achieved. It takes 
1985-86 allowance levels as the starting point, and shows 
how phasing might work over periods of 2, 3, or 5 years.

3. Whatever the length of the phasing-in period, the 
approach would be the same. From the start, the incomes of 
husband and wife would be disaggregated, and the wife would 
be able to set the former wife's earned income allowance 
against any of her income. Gradually, the married man's 
allowance would be reduced and the wife's allowance and 
single allowance would be increased in parallel, so that the 
total allowances for a two-earner couple would remain the 
same in cash terms. A transferable component would be 
introduced gradually into the wife's allowance, so that the 
allowances for a one-earner couple increased. The 
phasing-in process would be complete at the point when the 
married man's allowance and the wife's allowance and single 
allowance reached the same level, and the wife's allowance 
was made transferable in full. The examples show how this 
process would work.



4. This approach to phasing-in would be very flexible. 
The length of the phasing-in period would not need to be 
fixed in advance, and the phasing-in need not be at the same 
rate throughout the period. The increase in the 
transferable component could be determined by the resources 
available. The first three examples below show phasing in 
equal steps, but Example 4 shows a possible scheme for 
phasing-in over two years with most of the increase in the 
first year.

5. Example 1 - Phasing-in over 2 years

Year 1 (partial implementation)

(i) Disaggregate incomes of husband and wife and allow 
Wife's Earned Income Allowance to be set against 
any income of the wife.

(ii) Raise single allowance and wife's allowance to 
£2,525.

(iii) Reduce Married Man's Allowance to £3,135.

(iv) Introduce transferable component of £1,400 within 
wife's allowance.

Year 2 (full implementation)

(i) Raise single allowance to £2,830.

(ii) Convert wife's allowance into a single allowance.

(iii) Replace Married Man's Allowance by single 
allowance of £2,830.

(iv) Make single allowance fully transferable between 
spouses.



Illustrative allowance levels during two year phasing-in
£ £

One-earner Two-earner
couple couple

Present system Husband 3,455 3,455
Wife — 2,205
Total 3,455 5,660

Year 1 (partial Husband 3,135 3,135
implementation)

Transferred from
wife 1,400 -

Total for husband 4,535 3,135
Wife 2,525
Total for couple 4,535 5,660

Year 2 (full Husband 2,830 2,830
implementation)

Transferred from
wife 2,830 -

Total for husband 5,660 2,830
Wife — 2,830
Total for couple 5,660 5,660

6. Example 2 — Phasing-in over 3 years

The principle here would be exactly the same as in the
previous example: in the years of partial implementation, a
certain proportion of the wife's allowance would be
transferable to the husband. The resulting levels of
allowances are set out in the table below.



Single
person

Husband Working
wife

Transfer 
available from 
non-working wife

One-earner
couple

Two-earner
couple

Present system 2205 3455 2205 0 3455 5660
Year 1 2405 3255 2405 1000 4255 5660
Year 2 2605 3055 2605 1900 4955 5660
Year 3 2830 2830 2830 2830 5660 5660

7. ]Example 3 - Phasing-in over 5 years

Single Husband Working Transfer One-earner Two-earner
person wife available from couple couple

non-working wife

Present system 2205 3455 2205 0 3455 5660
Year 1 2330 3330 2330 560 3890 5660
Year 2 2455 3205 2455 1120 4325 5660
Year 3 2580 3080 2580 1680 4760 5660
Year 4 2705 2955 2705 2240 5195 5660

Year 5 2830 2830 2830 2830 5660 5660



8. Example 4 - Phasing-in over 2 years (unequal steps)

Single
person

Husband Working
wife

Transfer One-earner Two-earner 
available from couple couple 
non-working wife

Present system 2205 3455 2205 0 3455 5660

Year 1 2655 3005 2655 2000 5005 5660

Year 2 2830 2830 2830 2830 5660 5660



ANNEX 3 : HOW TRANSFERABLE ALLOWANCES WOULD WORK

1. Under a system of transferable allowances, husbands and 
wives would be treated independently. They would each be 
responsible for making their own returns (when those are 
required) and for paying their own tax.

2. Husbands and wives would also be more closely involved 
in the calculation of their code numbers for PAYE purposes.

3. Before the start of the tax year, a married man or a 
married woman would need to decide whether to transfer any 
or all of their allowance. Normally a husband or wife 
expecting to have income for the coming year which would 
exceed the level of the personal allowance (say £2,830) 
would not elect to make any transfer to their partner. If, 
however, they expected to have less income than £2,830, they 
would normally wish to keep enough of their own allowance to 
set against their expected income and transfer the balance. 
If one partner expected to have no income, then he or she 
would normally elect to transfer the whole of the allowance 
to the other. Examples 1, 2 and 3 below illustrate these 
cases.

Example 1
£ £

A earns 8,000
B earns 15,000
No transfer

Allowance to A 2,830
Allowance to B 2,830

Total 5,660

No transfer



A earns 1 »500
B earns 15,000

- A transfers 1,330
Allowance to A 1,500
Allowance to B 2,830
plus transferred 1,330

Total 5,660

Example 3

A has no income 
B earns 15,000

- A transfers full 2,830
Allowance to A -
Allowance to B 2,830
plus transferred 2,830

Total 5,660

4. If a husband or wife decided to transfer part or all of 
the allowance, they would tell the tax office. The tax 
office would then set the FAYE code numbers of both the 
husband and wife in accordance with that decision. It would 
not be necessary for all married couples to make fresh 
elections each year. An election once made could run on 
from year to year until the husband or wife decided to 
change it.

5. During the course of the tax year, husbands and wives
would have the right to revoke or vary any election they had 
made previously. In this way the system would be able to 
respond flexibly and quickly to changes of circumstances. 
For example, if a wife stopped work to have a baby, she 
would be able to transfer any unused balance of her 
allowance to her husband so that he could benefit as soon as 
possible from the extra allowance. Example 4 below
illustrates this.

Example 2 *



1. At the start of the year a husband and wife are 
both In paid work, and there is no transfer of 
allowances between them.

ii. After three months the wife leaves employment 
to have a baby. Up to that time she has earned 
£1,500. On giving up work she asks her tax 
office to transfer the balance of her 
allowances to her husband.

iii. The tax office makes a repayment to the wife of 
any tax deducted from her earnings and arranges 
for the balance of her allowances (£2,830 - 
£1,500 « £1,330) to be transferred to her
husband.

iv. Over the year as a whole, the position of the 
partners is then:

Allowances to wife £1,500
(equal to her income)

Allowance to husband £2,830
plus transferred £1,330

Total £5,660

6. If, on the other hand a husband or wife who had not 
been in paid work at the start of the year (and who had 
transferred their allowance to their partner) began a new 
job they could ask the tax office to end the transfer and 
give their own full tax allowance in their own PAYE code. 
Their partner's allowance would then be reduced 
correspondingly. Example 5 below shows how this would work.

Example 4



i. At the start of the year only the husband is in 
paid work and his wife has transferred her 
allowance to him.

ii. After three months the wife takes up paid 
employment. On doing so she asks the tax 
office to end the transfer of her allowance to 
her husband.

iii. The wife's tax office gives her the benefit of 
her full allowance in her PAYE code. The 
husband's tax office adjust his PAYE code so 
that he has only his own allowance. The 
husband's new code is introduced on a
non-cumulative basis so that the husband does 
not suffer a large tax deduction in the week or 
month when the change is made.

iv. After the end of the year the tax office 
reviews the husband's position and checks the 
amount of tax deducted. Any underpayment of 
tax would be collected (as at present) by 
adjusting the husband’s PAYE code for a 
succeeding year (or years).

v. Over the year as a whole the position of the 
partners would be:

Allowance to husband £2,830*
Allowance to wife £2,830

Total £5¿660

*after non-cumulative reduction in his PAYE 
code from month 4.

Example 5



7. After the end of the tax year, the tax office would 
review a couple’s tax position

For the purpose of calculating 
tax liabilities at the higher rates, however, a transfer of 
allowances would only have effect to the extent that the 
transferring partner's allowance exceeded his or her own 
income; if, for example, a wife's income was only £1,000, 
the transferred amount could not exceed £1,830 (£2,830 -
£1,000). These arrangements would ensure that where a 
transfer of allowances was made, the right amount of tax was 
collected in total from the couple.



1. Chapter 3 made it clear that the Government would only 
introduce transferable allowance, if and when it could do 
so, in such a way that no taxpayers would suffer a cash 
loss.

2. Table 1 shows the cash effects on different family 
types of introducing the new system in this way. The 
comparison is against the 1985-86 level of allowances, and 
is at 1985-86 prices. Table 2 shows the cash effects by 
income range and Table 3 gives a more detailed analysis.

3. Chapter 3 also pointed out that the change could be 
made in one year, or, more realistically, phased in over a 
number of years. If the change were made in one year the 
real effects on families, taking account of inflation, would 
be the same as the cash effects. On this assumption, 
therefore, the real effects also would be as shown in 
Tables 1-3.

4. If, however, the change were phased in over a number of 
years, some taxpayers would find that their allowances 
remained unchanged over this period and therefore fell in 
real terms, with inflation. The extent of these possible 
real losses would depend on the length of the transitional 
period and on how any scope for real reductions in tax was 
used during that period.

5. At the extreme the change could be phased in over a 
period long enough to ensure that there was no loss of 
revenue beyond what would have been required for indexation 
of allowances. The cash effects of a change made in this 
way would still of course be as shown in Table 1. The real 
effects would be as shown in Tables 4 and 5.

ANNEX 4 : ILLUSTRATIONS OF THE EFFECTS OF TRANSFERABLE
ALLOWANCES



6. As Chapter 3 makes clear, the assumption about phasing 
on which Tables 4 and 5 are based is an extreme one. A move 
to transferable allowances should be seen as part of the 
process of tax reduction, in line with the Government's 
declared objective of reducing the total burden of taxation. 
To the extent that tax reductions were made during the 
period of transition, the phasing would be shorter than 
assumed in Tables 4 and 5 and the position in real terms for 
taxpayers better than is shown there.

7. The annex now goes on to discuss in more detail the 
effect of the change on different types of taxpayer as 
summarised in Table 6. All the detailed calculations are in 
cash terms, again with the comparison against the 1985-86 
level of allowances and at 1985-86 prices. The annex also 
shows how the proposed reform of social security will affect 
the net income of taxpayers (Tables 10 and 11).



Taxpayers of working age - single people

8. In 1985-86, the allowance for a single person is 
£2,205. Under the illustrative transferable allowance 
system, it would be £2,830: that is £625 higher. At this 
level of allowance, there would be 750,000 fewer single 
people of working age paying tax and the tax bills of the 
seven million who would be liable at the basic rate would be 
£187.50 (£3.60 per week) lower. The change for the 120,000 
single people currently liable at higher rates would be 
correspondingly greater.

- One earner couples

9. The allowance available in 1985-86 to a married couple
where the husband is the sole earner is £3,455. Under the 
illustrative system it would be £2,205 higher at £5,660, 
twice the amount of the single transferable allowance. At 
this level of allowance, there would be 600,000 fewer one 
earner couples paying tax and the tax bills of the 
3.6 million who would be liable at the basic rate would be 
£661.50 (£12.72 per week) lower. The change for the 245,000 
couples currently liable at higher rates would be
correspondingly greater.

10. Under the present tax system, couples where the wife is
the sole earner, in general, receive the same allowances as 
couples where both spouses are earning, since they receive 
both the married man's allowance and the wife's earned 
income .allowance. Under the illustrative system of
transferable allowance, the amount of allowances available 
to such couples would be the same as in 1985-86. The 
husband would, however, be able to transfer to his wife any 
allowance unused against his investment income.

IMPACT FOR PARTICULAR GROUPS



11. The effect of the illustrative system on two earner 
couples depends in part on the amount of the wife's 
earnings. At present, the total allowances available to a 
two earner couple are £5,660; but £2,205 of this can be set 
only against the wife's earnings. Under the illustrative 
arrangements, the whole of the £5,660 would be available to 
the couple whatever the split of their income. The 1.8 
million couples where the wife's earnings are below £2,205 
would therefore pay less tax under the illustrative 
arrangements than at present. The difference would depend 
on the amount of the wife's earnings and table 3 shows that 
it would average about £5.80 per week. Under the 
transferable allowance system, most two earner couples where 
the wife earns more than £2,205 would have available between 
them the same allowance as at present and their combined tax 
bill would not change. Since the allowances would be split 
equally between them, however, in practice, the wife would 
find a reduction in the amount of tax deducted under PAYE 
and her husband a corresponding increase.

12. Under the present rules, some 180,000 two earner 
couples find it beneficial to elect to have the wife's 
earnings taxed separately. These couples are, in effect, 
taxed as two single people on their earned income with a 
single allowance each. Under the system of transferable 
allowances, therefore, each spouse would have an increase in 
allowance of £625. Where both spouses were liable at the 
basic rate, the couple's combined tax bill would be £375 
(£7.21 per week) lower.

13. Finally, there are at present some 250,000 two earner 
couples liable to tax at higher rates where the wife's 
earnings are over £2,205 but who do not find it beneficial 
to elect. Under the illustrative system, they would, receive 
the same amount of allowances in total. Where the wife's

- Two earner couples



earnings were between £2,205 and the illustrative 
transferable allowance of £2,830, the couple's combined 
tax bill would not change. Where the wife's earnings were 
greater than this, their combined tax bill might be reduced 
under the illustrative system, since income taxed at present 
at a marginal rate above 30 per cent might become liable at 
a lower rate of tax as a result of the disaggregation of 
each spouse's income and the operation of the separate set 
of rate bands to which each of them would be entitled.

Elderly taxpayers

14. Under the present arrangements, age allowance is income 
limited. Single people aged 65 and over, and married
couples where one of the spouses is aged 65 or over, are 
entitled to age allowance in full if their total income does 
not exceed £8,800. Above this level, the allowance is 
withdrawn by £2 for every £3 increase in income, so that 
elderly single people become entitled only to the basic 
allowance at an income of £9,528, and elderly married 
couples at £10,000. Table 7 shows the numbers of elderly 
taxpayers in 1985-86 in the various categories. The 
illustrative transferable allowance system does not include 
a higher level of allowance for elderly taxpayers.



- Elderly single people

15. At present, 1.1 million elderly single taxpayers 
receive the full age allowance of £2,690. Under the 
illustrative system, they would receive £2,830. At this 
level of allowance there would be 60,000 fewer elderly 
single taxpayers and the tax bills of the remainder would be 
£42 (81p per week) lower. Allowances for the 30,000 elderly 
single people who now receive an abated age allowance would 
be between £140 and £625 higher under the illustrative 
system, depending on the amount of the abatement. The 
effect of the system on the remaining 190,000 - who are 
entitled only to the basic allowance - would be the same as 
for single taxpayers of working age.

- Elderly married couples where the wife is not at work ■

16. At present, the allowance available to the 550,000
taxpaying elderly married couples with total incomes below 
£8,800 where only the husband has earned income (earnings or 
pension) is £4,255. Under the illustrative system of 
transferable allowances, it would be £5,660. An allowance 
at this level would remove 330,000 couples from tax and the 
tax bills of the rest would be £421.50 (£8.10 per week)
lower. The effect of the illustrative system on the 45,000 
elderly couples with total incomes above £10,000 would be 
the same as for one earner couples of working age.

 ̂This group includes couples where the wife has a category 
B NI pension on the basis of her husband's contributions. 
Category B pensions are treated as earned income of the 
husband and cannot be set against the wife's earned income 
allowance.



17. At present, an elderly married couple wit̂ i total income 
below £8,800 where the wife has earned income of at least 
£2,205 has available allowances of £4,255 (married age 
allowance) plus £2,205 (wife's earned income allowance), a 
total of £6,460. Under the illustrative system of 
transferable allowances, the allowances available to the 
70,000 taxpayers in this position would be £5,660; that is 
£800 lower. With allowances at this level, some 30,000 
couples would be brought into tax. A further 50,000 couples 
who have wife's earned income of between £1,405 and £2,205 
would also receive a lower level of allowances than at 
present as would some 25,000 couples whose total income was 
between £8,800 and £10,000. There are, therefore, at 
present up to 175,000 elderly couples who, under the 
illustrative system of transferable allowances, would 
receive a lower amount (up to £800) of allowances than at 
present.

To prevent this, is a system of transferable allowances were 
to be introduced the Government would make special 
arrangement, so that couples in this position would not 
experience a reduction in the combined cash amount of their 
main personal allowances compared with the year before 
transition to the transferable allowance system began. In 
the illustrative system, the revenue cost of this protection 
would be about £30 million. The effect of this protection 
has been included in the tables, so that the couples 
concerned have allowances unchanged from 1985-86 levels. 
Under the illustrative system, allowances available to the 
remaining 130,000 elderly couples with wife's earned income, 
who receive age allowance in full or in part, would be 
higher than at present. The position of the 285,000 elderly 
married couples with total income of over £10,000 would 
correspond to that of a couple of working age with a similar 
split of income between husband and wife. About 160,000 -

- Elderly married couples where the wife is still at work



those with wife's earned income of less than £2,205 - would 
have a higher level of allowance under the illustrative 
system; the rest would have the same level of allowances in 
total under the present and the illustrative arrangements.

Higher rate tax

18. The total number of single people and married couples 
liable to higher rate tax in 1985-86 is estimated at about a 
million. Under the illustrative system of transferable 
allowances 750,000 individuals would be liable at higher 
rates. 150,000 of these would be single people (10,000 
fewer than at present), 560,000 would be married with a 
spouse who was not liable at higher rates and a further 
40,000 would be married to a spouse who was also a higher 
rate taxpayer. About 1/4 million couples who are liable to 
higher rate tax at present would not be liable at higher 
rates under the illustrative system. About two-thirds of 
these couples would be two earner couples who do not make a 
wife's earnings election under the present arrangement. 
Table 8 gives more detail on the effect of the illustrative 
system on married couples. No couple not currently liable 
to higher rate tax would be liable under the illustrative 
system of transferable allowances.



19. Under a system of transferable allowances, the 
investment income belonging to a wife would be taxed as hers 
and not, as now, aggregated with her husband's income and 
taxed as his. For the 92 per cent of taxpaying married 
couples who are currently liable only at the basic rate, 
this disaggregation of investment income - as distinct from 
transferable allowances - would not, by itself, have any 
effect on their combined tax bill. However, married couples 
who are liable at higher rates would in general benefit from 
disaggregation (if the wife has investment income not 
covered by her tax allowance and her marginal tax rate is 
lower than her husband's). If in the illustrative system of 
transferable allowances, a wife's investment income was 
treated as her husband's for tax purposes instead of being 
disaggregated, the revenue yield would be about £85 million. 
Table 9 shows an analysis of the 170,000 couples who would 
have lower tax bills within the illustrative system as a 
result of disaggregation and the extent of the reduction. 
These estimates are based on the current recorded 
distribution of investment income between husband and wife, 
allocating joint income equally between the spouses.

EFFECTS OF THE NEW SOCIAL SECURITY PROPOSALS

20. Under the proposals in the White Paper on Social 
Security, due to be introduced in 1987 and 1988, some 
taxpayers who also receive social security benefits will 
find that their entitlement to benefit will change when 
their tax decreases or increases under transferable 
allowances. This is because the benefits will be based on 
net income, not as at present on gross income. It is 
expected that about 2 million taxpayers might also be 
entitled to income-related benefits such as family credit 
and housing benefit.

Disaggregation of investment income



21. Those who gain in real terms through lower tax bills 
will lose some of the gain in reduced benefit entitlement. 
The tax changes would however substitute income as of right 
for these benefits. On the other hand if the tax changes 
are phased in over several years at no real reduction in the 
tax burden, some taxpayers with income-related benefits will 
have their tax liabilities increased in real terms. For 
these people, their real net income will fall and thus their 
benefits will increase to offset the loss.

22. After allowing for the changes in benefit caused by the 
Social Security proposals, the effects of introducing 
transferable allowances are shown in Tables 10 and 11 for 
different family types. Table 10 shows the changes in cash 
terms and Table 11 shows the changes in real terms if no 
real reduction in tax burden were possible during the 
implementation.

23. This annex only summarises the effects of introducing 
transferable allowances.." As explained in Chapter 3, once in 
place they would allow changes in levels of allowances to be 
undertaken more effectively than under the present structure 
of personal allowances.



TABLE 1 Taxpayers: Cash changes in tax if transferable allowances introduced with no cash losers: By Family Type 

(thousands)

FAMILY TYPE
ALL

TAXPAYERS
OVER
£10 £5-£10

GAIN

£2-£5

Change 

UNDER £2

in tax (£ per week)

LOSS
NO

CHANGE UNDER £2 £2-£5 £5-£10
OVER
£10

AVERAGE 
CHANGE 

(£ per week)

NON-AGED

Single 7,550 10 70 7,020 440 - - - 3.45

Married couple
: Wife not working 4,090 3,440 220 160 90 170 - 11.66
: Wife Working 5,600 350 840 580 450 3,400 2.32

Lone Parent 360 * 10 330 20 - - - 3.52

ALL NON-AGED 17,600 3,800 1,140 8,090 1,000 3,570 - - 5.00

AGED

Single pensioner 1,580 * 40 180 1,130 240 - - 1.15

Pensioner couple 1,400 220 480 190 160 340 - - 5.51

ALL AGED 2,980 220 520 370 1,290 580 - - 3.19

TOTAL 20,580 4,020 1,660 8,460 2,290 4,150 - - 4.74



TABLE 2 Taxpayers: Cash changes In tax if transferable allowances introduced with no cash losers: By Income

(thousands)

Change in tax (£ per week)
AVERAGE

INCOME ALL CHANGE
£ PER 
WEEK

TAXPAYERS
OVER

GAIN
NO

LOSS
OVER

(£ per week)

£10 £5-£10 £2-£5 UNDER £2 CHANGE UNDER £2 £2-£5 £5-£10 £10

0-60 1,200 - - 420 530 240 - - 1.49

60-100 3,340 - 120 2,290 840 90 - - 2.91

100-150 4,680 820 510 2,600 390 360 - - 5.04

150-200 3,530 1,030 290 1,500 180 530 - - 5.77

200-300 4,590 1,350 300 1,140 180 1,630 - - 5.10

300-400 1,800 380 90 310 40 980 - - 3.68

400+ 1,440 440 350 200 130 320 - 1 8.27

TOTAL 20,580 4,020 1,660 8,460 2,290 4,150 - - 4.74



TABLE 3 Taxpayers: Cash changes In tax if transferable allowances introduced with no cash losers: By income and family itype

Income 
(£ per 
week)

Taxpayers
Amount

of reduction Average reduction Taxpayers
Amount

of reduction Average reduction

(thousand) (£ million) (£ per 
week)

(% of gross 
income)

(thousand) (£ million) (£ per 
week)

(% of gross 
income)

NON-AGED S i n g l e ^ Married couple: wife not working

0-60 840 90 2.05 4.1 10 - 0.32 0.6
60-100 2,110 390 3.55 4.5 320 70 3.92 4.8

100-150 2,500 470 3.61 3.0 950 540 10.93 8.8
150-200 1,300 240 3.60 2.2 1,040 630 11.68 6.9
200-300 860 160 3.61 1.6 1,160 750 12.40 5.4
300-400 180 40 3.67 1.1 320 210 12.53 3.8
400+ 120 30 5.33 0.9 290 280 18.87 2.9

TOTAL 7,910 1,420 3.45 2.6 4,090 2,480 11.66 5.4

Married couple wife working Married couple wife working
NON-AGED earning £2,205 or below earnings above £2 , ^ T 7

0-60 - - - - - - -

60-100 40 - 2.08 2.3 20 - - -
100-150 250 80 6.12 4.9 170 - - -
150-200 450 140 5.79 3.4 380 - - -
200-300 730 210 5.67 2.4 1,540 - - -
300-400 200 60 5.36 1.6 950 - - -
400+ 180 70 7.26 1.3 700 120 3.31 0.6

TOTAL 1,850 560 5.81 2.4 3,760 120 0.61 0.2



TABLE 3 (cont)

Elderly single Elderly married couples

0-60 350 4 .21 0.4 - - - -
60-100 630 30 .81 1.1 230 20 1.76 2.0

100-150 320 20 1.06 0.9 500 130 4.86 4.1
150-200 110 10 1.69 1.0 240 40 2.81 1.7
200-300 90 20 3.58 1.5 210 80 7.20 3.1
300-400 50 10 3.85 1.2 100 30 6.59 2.0
400+ 40 10 5.92 0.9 120 100 17.11 2.8

TOTAL 1,590 104 1.15 1.0 1,400 400 5.51 2.8

Including single parents

about 100, 000 couples In this group would have Increased tax bills as a result of withdrawal of minor personal allowances.



TABLE 4 Taxpayers: Real effects of changes in tax If transferable allowances financed by provision 

(thousands)

for indexation of personal allowances only: By family type

FAMILY TYPE
ALL

TAXPAYERS
OVER
£10 £5-£10

GAIN

£2-£5

Change 

UNDER £2

in tax (£'per week)

NO
CHANGE UNDER £2

LOSS

£2-£5 £5-£10
OVER
£10

AVERAGE 
CHANGE 

(£ per week)

NON-AGED

Single 7,550 - 20 10 7,370 140 - - - 0.32

Married couple
: Wife not working 4,090 100 3,560 170 90 10 160 * * 5.77
: Wife Working 5,600 10 150 380 360 390 630 3,670 20 -4.29

Lone Parent 360 - * - 350 10 0 0 0 0.38

ALL NON AGED 17,600 110 3,730 560 8,170 550 790 3,670 20 0.12

AGED

Single pensioner 1,580 - ★ 10 190 210 1,180 - - -1.90

Pensioner couple 1,400 40 160 60 640 60 110 320 - -0.41

ALL AGED 2,980 40 160 70 830 270 1,290 320 - -0.82

TOTAL 20,580 150 3,890 630 9,000 820 2,080 3,990 2.0 0.0



TABLE 5 Taxpayers : Real effects of changes in tax if transferable allowances financed by provision 

(thousands)

for indexation of personal allowances only:: By Income

INCOME 
£ PER 
WEEK

ALL
TAXPAYERS

OVER
£10 £5-£10

GAIN

£2-£5

Change 

UNDER £2

in tax (£ per 

NO
CHANGE

week)

UNDER £2

LOSS

£2-£5 £5-£10
OVER
£10

AVERAGE 
CHANGE 

(£ per week)

0-60 1,200 - - - 830 - 190 180 - - -0.31

60-100 3,340 - 120 140 2,350 - 70 660 - - 0.13

100-150 4,680 - 880 110 2,810 - 110 500 260 * 0.83

150-200 3,530 - 1,010 140 1,420 - 170 260 530 * 0.80

200-300 4,590 - 1,280 140 1,050 - 150 240 1,720 - -0.78

300-400 1,800 - 360 60 250 - 30 80 1,020 - -2.49

400+ 1,440 150 240 40 290 - 100 160 460 10 0.65

TOTAL 20,580 150 3,890 630 9,000 - 820 2,080 3,990 10 0.0



TABLE 6 Taxpayers in 1985-86: By family type and liability at higher rate of tax

(thousands)

Family Type All Liable at Higher Rates

NON-AGED

Single 7,520 120

Married couple
: Husband only earning A, 090 245
: Wife only earning 300 *
: Husband and wife earning

- wife earning less than £2,205 1,810 120
- wife earning over £2,205

- without earnings election 3,190 250
- with earnings election 180 125

Lone Parents 380 -

ALL NON-AGED 17,470 860

AGED

Single Pensioner 1,360 40
Pensioner couple 1,310 100

ALL AGED 2,670 140

TOTAL 20,140 1,000



TABLE 7: Aged taxpayers in 1985/86: By use of age allowance and wife's earnings

(thousands)

Use of Age Allowance
Single No wife's 

earned income below
£1,405

Wife's earned income:
£1,406-
£2,205 £2,205+

Total
married
couples

Age allowance in full 1,140 550 130 50 70 800

Reduced age allowance 30 35 10 10 25 80

Basic allowance only

- liable at basic rate 150 100 90 40 100 330
- liable at higher rates 40 45 20 10 25 100

TOTAL 1,360 730 250 110 220 1,310



TABLE 8: Married couple taxpayers! 
| introduced with no cash

t liability at 
losers

higher rate tax if transferable allowances

One earner 
couples

Two earner couples 
Non-electing electing Total

Neither spouse liable 70 180 10 260

One spouse liable 220 230 no 560

Both spouses liable “ 20 20

TOTAL 290 410 140 840



TABLE 9: Married cuoples 
By income and

benefiting and reductions 
family type

in tax from disaggregating investment income if 

(married couples (thousands), tax reduction

transferable

(£'m))

allowances introduced with no cash losers:

less than 

couples

£250

tax

Reduction in tax 

£250-£500 

couples tax

(per annum)

£500-£1000 

couples tax

Over

couples

£1000

tax

Total

couples tax

1 earner: Annual income

: below £50,000 11 1.2 5 1.9 6 4.0 10 18.2 32 25.3

: above £50,000 1 0.1 - - 1 0.5 4 12.1 6 12.7

2 earner: Annual income

: below £50,000 84 5.3 15 5.3 8 5.9 9 13.6 116 30.1

: above £50,000 9 0.8 2 0.8 3 1.9 5 13.7 19 17.2

TOTAL 105 7.4 22 8.0 18 12.3 28 57.6 173 85.3



TABLE 10: ,All Tax Units : Cash changes in net income if transferable allowances introduced with no 

(thousands)

cash losers: By family type

FAMILY TYPE

TAX 
UNITS 

WITH NO 
LIABILITY

TAX
PAYERS

OVER
£10 £5-£10

GAIN

£2-£5

Change in net 

UNDER £2

Income (£ per week) 

NO
CHANGE UNDER £2

LOSS

£2-£5 £5-£10
OVER
£10

AVERAGE
CHANGE

• (£ per week)

N0N-AGED

Single 4,200 7,550 10 70 6,910 550 - - - 3.40

Married couple
: Wife not working 1,110 4,090 3,050 230 450 180 170 » “ 10.72
: Wife Working 600 5,600 300 820 630 470 3,400 “ 2.21

Lone Parent 640 360 * 10 210 140 - - - 2.69

ALL NON AGED 6,550 17,600 3,360 1,130 8,200 1,340 3,570 - - 4.71

AGED

Single pensioner 2,520 1,580 * 40 180 1,130 240 - 1.10

Pensioner couple 1,100 1,400 200 470 180 170 350 - - 5.87

ALL AGED 3,620 2,980 220 510 360 1,300 590 - - 3.36

TOTAL 10,170 20,580 3,580 1,640 8,560 2,640 4,160 - - 4.51



TABLE 11: All Tax Units: Real 
By family type

effects of changes in net Income If transferable allowances financed by provision for indexation of personal 

(thousands)

allowances only:

FAMILY TYPE

TAX 
UNITS 

WITH NO 
LIABILITY

TAX
PAYERS

OVER
£10 £5-£10

GAIN

£2-£5

Change in net 

UNDER £2

Income (£ 

NO
CHANGE

per week) 

UNDER £2

LOSS

£2-£5 £5-£10
OVER
£10

AVERAGE 
CHANGE 

(£ per week)

NON-AGED

Single 4,200 7,550 - 20 10 7,360 10 140 - - - 0.31

Married couple
: Wife not working 1,110 4,090 100 2,980 270 570 10 160 * * 5.19
: Wife Working 600 5,600 10 90 370 430 430 620 3,640 20 -4.30

Lone Parent 640 360 - ★ - 350 - 10 0 - - 0.30

ALL NON AGED 6,550 17,600 110 3,090 650 8,710 10 590 780 3,640 20 -0.03

AGED

Single pensioner 2,520 1,580 - * 10 190 60 440 890 - - -1.56

Pensioner couple 1,100 1,400 40 160 60 630 10 60 110 320 - 0.39

ALL AGED 3,620 2,980 40 160 70 820 70 500 1,000 320 - -0.65

TOTAL 10,170 20,580 150 3,250 720 9,530 80 1,090 1,780 3,960 20 -0.10



ANNEX 5 : TIMETABLE FOR CHANGE

1. The introduction of transferable allowances and the end 
of aggregation of husbands' and wives' incomes would affect 
11 million married couples, about 1 million employers, and 
some 600 Tax Offices. By any standards it would be a major 
change.

2. A system of transferable allowances would require 
information from taxpayers which is not held in many cases 
at present, and would have two major consequences for 
personal tax administration.

3. First, tax offices would need to be geared to making 
more adjustments, assessments, or repayments of tax, because 
many people's allownces would change during the tax year as 
their circumstances changed (see Examples in Annex 3). At 
present, such adjustments are needed for only one PAYE 
taxpayer in six. Handling the extra end—of—year work 
economically would require full computer support.

4. Second, there would need to be an efficient mechanism 
for linking the tax records of a husband and wife. For the 
great majority of couples, these records are not linked at 
the moment. It is not necessary under the present system: 
although a married couple's tax liability depends upon their 
joint income, the long basic rate band means that over 
90 per cent of couples pay tax at that rate only. So PAYE 
will collect the right amount of tax in the majority of 
cases without needing to link a husband and wife's records.

5. The new links would require two new facilities:

An index and tracing facility, so that information 
about a change in, say, a husband's employment 
position could be directed quickly and 
economically not only to his own tax office, but 
also, where appropriate, to his wife's tax office.



(A PAYE taxpayer's records are kept in the office 
dealing with his employer's affairs, so when a 
husband and wife have different employers, they 
are quite likely to have different tax offices.)

- Facilities to transfer such information 
electronically between the tax offices concerned. 
Relying on written correspondence would be too 
slow, and would give rise to substantial over
payments and underpayments of tax.

6. The Inland Revenue are already engaged on two major 
computer projects. A pilot system for the computerisation 
of PAYE (referred to as "COP") has been running in the 
West Midlands for some time. It is now being extended 
across the country, region by region, and will be complete 
by late 1987 or early 1988. When fully implemented, COP is 
likely to be the biggest on-line computer project in Europe. 
Staff in the 600 Tax Offices will have access to 17,000 
terminals for COP, linked to mainframe computers in 
11 regional processing centres.

7. The procedures for taxing self-employment income under 
Schedule D are also being computerised (CODA). This further 
development, which will be in place by 1989, will use the 
same mainframe computers as COP, but will increase the 
number of terminals to 25,000.

8. The Revenue plan to enhance this basic computer system 
by two further developments:

- a nationwide data transmission network. The 
network, which will use over 900 British Telecom 
circuits, will link the 600 tax offices into the 
computing facilities and will connect them with 
each other and with the offices responsible for 
collection and enforcement.



— a computer-based index. This will maintain up to 
date records of each taxpayer, his or her employer 
(or self-employment), and will be able to hold the 
necessary information to connect the tax records 
of married couples. The index, which is already 
running on an experimental basis in Scotland, will 
provide rapid access to vast amounts of stored 
data.

These facilities will be introduced as soon as possible 
after COP and CODA are complete.

9. If transferable allownces were introduced, the Revenue 
would also need to ask married couples for the information 
necessary to establish links between their records, and to 
give the appropriate allowances.

10. Transferable allowance would mean considerable 
additional work for tax offices. In particular, they would 
be handling separately the tax affairs of many millions of 
married women, whereas at present a married woman’s tax 
affairs are handled along with her husband's. The new 
computer facilities described earlier would be an essential 
requirement to undertake this extra work efficiently, but 
there would also be a need for additional staff — possibly 
in the region of 5,000. In the event of a change to 
transferable allowances, there would be full consultation 
with the staff and departmental unions in the Revenue.



ANNEX 6 ï MARRIED WOMEN IN THE LABOUR FORCE 

Introduction

1. This Annex gives some detailed information about the 
increasing participation of married women in the labour 
force over the past 50 years. It also sets out some recent 
evidence on the reasons why married women do not seek paid 
work at particular times.

Participation in the Labour Force

2. Chart 2.4 in Chapter 2 illustrates the steady rise in 
the proportion of married women with paid jobs.

3. Table 1 provides the detailed information on which the 
chart is based, and also gives information about men in the 
labour force. The table shows that while the size of the 
total workforce has continued to show an increase for each 
year that figures are presented, the number of economically 
active men - that is, those who are working or looking for 
work - has recently declined from the number counted in the 
1971 census. The number of females has on the other hand 
continued to show a steady rise, almost entirely due to the 
increasing participation of married women.

4. Table 2 shows more clearly how the share of married 
women in the labour force has expanded.



TABLE 1

Number and activity rate of people of working age. by sex and marital status (for women),
1921- 1984, Great Britain (numbers in thousands)

People of working age*

Males and females Number Number EA AR

1921 30750 18559 60.4
1931 30416 20057 65.9
1951 31250 21564 69.0
1961 31885 22736 71.3
1966 32014 23579 73.7
1971 32361 23947 74.0
1981 32228 24560 76.2

1981 32425 25048 77.2
1983 32801 24980 76.2
1984 33043 25484 77.1

Males

1921 14575 13006 89.2
1931 14917 14107 94.6
1951 15674 14968 95.5
1961 16427 15506 94.4
1966 16589 15418 92.9
1971 16939 15495 91.5
1981 16790 15188 90.5

198Î 16895 15232 90.2
1983 17147 15072 87.9
1984 17327 15202 87.7

All Females

1921 16175 5553 34.3
1931 15499 5950 38.4
1951 15576 6596 42.3
1961 15458 7230 46.8
1966 15425 8161 52.9
1971 15422 8452 54.8
1981 15438 9372 60.7

1981 15530 9817 63.2
1983 15654 9908 63.3
1984 15716 10282 65.4

Married Females

1921 7949 713 9.0
1931 8355 904 10.8
1951 10388 2574 24.8
1961 10904 3727 34.2
1966 10916 4776 43.8
1971 11134 5444 48.9
1981 10536 5988 56.8

1981 ÌÓ685 6338 59.3
1983 10731 6433 59.9
1984 10788 6727 62.4

Other Females

1921 8226 4840 58.8
1931 7144 5046 70.6
1951 5188 4022 77.5
1961 4554 3503 76.9
1966 4509 3385 75.1
1971 4288 3008 70.1
1981 4902 3384 69.0

Ì.98Ì 4845 3478 71.8
1983 4923 3475 70.6
1984 4928 3556 72.2
Sources: Censuses of Population 1921-1981, Labour Force Surveys 1981-84

* upper limit: males 64 years
females 59 years except for 1921 (64 years)

lower limit: 1921 12 years
1931 14 years
1951- 71 15 years
1981-84 16 years



TABLE 2: Shares in the labour force 1921- 1984, Great Britain

Men* All Females* Married Women* Total*

No. 
000's

%
of total

No. 
000's

%
of total

No.
000's of

%
: total

No. 
000's

%
of total

1921 13656 70.5 5701 29.5 733 3.8 19357 100
1951 15649 69.2 6961 30.8 2658 11.8 22610 100
1971 16029 63.5 9205 36.5 5815 23.1 25234 100
1981 15527 61.1 9879 38.9 6286 24.7 25406 100

1981 15645 60.0 10432 40.0 6663 25.6 26077 100
1984 15416 58.9 10764 41.1 7046 26.9 26179 100

* Includes persons of all ages iabove minimum school leaving age.

Sources: Censuses 1921-1981; 1981 and 1984 Labour Force Surveys

In the 1920s very few married women worked or sought paid 
employment; they represented less than 4 per cent of the 
labour force and only about one seventh of all women who 
worked. By 1951, married women's share of the labour force 
had grown to nearly 12 per cent - slightly over one-third of 
all women who worked. In 1984, the latest year for which 
figures are available, nearly 73rds of all women in paid 
work (or looking for work) were married, and married women's 
share of the labour force had doubled to 27 per cent.

Reasons for not working

5. The reasons given by married women for not working or 
seeking paid employment were one of the topics covered in a 
representative survey of women aged 16-59 carried out in 
Great Britain by the Department of Employment and OPCS in 
1980(*). These reasons are summarised in Chart 2.5 of 
Chapter 2; the detailed information is set out in Table 3.

(*) J Martin and C Roberts (1984) Women and Employment: 
a Lifetime perspective HMSO London.



TABLE 3

REASONS GIVEN BY MARRIED WOMEN FOR NOT BEING IN PAID EMPLOYMENT

This table sets out the reasons given by married women, aged 16- 
employment or seeking paid work, according to their stage in the

59, fexcluding full-time students), for not being in paid 
life cycle. \

Life cycle stage All women not in Base
Childless, aged: Youngest child aged: No child under 16, aged: paid employment or for
Under 3C 30 or over 0-4 5-10 11-15 Under 50 50-59 seeking paid work row Zs

Z Z Z • % Z % Z Z
Permanently unable * 26 1 2 7 17 15 5
to work Z - 13 4 5 10 15 53 100 79
Looking after * 3 96 78 44 8 2 63
children Z 1 0 71 21 6 1 1 100 906

Looking after * 13 0 3 6 4 9 3
other relatives z - 10 2 17 15 6 50 100 48

Keeping house * 51 2 14 35 63 64 24
z 4 6 5 10 12 13 50 100 344

Other reasons * 8 1 3 8 8 10 4
z 2 5 13 13 14 10 43 100 62

All women not in * 100 100 100 100 100 100 100paid employment or x 1 3 47 17 8 5 19 100 1439seeking paid work

; Base for column Zs L. 23 39 671 247 115 73 271 1439

0 (Less than 0.5Z)
* (Base too small to show percentages)

Source: DE/OPCS 1980 Women and Employment Survey.

Note: The percentage figures may not always total 100 because of rounding.



6. Over 60 per cent of married women who are not in paid 
work are looking after dependent children, and over 
70 per cent are either looking after children or other 
relatives, or are prevented from working by ill health. 
Morover, of the women who have no chidren under 16 and do 
not give one of these specific reasons for being 
economically inactive, at least 50 per cent* are aged 50 to 
59 and therefore at an age when finding employment would be 
very difficult. Moreover, women aged over 50 in 1980 are of 
a generation which was less likely than married women now 
are to work when they were younger. Women who did not go 
out to work when younger are less likely to be able to enter 
the labour market in their fifties than those who did. This 
group also includes women who were unable to enter the 
labour market earlier because of responsibility for young 
children, relatives or other dependants. Women in this 
position similarly find it difficult to enter the labour 
market in their fifties, even though their earlier domestic 
responsibilities may now have ended.

7. This age group also understandably accounts for the
largest percentage i(53 per cent)* of women who are
permanently unable to work.

* There will be some women aged 50-59 who have never had 
children and who will therefore appear in the column 
headed "Childless, aged 30 or over".



ANNEX 7 : PERSONAL ALLOWANCES FOR MARRIED COUPLES IN OTHER 
COUNTRIES

Introduction

1. This annex looks at the relative level of personal 
allowances available to single people and married couples in 
most of the EEC countries, Australia, New Zealand, Canada, 
Sweden, Japan and the USA. It also provides some 
information about the basic systems of taxing married 
couples in those countries.

2. It should be recognised that difficult problems arise 
in making any sort of international comparison. Comparisons 
can rarely be of like with like, or show the whole picture. 
So conclusions drawn from some of the material in this annex 
could be misleading unless its limitations are appreciated.

3. The information provided may be subject to change, 
although it is as up to date as possible.

4. The first purpose of this annex is a specific one: to
look at the ratios of allowances between single and married 
taxpayers, in different countries. The comparisons are 
complicated by the fact that not all countries provide basic 
personal allowances for everyone of the kind applying in the 
UK system. The term 'allowances' is therefore used here to 
refer to whatever system of giving relief for personal 
circumstances applies in each country.

5. Some assumptions have been made to simplify the 
comparisons:

a. for a one earner married couple it Is assumed that 
the husband is the sole wage earner and the wife has no 
income.



b. No account has been taken of 'allowances' given 
for children or other dependants or because of age, 
disability or the status of the taxpayer (for example 
widowed, divorced, single parent)

c. The comparisons assume that income is from 
employment.

6. The table below shows the ratio of 'allowances' in the 
different countries in three cases:

Country Details

7. United Kingdom

Married couples are taxed jointly on their combined incomes. 
A married man receives a Married Man's Allowance, which is 
about 1*5 times the Single Person's Allowance, to set against 
any income of the couple. If his wife is working she has 
the Wife's Earned Income Allowance which is equivalent in 
size to the Single Person's Allowance, but can only be set 
against her earned income. More details are given in 
Annex 1.

8. Australia

Husband and wife are taxed separately. A spouse is entitled 
to a tax 'rebate' where he/she maintains the other spouse. 
The 'rebate' operates by reducing the tax payable by the 
amount of the rebate. If the rebate exceeds the amount of 
tax due there is no refund or carry forward of any 'excess' 
rebate.



Where the supported spouse has income above a specified 
amount the rebate is reduced by $1 for every $4 by which the 
spouse's net income exceeds that amount.

The schedule of tax rates includes a zero rate band. The 
first tax rate above this is 25 per cent. The ratios 
therefore take into account the maximum value of the tax 
rebate at the 25 per cent rate to a one earner couple.

9. Belgium

A comparison cannot usefully be made because allowances for 
employment income vary with income up to a maximum level. 
Furthermore the tax position of married couples varies 
depending upon the size of their total net income.

10. Canada

Husband and wife are taxed on an individual basis, but a 
married person supporting a spouse is entitled to a further 
allowance over and above that available to single taxpayers. 
This further allowance is reduced $ for $ if the supported 
spouse's income exceeds a set level.

11. Denmark

A system of fully transferable allowances and independent 
taxation applies. This does not extend to investment income 
which is aggregated with the income of the spouse with the 
highest earned income.

12. France

The French have a family quotient system under which income 
of the family (including children) is aggregated and then 
divided by a certain coefficient. The tax is calculated on



the resulting amount and then multiplied by the same 
coefficient to get the total tax due. For a husband and 
wife only, the coefficient is 2 and the effect is therefore 
similar to the German system. The ratios in the table are 
not based on allowances but on the effect of this system on 
the zero rate band only.

13. Germany

Married couples have the option of individual or joint 
taxation. There is effectively a zero rate on an initial 
portion of taxable income: that portion is doubled for
married couples who are jointly assessed and is the basis of 
the ratios given above. Where the couple opt to be taxed 
jointly their total income is divided by two and the tax 
calculated on that part. The result is then multiplied by 
two to arrive at the total tax due. This gives married 
couples an added advantage particularly where their incomes 
are of different sizes: the effect is that part of the
larger income, which would otherwise be taxed at a higher 
rate, is aggregated with the smaller income and taxed at a 
lower rate.

14. Ireland

Married couples can choose to be taxed separately or 
jointly. The allowance for a married couple taxed jointly 
is double the single allowance. Joint taxation is usually 
of greater benefit to a married couple, especially where one 
spouse has little or no income, because they enjoy tax bands 
which are twice the width of those for single people.

15. Italy

Taxpayers are allowed credits (as opposed to personal 
allowances) which operate as a deduction from the total tax 
due. A husband and wife are assessed separately, although



an additional tax credit is available to them if one spouse 
has taxable income not exceeding a specific level. One tax 
credit varies with income so a simple comparison is not 
possible.

16. Japan

Individuals are taxed separately but a special exemption is 
available for a spouse who has no income, or income which 
does not exceed a specified level. In addition, an 
'employment income deduction' is available but as this 
varies with the level of income, a comparison is not 
possible. Investment income can also be taxed separately 
but it may be aggregated if the income of the 'household' 
exceeds a specified level. The 'household' can include 
children, parents and grandparents if they live together.

17. Netherlands

Allowances vary and are broadly dependent upon age, size of 
income and whether or not the taxpayer lives with someone 
(not necessarily a spouse). A comparison is not therefore 
possible.

18. New Zealand

A husband and wife are taxed separately. Taxpayers receive 
tax 'rebates' against income. (These 'rebates' operate in a 
similar way to Australian rebates.) The 'principal income 
earner' rebate is available to most individuals with below 
average earnings and varies with income. In the case of a 
married couple this rebate is given to the spouse with the 
higher income or, where incomes are equal, to whichever 
spouse opts for it.



The ratios given in the table are only based on the 
entitlement to the 'principal income earner' rebate and will 
apply only on the assumption that the income of the single 
taxpayer and of the partner in the married couple claiming 
the rebate is identical.

19. Sweden

Individuals pay both National Income Tax (at progressive 
rates) and Local Income Tax (at a flat rate which can vary 
from area to area) . A personal deduction is given to all 
taxpayers but only for local income tax. Husband and wife 
are taxed separately on their earned income. All taxpayers 
benefit from a zero rate band on National income tax upon 
which the ratios are based. In addition a married couple 
where one spouse has no income, or income below a specified 
level, is entitled to a tax credit of 30 per cent of the 
difference between that spouse's income and the specified 
level. The maximum credit will therefore go to a one earner 
couple.

The investment income of a married couple is aggregated with 
that of the spouse with the highest earned income. 
Liability for the tax due on the investment income is then 
split between the spouses in proportion to the amounts of 
their respective investment income.

20. USA

Married couples can be taxed separately but in practice most 
opt for joint taxation. This is generally more beneficial, 
because a different scale of tax rates applies with wider

A special rebate was also available for a dependent spouse
but this was abolished with effect from 1 April 1983.



bands, which includes a larger zero rate band, than is 
available to single taxpayers and married couples who are 
taxed separately. One and two earner couples filing joint 
returns both receive double the exemption given to a single 
taxpayer. In addition, two earner couples, taxed jointly, 
get an extra exemption equivalent to 10 per cent of the 
lesser of $30,000 or the amount of the lower earning 
spouse's earned income. The benefit of this exemption will 
vary according to the size of the lower income but has a 
maximum value of $3,000. This is reflected in the ratios 
set out in the table.



m

•

Personal Allowances

Single: One Earner
Married Couple

in other Countries

Single: Two Earner
Married Couple

One Earner Two Earner 
Married Couple: Married Couple

United Kingdom: 
•

a. Present System 1:1.57 1:2.57 1:1.64

b. Transferable Allowances 1:2 1:2 1:1

•
Australia 1:1.72 1:2 1:1.16

Canada 1:1.87 1:2 1:1.07

•
Denmark 1:2 1:2 1:1

France 1:2 1:2 1:1

0  Germany 1:2 1:2 1:1

Ireland 1:2 1:2 1:1

New Zealand 1:1 1:1 1:1
•

Sweden 1:1 1:2 1:2

USA 1:1.6 1:1.6 (2.5 max) 1:1 (1.55 max)

•

A comparison of allowances is not possible for all the countries included in the annex. (See text for
details.) 
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CABINETMfc. —LEGISLATIVE PROGRAMME 1986-87 AND 1987-88 

Memorandum by the Lord President of the Council¡SI —
The Queen'^Speeches and Future Legislation Committee (QL) have now I
considered the proposals made by colleagues for the Bills to be included in 
next Session's legislative programme. Our recommendations are summarised 
at Annex A. A fud^F^ist of the 55 bids for 1986-87 and the five bids for 
1987-88 is at Ani\4x

SIZE OF 1986-87 PROÎ fflJÊ
2 We were very constfrw&dn making our choice that the 1986-87 Session 
could be affected by a Election. If the Election were towards the
end of the Session, we woul^/frone to be able to salvage a good deal of the 
legislation then going thr&fefijBarliament, and this would best be achieved 
by putting forward a componeit£^p£\solid, relatively non-controversial, 
measures which the Opposition<Vt%Mbe prepared to facilitate. On the 
other hand, the programme clear^y^a/eeds to reflect the ongoing thrust o 
Government policy, with no sladrenMiS^P^ purpose.

3. The Committee believed that, iw^ajwevent, it was essential to limit
the size of next Session's programme<̂ fC-e«ttier to relieve the pressure on 
backbenchers. This Session is already>£Kowing the difficulties of getting 
through large volumes of legislation a General Election approaches,
Members of Parliament will be eager to sp^nd more time in their 
constituencies. We cannot expect to continue to push through the large 
amount of legislation which has been a feature of the last two Sessions.

4. We therefore concluded that the 1986-87 pwgr^nme should be limited to
27 Bills. This is significantly lower than in years, but there will
also of course be the inevitable additions during(fcljB/^ear. In addition, 
we were very conscious of the*potential impact of ciw^Onannel Fixed Link 
Bill. This is due to be introduced later this SessiongWy, as a hybrid 
Bill, it can be carried over from one Session to the S^eTM/wd the 
indications are that it will use up substantial time in ££¿^986-87 
Session. <vO)wk

February 1986



\5 As always, QL looked for a balance between Bills which would further 
policies, but which would prove very controversial; those which are 

^ r t h y  but not exciting; and those which are short and can be slipped into 
v-tiL\crevices of a Parliamentary programme. We also looked for the usual 
"^S^ces between introductions in the House of Commons and the Lords, and 
bhtviî n different Departments.
6 C^eSha.rted with the five Bills which had alredy secured advanced 
place<^is/a result of Cabinet's decisions last year. These are Petroleum, 
CriminJ5S*tice, Northern Ireland (Emergency Provisions) (Amendment), 
CopyriSSvSS Intellectual Property, and Banking. The second and last of 
these areOa(^i«^tial for the furtherance of our social and economic policy 
aims and ŵ Jild be especially important in presenting the programme.

7. We draw particular attention to Water Authorities Privatisation, which 
will provide for a^-further substantial tranche of privatisation, and is 
therefore presentfa?I§ally very significant. While we thought it right to 
out this Bill forSiarsh^o maintain the momentum of this part of our I
policies, the Commi^Qjhad a good deal of anxiety about it, because of its 
size and c o m p l e x i t y r i s k s  of its passage and implementation 
becoming entangled in<€^5^ion timing. Colleagues will recognise the 
strain a Bill of this si^pkts upon the programme, and the need for any 
necessary policy decisioli^^^e taken as early as possible.

8 We have also included 'Government Finance (Reform) Scotland,which
will build the framework f o r ^ ^ e w  local government financial system in 
that country, and Local GoveriMe&t^which will reform the local authority 
capital control machinery and et^O^age contracting out in local 
government. In addition, we have (pcc&ded Fire Precautions and Crowd 
Safety which -will give effect to th^/frecommendations of the Popplewell 
Inquiry; Broads, which will please fhp^ehvironmental lobby; and Consumer 
Goods and Services, which will please,^3Serx:onsumer lobby.mmUNSUCCESSFUL BIDS \<
9 We inevitably excluded many good candidates. Perhaps the most 
important are Industrial Relations, Child Care, Licensing (Amendment) and 
Dartford Crossing. On the first of these, whioip'Wyuld remove the legal 
basis for the closed shop, we felt that the ti^ofcUndustrial relations 
was now so much in our favour that it would be codziti^-productive to 
legislate again so quickly. Child Care is a very\g4s£&fctive Bill, but 
there are financial implications which have not yet<b^g^esolved, and it 
is a very long Bill both to draft and to take through(>^aNUment. This is 
the sort of Bill which would be a good candidate for ch€\^9&7-88 Session.
If it is not on the Statute Book by the General Election/tf^hould 
certainly feature in our Manifesto. Licensing (Amendmen^vliah]la great deal 
to commend it, but it will arouse some implacable opponents^-^wk doubted if 
it would’be wise to proceed with it so close to an E l e c t i o n s o o n  
after the Shops Bill. The provision of a new Dartford Cross
certainly an important element in our road programme and legisl^i^d^would

CONTENT OF THE PROGRAMME



be necessary for any scheme which involved toils as currently proposed.
> But the present position on the policy is not so clear as to encourage us 
•^to Cake a decision to include it at this stage.

:^X^87-88 PROGRAMME
considered the advance place bids for 1987-88 on the basis of our 

S ^ c r i t e r i a ,  that large and complex Bills which require a considerable 
preparation benefit from having an assured place a year earlier 

thar/^f^rwise would have been the case. There is, of course, a particular 
orobleat^vth the 1987-88 Session, which must be the last year of the 
ParliSSKand will inevitably be truncated. Nevertheless, the advance 
place siSsS^wiU be of value, since even if the Session does not take 
place weiSfr^ave in an advanced state of preparation Bills which could be 
introduceo\a£ter the Election. Child care is a good example of a Bill 
which could^ither hope to secure rapid passage through Parliament in 
truncated 1987-88 Session, or, if this did not prove possible, coul 
feature in our Manifesto. But, on balance, the Committee felt that it ■ 
would be preferab/leTsb put off taking decisions about the advance places 
until Cabinet hasCCeSled the shape of the 1986-87 programme. We are not 
making any recommemjgi^s, about advance places at this stage.

TIMETABLE
11 Finally, I wish to ¿di&^ise the particular importance of ensuring 
thit Bills are prepared a n d ^ W y  for introduction as soon as possible 
after the start of the nextvKsUon. We must attempt to deal with as much 
as possible of our p r o g r a m m e ® ^  earlier part of the Session and this 
is especially true of the mor<^pM;oversial Bills. This means taking 
policy decisions as early as p ^ g e  and being restrained in adding new 
subject matter to the bids accept^b^Cabinet.

CONCLUSIONS

12. I therefore invite colleagues to
a. approve the list of Essential,programme and Uncontroversial 
Bills at Annex A;

b. note the Contingent Bills listed in An£S^B and agree that they 
should be brought forward if necessary;

c note the Committee's view that up to fr(e^jjyetice places should 
be given to Bills for the 1987-88 Session, but<e%fcj:hese decisions 
should be taken in the context of Cabinet's deci^^J^on the 1986-87 
Session;



d. accept the need for all Departments rigorously to observe 
timetables for preparing the Bills for which they are responsible.it

%

\

<1§l\
Privy Council Office

24 February 1986 ((J)

H i



€ £ BILLS PROPOSED FOR INCLUSION IN THE LEGISLATIVE PROGRAMME 1986-87
' l l ESSENTIAL

m

(D/En) Coal Industry Short

9^AMME
\£MQD) Ministry of Defence Police Short

L ¿(wíSft) Petroleum Medium
16. (wEXJ^ter Authorities’ Privatisation Long
17. (DOiSV£<Scal Government Medium
18. (DOE)^®®^ Medium

L 20. (FCO) Di^omatic and Consular Premises Control Short
L 21. (FCO) Territorial Sea Short

22. (DHSS) Social Security Medium
26. (HO) Criminal Justice Long

L 27. (HO) Fire PrecautxáfísYknd Crowd Safety Substantial
L 30. (LCD) Family Law Relrára? Substantial

35. (NIO) Northern Irelanc/^^mkrgency Provisions)
(Amendment) Medium

37. (LPS) Parliamentary Pensiqjffir̂ n Medium
38. (SO) Local Government Finanbe^teiWm (Scotland) Substantial

L 39. (SO) Debtors (Scotland) Long
L 40. (SO) Criminal Justice (Scotland) (J/y\ Substantial
L 41. (DTI) Consumer Goods and Services Substantial
L 42. (DTI) Copyright and Intellectual Proraerfy) Long

47. (HMT) Banking Long

UNCONTROVERSIAL
33- (MPO) Parliamentary Commissioner (Extension of /7~\

Jurisdiction) W t
49. (MAFF) Fisheries Amendment ((
49A,.(DOE) Birmingham Olympics

L 51. (LCD) Recognition of Trusts
L 52. (LCD) Minors' Contracts

Sh°rtL 53. (LCD) Rights of Reverter Short
L 54. (PCO) Chevening Estate

Short < 8 1 à

Note: The numbers used are those identifying the Bill in Annex B . j  ^ %indicates that the Bill may be suitable for Lords introduction.



#ESSENTIAL PROGRAMME PROGRAMME (Cont'd) UNGONTROVERSIAL
4Q, (MAFP5 Fisheries Amendment1. (D/En) Coal Industry 6. (MAFF) Flood Defence 28. (HO) Civil Protection in 49a.(DOE) Olympic Games

7. (MOD) Ministry of Defence Peacetime 5 9. [ °feltai?dfoBac^o Sales.
Police 29. (HO) Licensing (Amendment) s£ . .51. (LCD) Recognition of Trusts

8 . (DES) Education (Corporal 3 0. (LCD) Family Law Reform „ 11 52. (LCD) Minors' ContractsPunishment) \31. (LCD) Breach of Confidence ,T~ „ .
9. (DES) Academic Tenure ' 53‘ (LCD) RlghtS °f Reverter
m  v «.$ 32 * (LCD) Land Registration 54. (PCo) Chevening Estate10. (DES) Vocational Qualifi- ^

cations 33 • (MP0) Parliamentary Commissioner 55> (DTI) statistics of Trade
(Extension of Jurisdiction) ,,_■,___

11. (D/Emp) Industrial Relations , , , ! (Amendment)34. (MPO) Aliens (Employment)
CONTINGENT 12. (D/Emp) Health and Safety at (Amendment)

Work (Amendment)2. (ECGD) Export Guarantees 35. (NIO) Northern Ireland
13. (D/Emp) Work Permits (Emergency Provisions) (Amendment)3. (DOE) Local Government (Charging)

(Commissioners) 36. (OAL) Museums (Miscellaneous
14. (D/En) Petroleum Provisions4. (FCO) European Commun

ities (Intergovernmental 15. (DOE) Environment 37. (PCO) Parliamentary Pensions
Conference) 16. (DOE) Water Authorities 38. (SO) Local Government Finance

5. (DTI) British Shipbuilders Privatisation Reform (Scotland)
(Borrowing Powers) 17. (DOE) Local Government 39. (SO) Debtors (Scotland)

18. (DOE) Broads 40. (SO) Criminal Justice (Scotland)'
19. (FCO) Crown Agents 41. (DTI) Consumer Goods and Services

ADVANCE PLACE 1987/8820. (FCO) Diplomatic and Consular 42. (DTI) Copyright and Intellectual --------------------
Premises Control Property 56. (MAFF) Food Bill

21. (FCO) Territorial Sea 43.’ (DTI) Post Office 57. (DOE) Tenants Protection
22. (DHSS) Social Security"' 44. (DTI) Companies (Audit) 58. (FCO) Antarctic Material
23. (DHSG) Child Care 45. (D/Tp) Merchant Shipping 59. (DTI) Weights and Measures
24. (DHSS) Alleviation of Human 46. (D/Tp) Dartford Crossing 60. (D/Tp) Road Traffic

infertility 47. (HMT) -Banking
25. (DHSS) Health Services 4 8 . (HMTj customs and Excise
26. (HO) Criminal Justice Management (Powers)
27. (HO) Fire Precautions- and 

Crowd Safety

LEGISLATIVE PROGRAMME 1986/87



CATEGORY OF BILL: ESSENTIAL
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

1. COAL INDUSTRY ENERGY a. The Bill is likely to Length: Short a. Appropriate PES POLICY APPROVAL:
arouse considerable provision will be April/May 1986

L(i) bucial Grants interest in the House of Procedure: Our intention sought for the finan-
To obtain fresh legislative Commons and a major is so to limit the scope cial consequences of INSTRUCTIONS TO
authority for the payment of debate on the future of of the Bill as to enable the Bill. PARLIAMENTARY
coal industry social grants the industry is to be its classification as a COUNSEL:
following the expiry of expected at Second "money bill" and thus b. There are no man- June 1986
existing powers at end Reading. However, as the avoid delay in the House power implications.
March 1987. Bill1s provisions will be of Lords. INTRODUCTION:

directed towards the c. The Bill is not November 1986
(ii) Redundant Mineworkers1 improvement of the NCB1s Royal Assent: Required by required in order to
Payments Scheme financial position, the the end of February 1987 fulfil an EC
To extend beyond March 1987 Opposition is unlikely in order to allow for the commitment.
the period during which seriously to question the passage of consequential
payments under existing Bill's purpose. affirmative orders before
schemes may be made and the expiry of existing
increase the limit on The financial nature RMPS provision at the end
aggregate payments, and of the Bill precludes of March.
possibly to extend the power significant House of
to make schemes. Lords amendments.

(iii) Capital Reconstruction
To obtain legislative
authority for the recon-
struction of the NCB's
capital finances in the light
of a likely inability fully
to service their existing
capital.



CATEGORY OF BILL: Contingent
GOVERNMENT BILLS PROPOSED FOR 1986/87 w

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

2. EXPORT GUARANTEES

To raise statutory limits on 
ECGD1s commitments, to enable 
continued issue of guarantees 
as business increases. 
Possibly also wider powers 
on investment insurance; 
further development of 
arrangements for financial 
support of UK exports; and 
technical adjustments.

ECGD Unlikely to be contro
versial

Length :

Short to medium 

Parliamentary Procedure 

Normal

Royal Assent

Deadline difficult to 
assess. Depends almost 
entirely on need at the 
time.

None Timing
uncertain. Bill 
only to raise 
statutory limits 
could be drafted 
quickly.



CATEGORY OF BILL: CONTINGENT
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE., DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

3. LOCAL GOVERNMENT 
(COMMISSIONERS) BILL

To enable the Secretary 
of State to dismiss 
the councillors of a local 
authority and to appoint 
Commissioners in the event 
of breakdown of finances and 
services. The Bill could 
either be general or apply 
to a specific authority.

DOE No public commitment has 
been given to the intro
duction of the Bill.
But Ministers have indi
cated that if there was a 
serious breakdown in an 
authority then some 
appropriate form of 
Government action would 
be needed. Legislation on 
these lines would be 
highly controversial 
embodying as it does a 
major constitutional 
change. Both the Oppo
sition and the local 
government would strongly 
oppose the provisions.
The emergency which led 
to the introduction of 
the Bill should however 
assist its passage by 
making clear the reason 
and need for the 
legislation.

Short.

The Bill will need to be 
enacted on anjtemergency 
timetable against the 
background of service 
breakdown and come into 
operation immediately on 
Royal Assent. An autho
rity-specific Bill would 
be hybrid and hybridity 
procedures would need 
to be waived.

There may need to be 
additional central 
government manpower 
as a back-up to the 
Commission. As the 
Bill is designed to 
allow order to be 
restored in a local 
authority suffering 
from financial or 
service breakdown, 
additional local 
taxation (and pos
sibly central 
funding) may be 
necessary in the 
short term. Local 
manpower levels might 
be reduced as a means 
of reducing expen
diture . However, it 
is impossible to make 
accurate forecasts 
under this heading.

There are no EC 
implications identi
fied.

Both general and 
authority- 
specific Bills 
were drafted in 
the 1983/84 
Session. The 
policy was 
considered by 
MISC 95 and 
E(LF) and the 
general Bill by 
L Committee. 
Further policy 
clearance and 
some amendment 
to either Bill 
will certainly 
be necessary, 
but either could 
be introduced 
at short notice.

_________ _____



CATEGORY OF BILL: CONTINGENT
GOVERNMENT BILLS PROPOSED FOR 1986/87 W .

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

4. EUROPEAN COMMUNITIES FCO The official Opposition Very short (2 clauses) Financial and man- As soon as the
(INTERGOVERNMENTAL and some Conservatives No special procedure. power effects Treaty text is
CONFERENCE) will probably oppose even 

the limited strengthening
Committee proceedings 
could be on the floor

minimal. in final form, 
which is

To give effect to the amend- of powers of Community of the House. Could Bill gives effect to expected by
ments to the Community 
Treaties which are expected 
to result from the Inter
governmental Conference.

institutions resulting 
from the amendments 
to the EEC Treaty.

start in House of Lords 
if necessary.

Royal Assent will be 
needed by the time when 
other Member States have 
completed parliamentary 
procedures, probably 
between January and 
July 1987.

an EC Agreement. early 1986, 
Ministerial 
policy decisions 
can be taken. 
Instructions to 
Counsel can be 
issued soon 
afterwards.
Bill expected to 
be ready for 
introduction 
November 1986.



CATEGORY OF BILL: CONTINGENT
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH ; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

5. BRITISH SHIPBUILDERS DTI Controversy Length Financial Policy
(BORROWING POWERS)

A technical measure to Very short. A purely permissive Clearance by end
To adjust the statutory reconstruct BS' finances measure with actual June 1986,.
Borrowing Limit and to write following privatisation Parliamentary Procedure funding depending on Instructions to
down the public dividend of their warship- separate decisions. Counsel and
capital currently invested building interests will No special procedure drafting could
in the Corporation. almost certainly not be be completed in

opposed, but will Royal Assent good time for
provide an opportunity earlv intro-
for controversial debate May be required by end duction if
on the Corporation's '86 - timing depends on necessary.
future. BS ability to live within

current limits.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87 •

[title AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

.6. FLOOD DEFENCE

To implement the changes to 
be agreed by Ministers 
following the Green Paper on 
the Financing and Adminis
tration of Land Drainage, 
Flood Protection and Coast 
Protection.

It may include (depending on 
Ministerial decision) some or 
all of: simplifying provision 
of grant aid for land 
drainage and coast protec
tion; providing for payments 
by beneficiaries. Simplifying 
administrative structure 
of land drainage. About 
two-thirds of Bill linked 
to Water Privatisation.

MAFF No public commitment for 
a Bill has been given. 
Reception in House and 
country will depend on 
its content.

Length - will depend on 
content, but unlikely to 
be less than 30 clauses. 
No special procedure.

Timing - needs to be kept 
in parallel with Bill 
privatising Water 
Authorities.

Covers expenditure on 
grant aid. Savings in 
administrative expen
diture and manpower 
likely to result but 
cannot yet be 
quantified. Nor can 
PES or PSBR 
implications.

EC aspect - nil

Policy 
Aim to get 
policy approval 
by end March *86 
No further 
public con
sultation.

Instructions 
Instructions to 
Counsel by July ■ 
at the latest, 
possibly earlier 
depending on 
outcome of 
Ministerial 
cons ideration.

Introduction 
Bill to be 
introduced early 
in the Session 
Needs to be 
introduced in 
parallel with 
the Bill 
privatising 
Water
Authorities.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

7. MINISTRY OF DEFENCE POLICE MOD Need for legislation is 
long outstanding; now

Length None seen at present, 
but the subject to

Policy
To provide proper legal basis more critical due to Short (subject to the outcome of Depart- Departmental
for Ministry of Defence 
Policy (MDP), and to codify 
relevant legislation under 
which they operate (inclu
ding the Police and 
Criminal Evidence Act 1984).

This would not involve any 
extension of MOD Police 
powers except in some minor 
uncontroversial instances.

changed threats to MOD 
establishments. Commons 
Defence Committee Report 
on Physical Security of 
Military Installations 
in the UK recommended 
legislation during the 
present Parliament.

effects of the Police 
and Criminal Evidence 
Act 1984, which is being 
examined). With a 
schedule of amendments/ 
repeals.

No special Parliamentary 
procedure required.

Royal Assent

No specific deadline.

mental review of 
MPD.

review reported 
in September
1985.

General policy 
clearance early
1986.

No Public 
Consultation 
necessary but, 
further working 
up of details 
with other 
Government 
departments and 
other organi
sations 
involved.

Instructions ; 
Mid-June 1986

Introduction; 
Beginning of 
1986/87 Session.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87 •

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

8. EDUCATION (CORPORAL DES (i) The Bill will be Short Financial and Ready forPUNISHMENT BILL) essentially the same as Manpower introduction -
that introduced in the 8 clauses (already subject to a

(i) To secure compliance with Commons on 11 January drafted) Additional costs will few minor
the ruling of the European 1985 which, having passed be slight and amendments.
Court of Human Rights in the through all its stages Parliamentary Procedure manpower implications
case of Campbell and Cosans in the Commons and minimal.
in February 1982 by giving through Committee Stage Normal. (Not suitable
parents of pupils in in the Lords, was subject for introduction in the No EC implications.
maintained schools, non- to a successful wrecking Lords.)
maintained special schools amendment at Lords
and, in certain circum- Report Stage and was Timing of Royal Assent
stances, independent schools subsequently not
the right to exempt their proceeded with. As early as possible in
children from corporal order to comply with
punishment in school. (ii) The Bill will be treaty obligation and in

opposed by Opposition the hope that getting
(ii) The Bill will need to - Parties and probably by the Bill on the Statute
a. provide for the regis- some Government Book may carry some
tration of parental wishes; supporters. (It is weight with the
b. define corporal however, the only European Commission and
punishment; acceptable alternative their consideration o f
c. provide a civil remedy to enforced abolition other corporal
for breaches of exemption of corporal punishment.) punishment cases.
arrangements.

(iii) The Bill will be a UK
Bill.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

.9. ACADEMIC TENURE

To appoint Commissioners 
to amend the statutes etc of 
universities.

a. to ensure that they have 
power - for new contracts - 
to dismiss academics for 
reasons of redundancy or 
financial exigency; and

b. to revise where necessary 
the provisions governing 
dismissal for negligence 
and incompetence.

DES Intention to legislate 
when timetable allowed, 
agreed by H, announced 
August 1984, repeated 
in Higher Education 
Green Paper, May 1985. 
Will be of interest to 
the Lords. Official 
opposition against.
Strong campaign against 
can be expected from the 
Association of University 
Teachers.

Medium. Possible 
introduction > in Lords.

Only cost that of 
financing and suppor
ting 3 or 4 Commis
sioners for 2 or 3 
years. Costs will be 
met within existing 
PES provision.

Outline policy 
clearance 
July 1984. 
Consultations,• 
confined to 
university 
interests, are 
already in hand. 
Detailed 
clearance March/ 
April 1986.

Instructions to 
Counsel by 
raid-June.

Introduction 
January 1987.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

|---------------------------TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

10. VOCATIONAL QUALIFICATIONS

To establish, fund and staff 
a Vocational Qualifications 
Council to advise the 
relevant Secretaries of 
State on the approval of 
vocational qualifications.

To empower the Council to 
make levies on bodies 
awarding approved 
qualifications.

To empower the Secretaries 
of State to require that 
local education authorities 
shall not provide courses 
leading to non-approved 
qualifications; and that 
public bodies shall have 
regard to holders of 
approved qualifications 
in their recruitment and 
promotion policies.

DES Although consistent with 
widely-supported DES/DE/ 
DTI approach, major 
bodies affected, 
including chartered 
examining bodies and 
professional bodies 
might resist strongly.

Short/medium 
Royal Assent deisirable 
by July 1987 (Ministers 
may wish initially to 
establish the body, under 
the Companies Acts or 
otherwise, at an earlier 
date, and the seeking of 
the additional powers 
through legislation is 
contingent on inadequate 
voluntary progress 
towards rationalisation 
of qualifications).

Exchequer cost should 
be some £2 million 
per annum reducing 
through levies/ 
payments to the VQC.

Staff should be of 
the order of 50, but 
possibly some savings 
in MSC. Some EC 
directives already 
bear on the structure 
of qualifications for 
certain professions; 
further EC legisla
tion possible, but 
the proposal does not 
per se cut across any 
EC requirements.

Policv
cléarance bv end 
of July 1986. 
Instructions to 
Counsel by early 
October.
Ready for 
introduction bv 
end March 1987.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

' TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

il. INDUSTRIAL RELATIONS DE Ministers, including Length - medium. None Policy
the Prime Minister, have Clearance fromindicated that Not suitable for, nor \ E(A) May 1986.

To extend trade union Legislation in this area requiring, any special Publication ofmembers1 rights and may be required but procedure. Green Paperprotections vis-a-vis their have given no commitment. June 1986.unions. No deadline for Royal
The Bill will be contro- Assent. InstructionsTo outlaw the pre-entry versial and will be July 1986.closed shop. strongly attacked by the
official Opposition. IntroductionTo prevent discrimination November/in recruitment on grounds of The TUC will strongly December 1986.trade union membership or oppose. No strong appeal

non-membership. to employers, but likely
to attract significant

To withdraw immunity from support from the general
industrial action to enforce public
a closed shop.



GOVERNMENT BILLS PROPOSED FOR 1986/87 w
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE DEPT POLITICAL ASPECTS. LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

12. HEALTH AND SAFETY AT WORK DE Will be supported by Up to 20 clauses. Possibility of some Policy
(AMENDMENT) business but attacked by small saving of staff clearance

the Opposition, and Normal procedure. time in HSE. July 1986.
A deregulatory trade unions. Instructions
measure to No deadline for Royal No other financial September/

Action on young people Assent. impact. October.
- amend or repeal restric- may be particularly
tions on hours of work of controversial and May be suitable for Lords Introduction
young people liable to mis-represen- 

tation.
introduction. early in 1987.

- carry forward other repeals 
identified in the scrutiny 
of burdens on business

- include other desirable 
changes flowing from a 
present study of 
possibilities for de
regulation

- repeal of employment agency 
licensing arrangements



GOVERNMENT BILLS PROPOSED FOR 1986/87
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

13. , PERMITS DE Public commitment to Short. 2.5 staff needed. Policy aareed in
(CHARGING BILL) . legislate at a suitable principle; the

opportunity. Standard procedure. PSBR should be detailed charges
To enable the changing of reduced by about would be
fees for applications fox Official Opposition No target date. £1.5 million. established by
work permits and for first likely to be neutral, Order but would
permissions to work in the but would attract No EC aspects. need to be
UK. special pleadings, eg agreed before

from the Arts, and the Bill's
possibly, attempts introduction.
to debate immigration 
and unemployment issues. Instructions 

21ay 1986.

Introduction 
at the begin
ning of the 
Session.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

14. PETROLEUM DEn Length Financial and Policy
Manpower

i. Powers to ensure the Medium (probably To E (A)
removal of offshore Oil 15-20 clauses + Minimal manpower January 1986.
and Gas installations and 2-3 schedules). small net benefit
to validate licensing to PSBR from ii; Consultation
regime to Northern Ireland Parliamentary procedure
waters; EC Already

Possible Lords consulted oil
ii. clarify and amend ii. might attract oil introduction. None. industry on
petroleum royalties regime, industry criticism but relevant
in line with previous serious opposition Royal Assent principles.
changes in PRT; unlikely;

Desirable as soon as Instructions
iii. enable automatic iv. might be possible to enable
creation of safety zones controversial; affects early operation of Aim is to have
round offshore installations; interests of the Crown ii. all instructions

Estate; an adminis- ready in
iv. powers to license and trative solution might February 1986.
control offshore storage of be found;
gas (contingent); Introduction

vii. might attract
v. rationalise pipeline political opposition, Beginning of
regime procedures; but the Report is not Session.

very useful.
vi. repeal an unused control
on construction of
refineries;

vii. to discontinue
publication of a Parlia-
mentary Continental-Shelf
Report.
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15. ENVIRONMENT BILL DOE Most of the proposed 
changes are non-contro-

Substantial. Marginal extra burden 
for local authorities

i-. Consult 
Feb/Mar Policyi. To modernise Clean Air versial and expected to Possibly suitable for and HGV licensing clearance April.legislation, make local be welcomed on all sides House of Lords authorities but any Instructions toauthority and central of the House. Ministers introduction. Would need increase should be Counselgovernment controls more 

consistent, improve the 
availability of information 
about air pollution and 
implement EC legislation;

ii. To rationalise Waste 
Disposal legislation and 
remedy defects, notably 
by enhancing producer 
responsibility, registering 
waste carriers, improving 
local authority enforcement 
and improving restoration 
and aftercare of sites; to 
put the Hazardous Wastes 
Inspectorate on a statutory 
basis, provide for recovery 
of local authorities' costs 
of control, and empower 
Ministers to charge for 
authorisations/registrations 
under the Radioactive 
Substances Act 1980.

have already promised 
legislation on a number 
of the Bill's provisions.

Main extension of regu
lation is on hazardous 
waste disposal 
procedures have been 
subject to considerable 
criticism by Royal 
Commission, House of 
Lords Select Committee, 
and others.

Other regulatory 
proposals are mostly 
tidying-up and 
clarification rather 
than new requirements.

to receive Royal Assent 
by 1/7/87 for strict 
compliance with EC 
legislation requirements.

largely offset by 
new charging powers.

Resource implications 
for central government 
are small.

Clean Air provisions 
are required in order 
to meet EC require
ments coming into 
effect on 1.7.87.

beginning May.

ii. Policy 
broadly agreed. 
Public consul- 
tation Feb/ 
April. Final 
policy clearance 
beginning May. 
Instructions to 
Counsel mid-May.

iii. E(A) given 
qeneral policy 
approval. Public 
consultation in 
conjunction 
with White Paper 
on water priva
tisation. 
Instructions to 
Counsel end May.

iv. Public 
consultation 
beginning of 
April. Policy 
clearance 
beginning of 
June.
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ENVIRONMENT (cont'd)
(iii) To amend the Bill should be broadly (iv) (cont'd)
Control of Pollution Act 
1974 (Part II) dealing 
with water quality, to

welcome to environmental/ 
conservation lobbies•who 
may however say it does

Instructions
mid-June.
(This is only a 
small part of 
the Bill; approx 
5 clauses and a 
schedule)

rationalise effluent not go far enough
discharge controls, provide especially on waste
a statutory basis for 
quality objectives and

disposal.

ensure the Secretary of May be opposition to
State's reserve powers 
of direction;

landscape conservation 
provisions from 
farming and forestry

Introduction
November 1986

(iv) To enpower local 
authorities to make 
Landscape Conservation 
Orders for the protection 
of scenic land in National 
Parks, and possibly in the 
wider landscape.

interests.
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5

16. WATER AUTHORITIES 
PRIVATISATION

DOE

r

3

Highly controversial: 
opposition strongly 
opposed and pledged to 
renationalise. At White 
Paper launch on 5.2.86, 
very little criticism on 
Government side but some 
Conservative opposition, 
especially in Lords, 
likely. Growing support 
amongst Water Authorities 
Reaction of environmental 
lobby awaited. CBI and 
NFU hitherto sceptical, 
Institute of Directors 
in favour.

Long (150-200 clauses 
plus schedules).

No problems with hybriditj 
known, but needs to be 
borne in mind. Royal 
Assent needed by summer 
adjournment to enable 
privatisation timetable 
to be followed.

Net effect unquant
ified. Staff requirec 
for regulatory body. 
Cost likely to be 
borne from licensing 
fees charged to 
privatised authorities 
Possible loss of ERDF 
grants.

White Paper 
published 5.2.86 
consultation 
documents to 
follow.

, Instructions to 
Counsel in stage; 
beginning late 
May, ending July

Ready (essential) 
for introduction 
November 1986.

To restructure water author
ities as PLCs, to enable 
their flotation and to regu
late their charging and 
standards of service through 
a licensing authority. Will 
include provisions*
- to adapt statutory water 

companies to the new regime;
- to end local authorities' 

sewerage agency arrangements;
- to adapt controls over 

water pollution to privatis
ation, and to strengthen them

[- to retain land drainage 
within the public sector;]*

- to enable trials of water 
metering to be carried out;

- to clarify the legal basi 
for Government prescription 
of drinking water standards, 
and ensure that these may be 
applied to private supplies;
- to modernise the law on 

water supply, sewerage and 
water abstractions;

- for various charging con
sequential of privatisation.

* if not in Flood Defence 
Bill (6)
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17. LOCAL GOVERNMENT DOE Length: Medium EC: No implications

(a) Competition Commitment:- Parliamentary Expenditure and (a) Policy
Procedure : Normal Manpower:

To extend compulsory Numerous Ministerial Approved in
tendering and accounting declarations of intent to Royal Assent: See below After transitional principle E(A)
regime to other local legislate. Severe, back period, competition 16.10.84. Detaile 1
authority services eg refuse bench pressure. measures should proposals require
collection and cleaning. To significantly reduce clearance by
strengthen present powers Very controversial:- LA expenditure and H Committee.
of action against behaviour also produce some
aimed at protecting Direct Further constraints upon manpowe r s av ing s. Consultations
Labour Organisation from 
competition.

LA discretion (all-Party 
opposition at local

Minor Central 
Government manpower Formally complete i,

level) and possible job 
losses. (Hostile Trades 
Union campaign already 
being planned). Opposi
tion will object to 
"unfair" private sector

implications. round may be 
tactically pruden 
during 1986.

Instructions by

-

end of June.competition for
traditional LA staff
activities. Attractive 
to private firms likely 
to secure contracts, and 
to ratepayers generally 
because of increased
value-for-money.
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Local Govt, (cont'd)

b. Capital Controls

To amend or repeal provisions 
of the Local Government, 
Planning and Land Act 1980 
for control of capital 
expenditure by local 
authorities, and amend 
provisions of Local 
Government Act 1972 for 
control of their borrowing, 
in order to secure more 
workable system.

DOE

Particularly affects 
local authorities, 
construction industry and 
clients (eg homeless). 
Present capital controls 
widely believed to 
need overhaul. Governmenl 
reviewing system with 
local authority associ
ations . Popularity or 
otherwise depends on 
public perception of 
onerousness and operabi
lity of new system.

Royal Assent needed 
before April if new 
system is to apply to 
1987/88.

No EC or manpower 
implications. No 
implications for 
central government 
expenditure, Intended 
to promote better use 
of local authority 
capital resources.

(b) Policy 
2 main options 
approved-by (E (LF 
in November 1985 
for consultation 
in Local Govern
ment Finance 
Green Paper. Gree l 
Paper agreed at 
Cabinet on 
9 January for 
publication on 
28 January. Green 
Paper will ask 
for early comment 3 
on capital contro L 
sections (by 
mid-April).
Leading option 
(control of gross 
capital expendi
ture) could be 
ready for instruc- 
tions to Counsel
by end June 1986. 

Introduction
November 1986
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18. BROADS

Purpose: To establish a 
statutory authority with 
comprehensive powers to 
manage both land and 
water space in the Norfolk 
and Suffolk Broads.

DOE A private bill was 
endorsed in principle by 
Ministers - to have been 
promoted by area's local 
authorities. Speaker's 
counsel ruled draft 
bill unsuitable for 
introduction as private 
bill - now proposed as 
public hybrid bill. 
Likely to be opposed 
by sectional interests 
but not politically 
controversial.

Possibly suitable for 
introduction in House of 
Lords.

112 clauses and 7 
schedules. (If re-drafte< 
on new instructions First 
Parliamentary Counsel 
believes the size could 
be considerably reduced).

Resource implications 
not yet fully assessed

No EC implications.

Policy
H Committee's 
.approval in 
principle 
obtained subject 
to resolution 
of differences 
with DTp over 
navigation 
provisions.

Submission to QL 
on timing of 
introduction 
expected in 
January 1986.
Instructions
First
Parliamentary 
Counsel considers 
completely new 
instructions 
will be needed.
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19. CROWN AGENTS FCO

To transfer the business After Ministerial Substantial length. No PES provision has Outstanding
now conducted by the consultation/ the Committee proceedings on been made. Whether policy points
Crown Agents under the Minister for Overseas floor of House for at any capital sum should be
Crown Agents Act 1979 to a Development told the least part of the Bill. would need to be decided by
PLC and to make provision House on 23 February 1984 provided and, if so, Ministers by
for the subsequent sale of that the Government Royal Assent highly its amount cannot yet March 1986.
the equity to the private intended to privatise desirable before end of be determined; this
sector. Crown Agents. Any Session. will depend on the No public con-

measure of privatisation present Crown Agents' sultation is
is likely to attract progress towards needed.
some opposition. financial viability.

Instructions
There are no to Parliamentary
manpower or EC aspects, Counsel by

April 1986.

Bill ready for
introduction by
November 1986.
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20. DIPLOMATIC AND CONSULAR FCO The Bill would follow Length Any costs should be Policy
PREMISES (CONTROL) the Ministerial Short (5 or 6 recovered from the Approval has

announcement that clauses) proceeds of sale already been
To require diplomatic legislation was under of any diplomatic given by the
missions to obtain the active consideration Parliamentary property acquired Home and Social
Secretary of State1s set out in para 39(d) Procedure by HMG. See paragraph Affairs Committee
consent before premises of the White Paper on Could be a candidate 7 of Annex B to (letter of 8
can be regarded as Diplomatic Immunities and for Second Reading Cabinet Office September 1985
premises of the mission Privileges (Cmnd 9497). Committee procedure document H(85) 37 from Lord
(and hence inviolable) and for introduction of July 1985 for President of the
under the Diplomatic Likely to be popular in in the House of Lords. further details. Council)
Privileges Act 1964; to Parliament in view of
provide for withdrawal current antipathy towards Royal Assent Manpower, EC Public consulta-
of such consent in certain diplomatic immunity; Desirable by Summer No implications. tion
circumstances; and to and uncontroversial recess 1987, in view Not intended.
empower the Secretary in party political of existing problems
of State to acquire title and public terms. posed by former diplomatic Instructions
(and hence dispose of) Could be publicly premises (especially Are agreed and
former mission premises. identified as applying Cambodia, where ready for
Similar provision would to former Embassy squatters could obtain despatch as
be made in respect of buildings of Cambodia, title by adverse soon as a firm
consular premises. Iran and Libya. possession in 1988). place in the

Libyan premises could programme has
also be a problem been allocated.

Introduction
Beginning of 
session.
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21. TERRITORIAL SEA

To extend terrirorial sea 
of UK to 12 miles and make 
consequential amendments 
eg to customs and 
continental shelf 
arrangements.

FCO Commitment Length Short F.inancial and PolicyPreparation of legislation 
announced June 1981

Controversy

Pari. procedure
Manpower Main lines 

affecting Bill 
have been 
agreed. OD will 
consider other 
policy implica
tions early 
New Year.

First draft of 
Bill from 
Parliamentary 
Counsel and 
comments on it 
from Depts. 
received. Bill 
expected to be 
ready for 
introduction

Implications thought 
to be negligible; 
but revenue sharing 
arrangements with 
Channel Islands and 
I.0.M . may be 
affected.

EC: Broader UK 
area would be brought 
within EC Rules eg on 
VAT.

Alteration in 5 areas 
to waters available 
for EC fishermen is 
not expected to cause 
major complications.

Suitable for Lords 
introduction.
Probably too technical 
for Private Member or 
Peer.

Royal Assent

No opposition likely 
and broad support in 
Parliament expected.
Might raise broader Law of 
the Sea issues.

Legally desirable that 
we have 12 mile limit 
oy time construction 
work on Channel Fixed 
Link (CFL) begins.

Once Bill introduced, 
long delay before Royal 
Assent would incur 
criticism. Desirable not 
to fall behind CFL 
legislation.

November 1986.
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22. SOCIAL SECURITY DHSS Commitment Length Financial and Policy
manpower

High political Short/medium. To be settled in
priority. Implications will the train of the

To carry forward any Parliamentary procedure depend on final 1985 Bill.
residual changes necessary 
in social security system

Controversy
Not suitable for special

proposals.
Instructions

following this year's Bill. Considerable interest procedures. EC
To implement any PES in Parliament including July to October.
savings requiring primary Lords, and among Royal Assent No significant
legislation. various pressure groups.

Before Summer Recess
implications likely. Introduction

Opposition's attitude 1987 will be very Aim early in
and general controversy desirable for an session.
depends on final April 1988
proposals. But some 
likely to be opposed.

implementation.
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23. CHILD CARE [AND FAMILY Commitment Length Long Financial and manpower Public
SERVICES] WP report follows July Parliamentary procedure A joint LA/Govt WP is

consultation
1984 report of Select examining costs. Net On WP report and

PURPOSE: Committee on Social Suitable for Lords implications for on day care
To improve and clarify law 
on child care and protection 
and provision of services 
for families with young

Services. Strong 
implication that we will 
try for 1986-87 space 
but no public commitment.

Introduction. Not 
recommended for Special 
Standing Committee, 
because Select Committee

finance and manpower 
likely to be small, 
spread between LAs 
Legal Aid and court

consultation 
paper -

Oct 85 -
children following Govt WP* 
report. In particular: Controversy/Support on Social Services has 

already examined Law and
administration. mid-Jan 86

Controversy unlikely to 
be great. Much profes-

likely to return to EC Policy clearance
(i) Renewed emphasis on issue in autumn 1986.

Feb-March 86support to families with sional and pressure The WP and the Government No implications.
children, assimilating group support for new have also gone over the

Instructionsscattered provisions; legislation; many will ground throughly and
regulation of private press for 'family court1 consulted widely.

WP report include !Sarrangements for care of as well as some may
children; greater partner- oppose any interim Royal Assent detailed analysi:
ship with parents by local change. Public support by Law
authorities in caring for likely, especially on No specific deadline. Commission team.
children; better review and child abuse changes. Aim to give
protection of handicapped Need for Bill likely instructions
children away from home. to be acknowledged in from early

Parliament; absence April 1986.
(ii) Action to improve would be criticised.

Introductionhandling of child abuse: Some interest in Lords
tighter duty of invest!- but main concern in

Beginning ofgation, new powers to remove Commons. Opposition may
children at risk of future press for universal free 86-87 Session.
harm and to make conditions 
on parents with children 
remaining at home; power to

day care.
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regulate placement of 
children in care 'home on 
trial'; right of appeal for 
LAs against magistrates 
court decision.

(iii) Fairer treatment of 
parents and other relatives: 
reducing max length of 
emergency removal from home 
before court challenge from 
28 days to 7; full rights of 
participation in court 
hearing for parents and more 
involvement of other 
relatives; advance dis
closure of case against the 
parents; ending administr
ative process for taking 
parental rights without 
recourse to court; new 
appeal right against mag. 
court decisions for parents 
as well as child; right for 
parents and grandparents to 
contest reasonableness of 
access given to children 
in care (in part- to meet 
European Court of Human 
Rights).
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(iv) Modernisation of 
outdated legislation on 
registration of private day 
care facilities and 
supervision of private 
fostering; andpossibly 
residential care.

(v) Major simplification 
and harmonisation of 
unnecessarily confused 
statutes to give clear 
legal powers and 
responsibilities to all 
concerned.

Will cover central areas of 
child care except adoption, 
custodianship and the 
prosecution of juvenile 
offenders.
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/4. ALLEVIATION OF HUMAN 
INFERTILITY (Warnock Report)

Establishment of licensing 
authority? regulation of 
research on human in vitro 
embryos and prohibition 
beyond 14 days after 
fertilisation; making 
unauthorised use and 
handling of human embryos 
beyond 14 days a criminal 
offence; prohibition of 
transfer of embryo used for 
research to a woman; 
regulation of transspecies 
fertilisation and making any 
unlicensed use (and placing 
a human embryo in the 
uterus of another species 
for gestation) a criminal 
offence; regulation of 
sale or purchase of human 
gametes and embryos and 
making unauthorised sale 
or purchase a criminal 
offence; prohibition of 
right of ownership in a 
human embryo and regulation 
of use and disposal of 
stored embryos; amend 
Surrogacy Arrangements Act 
to make criminal the 
creation or operation of

DHSS

Ministers have said they 
aim to introduce legis
lation as soon as 
practicable. Will be of 
intense interest to both 
Houses.

Official opposition likely 
to be supportive in 
principle on basis of 
free vote. Will be 
highly controversial, 
with pressures from wide 
spectrum of opinion.
Parts likely to be 
strongly opposed by some 
churches and "pro-Life1 
lobby.

Medium length (probably 
between 20 and 25 
clauses).

Might be suitable for 
introduction in House 
of Lords.

Desirable to obtain 
Royal Assent by end 
July 1987.

No EC commitment.

Annual UK cost of 
licensing authority 
up to £0.5m, to be 
met by central depts; 
PES provision to be 
made. Possibly 15 
part-time members; 
c8-10 Departmental 
support staff.

Policy clearance 
late Jiine/July 
1986; firm 
instructions to
Parliamentary 
Counsel late 
Summer 1986. 
Ready for intro- 
duction early in 
1986/87 Session. 
Could be delayed 
if Warnock Seled 
Committee 
established this 
Session.
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non-commercial surrogate 
pregnancy agencies and m 
making health professionals 
assisting surrogate 
pregnancies criminally 
liable. [Legitimate AID 
children;]* create pre
sumption of husband's 
consent to AID unless 
contrary proved; deny 
parental rights to donors 
of gametes and rights of 
succession and inheritance 
to AID or IVF children not 
in vitro at time of 
father's death; determine 
primogeniture of IVF 
children by date and time 
of birth.

*At present also included in the bid for Family Law Reform Bill (LCD)
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25. HEALTH SERVICES BILL

To implement 
changes discussed in the 
Green Paper on Primary 
Health Care, mainly:

- to improve control over 
the number and distribu
tion of doctors, dentists 
and pharmacists in the 
family practitioner 
services;

- to introduce a compulsory 
retirement age for 
doctors and dentists;

- to make possible alter
native ways of providing 
primary care;

- to enable family practi
tioners committees to 
contract with some 
pharmacists to provide 
supplementary services;

- to amend Dental Act to 
enable non-dentists to 
manage dental services.

(There will be other changes 
of a miscellaneous sort in 
the family practitioner 
field)

DHSS Green Paper likely to be 
published early in 1986. 
Unlikely to give 
commitment on introductior 
or timing of legislation.
Main provisions likely 
to be controversial 
politically and generally 
as potentially reducing 
levels of expenditure 
on the FPS.
Opposition likely from 
the medical profession 
and possibly the dental 
profession.

Length: Medium 
[to substantial]
Procedure; not suitable 
for special procedure.
Royal Assent: provision 
intended to bear on 
1987-88 expenditure so 
early Royal Assent 
desirable if Bill ready 
for early introduction.

A small increase in 
Departmental manpower 
may be required, but 
the overall effect 
will be to save public 
expenditure. Savings 
already included in 
PE projections for 
England.

Public
consultation: 
January-May 1986.
Ministerial 
policy clearance
June 1986
Instructions to 
Pariiamentary 
Counsel:
July 1986
Introduction: 
Autumn 1986
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26. CRIMIWAL JUSTICE
To enhance courts1 HOME Legislation on items Substantial length; not Financial and manpower Policy
sentencing powers; improve OFFICE (i), (ii) , (iii), and suitable for introduction implications of (i), (i) , (ii) , (iv) ,
working of criminal justice (vii) has been promised in Lords if (x) is\ (v) and (ix) are and (v) approved
system; and provide for during this Parliament. included in the Bill: negligible. by H. Further
victims of crime. To (i) , (ii) , (iii) and (iv) no special timing Implications of other work on (iii)
include principally: are politically attractive consideration for Royal changes are being following October

(i) increases in maximum especially to Government Assent. considered further. H discussion.
penalties for certain supporters. Some No EC aspects. (vii) and (viii)
firearms and corruption provisions are likely agreed by H in
offences; to prove controversial principle. (vi)

(ii) enhance of courts' and to attract opposition being considered
powers to order compensatior from the legal profession, by H in corres-
and forfeiture; depending on the degree pondence. H to

(iii) a statutory criminal of change finally be consulted
injuries compensation scheme i introduced. (x) was shortly on

(iv) redistribution of rejected by the Lords tenus of White
court business; in the Prosecution of Paper reference

(v) making overstaying by of Offences Bill. to (ix) - (xiii)
immigrants a continuing 
offence; Public Consul-

(vi) enhances extradition tation
arrangements. White Paper on 

Bill as a whole
The Bill might also include: and Consultation

(vii) extension to other documents on
offences of proposes powers details Of (vi) ,
to freeze and confiscate (viii) and (ix)
drug traffickers' assets; early in 1986.

(viii) power to order 
reparation by offenders to Instructions
victims ; By end of
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26. CRIMINAL JUSTICE (Coni

(ix) revision of powers 
to impose custodial 
sentenced on young 
offenders.

(x) review of over-lenient 
Crown Court sentences;

(xi) new prison
ajudication procedures;

(xii) revised arrangements 
for fraud trails;

(xiii) altering 
arrangmenets for challenging 
jurors.

)

January (on 
(i) - (viii)) .

Introduction 
Mid-November
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27. FIRE PRECAUTIONS AND HO Politically Medium to substantial: Neutral effect on Policv clearance
CROWD SAFETY uncontroversial and 4/5 fire precautions 1/5 central and local of all aspects

Opposition attitude safety. government expenditure in Spring 1986 •
To replace the Fire likely to be neutral. No additional Instructions
Precautions Act 1971 with a Crowd safety aspects Suitable for Lords expenditure or June 1986.
more cost-effective linked with fire introduction. manpower implication. Introduction
discriminating, efficient precautions and urge No EC implications. 1986'.''
and flexible system of speedy Government response Royal Assent desirable
fire precautions which will especially since crowd before Summer Adjournment
rely on guided and inspected control aspects of if any new proposals
compliance rather than Popplewell will have are to be implemented
direct regulatory been dealt with in Public in time for Autumn
certification; to remove Order Bill of 1985/86 football etc seasons.
anomalies in the current session. Fire precautions
legislation; and to scheme long under
implement the safety discussion with outside
recommendations of the interests, and subject of
final report (expected detailed consultative
before end of 1985) of the document to which response
Committee of Inquiry into is required by end 1985.
Crowd Safety and Control Legislation is expected,
at Sports Grounds and there are no
(Popplewell Inquiry). indication of strong

opposition.
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28. CIVIL PROTECTION IN 
PEACETIME

To enable local authorities 
to use their civil defence 
resources in connection 
with peacetime emergencies.

HO Manifesto commitment. 
Difficult to judge 
Opposition reaction. 
Labour Party is hostile 
to present civil defence 
policy but not to 
contingency planning for 
peacetime emergencies. 
Opposition would probably 
make sceptical comments 
about civil defence and 
perhaps allege an attempt 
to camouflage civil 
defence activity, but 
probably not oppose.
Civil defence interests 
are strongly in favour.

Very short 

3 Clauses

No financial, 
manpower or EC 
implications.

Resource provided 
under civil defence 
legislation will 
not be increased on 
account of this Bill.

The Bill has 
been drafted.

It has been 
taken up by 
Sir Nicholas 
Bonsor who came 
sixth in the 
ballot for Privat 
Members' Bills 
this session.
If not enacted 
in Private Membei 
time this sessior 
it could be 
re-introduced as 
a Government 
Bill at the 
start of the 
1986/87 session.



GOVERNMENT BILLS PROPOSED FOR 1986/87
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

29. LICENSING (AMENDMENT)

To relax the restrictions 
on permitted opening hours 
of licensed premises and 
registered clubs in England 
and Wales.

Home
Office

No public commitment 
given. Likely to 
receive wide support. 
Could be of some interest 
to House of Lords. 
Opposition attitude 
uncertain, but likely 
to support in principle. 
Will be controversial 
with anti-alcohol lobby, 
possibly with medical 
profession and some 
employees. Pressure for 
Bill comes from licensed 
trade and tourism, 
catering and leisure 
industries. No 
particular sectional 
appeal.

Short.
A candidate for 
introduction in the Lords, 
but interest in the 
Commons suggests 
introduction there.

None. Policy clearance 
H Committee 
agreed in 
principle on 
3 December 
that a relaxatioi 
in licensing law! 
was desiirable 
but postponed 
a final decision 
on policy pending 
further evidence 
of tangible 
support for 
reform. H to 
consider further 
(probably after 
Easter ’86) in 
the light of a 
report from the 
Home Secretary.

Timing of 
instructions 
dependent on 
policy approval 
but should not 
take long to 
prepare.



GOVERNMENT BILLS PROPOSED FOR 1986/87 •
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

30. FAMILY LAW;REFORM LCD Uncontroversial. Length: Medium (42 Financial/Manpower Policy:

This Bill gives effect to 
Law Commission Report No 118. 
It removes the adverse 
legal consequences of

It will give effect 
to announced Government 
intentions. The 
proposed change in 
status will ensure 
compliance with ECHR.

clauses and 5 Schedules)
Parliamentary procedure :
Introduction in the 
Lords. Possibly suitable

Small; to be met 
from existing 
resources.
EC

H Committee 
approval 
obtained on 
1st August 1983.

illegitimacy [and makes 
provision concerning the

for Second Reading 
Committee in the Commons. None Instructions

Bill already 
drafted.status of children conceived 

by artificial means.]*
The provision on the 
status of children Timing :
conceived by artificial No special considerations Only minor con-
means was recommended by sequential
Warnock. amendments

required.
Introduction
Beginning of 
1986/87 Session.

* Also currently contained i1 28 (DH >S) Alleviation of Human Infertility.
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31, BREACH OF CONFIDENCE

The Bill will implement 
the recommendations of the 
Law Commission in their 
Report No 110. It will 
create a statutory tort of 
breach of confidence in 
place of the existing 
common law provisions.
The new tort will encompass 
the disclosure of unlawfully 
obtained information, such 
information being treated 
as having been imparted in 
confidence.

LCD The Bill as annexed to 
Law Commission No 110 
is not highly contro
versial in itself. 
However it is expected 
to attract proposals 
for amendment both from 
other Departments and 
from many sources 
throughout its passage 
in both Houses.

Length: 23 clauses, no 
Schedules.
Timing of Royal Assent

F inane ial/Manpower Policy
No implications. 
EC -
jjo implications.

H Committee 
approval obtained 
in February 1985.
Instructions

No special considerations. 
Parliamentary Procedure

A draft of the 
Bill is annexed 
to Law Commission 
No 110. Any 
supplementary 
instructions by 
June 1986.
Introduction

Possibly suitable for 
introduction in the Lords

Beginning Session 
1986/87.
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32. LAND REGISTRATION LCD The Bill as annexed to Length: 3 clauses, Financial/Manpower Policy

The Bill will implement 
the recommendations of the 
Law Commission in their 
Report No 148. It will 
make available to public

Law Commission No 148 
is relatively uncontro- 
versial. It will help 
to simplify conveyancing. 
It will be supported by 
the freedom of inform-

1 Schedule.
Timing of Royal Assent

Slight increase for 
the Land Registry

H Committee 
approval will

No special considerations. 
Parliamentary Procedure

which can be absorbed 
within existing 
resource constraints.

be sought in 
February 1986.
Instructions

inspection details of 
entries in the Land Register 
which are at present kept 
secret.

ation lobby. But some 
will oppose the dis
closure of certain 
information, such as 
the amount of mortgage

Suitable for introduction 
in the House of Lords.

EC -
No implications.

By March 1986. 
Clauses already 
drafted. Minor 
amendments may

to which the property is 
subject.
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33. PARLIAMENTARY COMMISSIONE 
(EXTENSION OF JURISDICTION)

(a) To extend the juris
diction of the Parliamentary 
Commissioner for Administr
ation to' listed Non-Depart- 
mental Bodies.
(b) To amend the provisions 
in the Parliamentary 
Commissioner Act 1967 
relating to the appointment 
and removal of the 
Parliamentary Commissioner.

* MPO PQ announcing CMND 9563 
(Observations on 4th 
Report of Select Committee 
on PCA 1983/4) noted 
legislation to be 
introduced in due course 
to amend PCA Act 1967 
(Hansard Col. 311,
8 July 1985). Likely 
to be welcomed on all 
sides of the House, 
as it covers Select 
Committee recommendations; 
but may be pressure for 
other extensions of 
jurisdiction.

Very short: probably one 
clause for each main 
topic, two supplemental 
clauses, one schedule.
Possibly suitable for 
Second Reading Committee 
procedure in that the 
policy itself is uncon- 
troversial.
The subject of the Bill 
contains an area which 
could be regarded as 
involving hybridity; the 
instructions to Parlia
mentary Counsel will be 
designed to ensure that 
this problem is avoided.
Not suitable for H of L 
introduction, given the 
PCA's close links with 
H of C and the origin 
of the Bill in a H of C 
Select Committee report.

EC: None

Financial and 
Manpower: there 
may be a modest 
increase in PCA 
manpower and hence 
financial needs from 
1987-88; estimates 
are not yet available 
but seem unlikely to 
involve more than 
10% increase over the 
PES period above the 
current provision of 
£1.9m. No PES 
provision has yet 
been sought because 
of the uncertaintly.

- Policy clear- 
ance for
(a) Obtained 
H correspond
ence 20 June 
1985 and for
(b) early 
February.

Instructions 
to Parlia
mentary 
Counsel - Mid- 
March .

Introduction - 
early- Novembe
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34. ALIENS (EMPLOYMENT)
(Amendment)

To amend the Aliens 
(Employment) Act 1955 
to enable certificates of 
exemption to be issued to 
aliens seconded to the 
Civil Service under inter
governmental agreements. 
Contingent on an 
administrative solution not 
being found.

Cab.
Off
ice
(MPO)

uncontroversial Very short, 
suitable for intro
duction in the Lords. 
Assent as early as 
possible in order to 
regularise the secondment 
programme.

None Policy clearance 
end April.

Instructions 
early June.
Aim introduction 
at start of 
Session
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35. Northern Ireland (Ejaer- 
aencv Provisions) (Amendment1

NIO Commitment ' Length None Policy

To make changes in the EPA Government is committed Short/Medium H Committee
1978 in light of the review to legislate in the life approval given
by Sir George Baker and of of this Parliament. Parliamentary procedure in March.
decrease in violence in NI. Correspondence
In particular to repeal No special procedure. seeking approval
existing police arrest power Controversy Not suitable for Lords to further
to detain without charge for introduction. changes due
up to 72 hours; to insert Official Opposition, January.
test of reasonableness in Civil rights groups and Royal Assent
police and army powers; to those critical of Govt NI Public
liberalise bail provisions, policies disappointed Desirable before July Consultation
to tighten provisions on that Baker not more 1987 to avoid need for
admissibility of confessions liberal, and that Govt concurrent debate on Not needed
and to improve compensation are delaying. Likely to further 6 monthly Order following Baker,
system. propose large number of to renew EPA 1978. though will

amendments. Some Govt need to be
Since agreement was given Unionists likely to discussed by
by Cabinet last March it has criticise Govt for Anglo-Irish
been decided to add sections weakening measures to Inter- (j
to the Bill controlling the counter terrorism. Lords Governmental
private security industry in interest from Peers Conference.
Northern Ireland and enacting concerned with NI and
for Northern Ireland civil rights. Legislation Instructions
legislation equivalent to the to control security
"terrorism provisions" in industry likely to be January 1986
the Police and Criminal welcomed as cutting off
Evidence Act 1984. important source of Introduction

parliamentary finance. Nov 1986 (so that 
Second Reading 
could coincide 
with debate in 
Dec 1986 to 
new EPA 197^1^
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36. Museums (Miscellaneous DAL Needed to legitimise Short ; probably not None Policv clearance
Provisions change to grant-in-aid. suitable for Lords by March/April
To replace direct Exchequer Mainly uncontroversial: introduction because of 1986;
Votes by grant-in-aid fundinc the aim is to allow the the money element. Royal Consultation wit!
for National Museums and bodies to keep their Assent desirable by Public Accounts
Galleries; to correct receipts, thus giving 1 April 1987 Committee before
anomalies in the application them a greater incentive March 1986;
of the Firearms Act 1968 as to maximise income from Instructions bv
it affects museums; and to non-government sources. June 1986;
make some minor non- But offial opposition Introduction,
controversial technical might oppose the Bill November 1986.
amendments. arguing that it is a 

covert means of
Subject to consultation promoting admission
the Public Accounts 
Committee, the intention 
would be to implement the 
change to grant-.in-aid 
administratively under the 
general cover of the 
Appropriations Acts. But 
subsequent specific statutory 
cover will be needed.

charges.
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37. PARLIAMENTARY PENSIONS : PCO/ No public commitment: Short/Medium. May be There are no financial Dependent on
To put the Parliamentary HMT although unlikely to be suitable for Committee manpower or EC passage of
Pensions Scheme in a new particularly controversial Stage on the floor of the aspects. Social Security
statutory framework, which in themselves, proposals House. No specific date Bill: Policy
would enable subsequent are bound to arouse for Royal Assent. approval in
changes to be made by interest because they principle given
secondary legislation relate to the House. by H 29 Feb. 

Detailed policy 
clearance will 
be sought from 
H once the final 
policy in the 
Social Security 
Bill has been 
established.
No public consu
ltation on prop
osals ;
Instructions 
June.

Introduction 
beginning of the 
Season.
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38. LOCAL GOVERNMENT 
FINANCE REFORM (SCOTLAND)

to abolish domestic rates 
over a period and phase 
in community charge

SO Highly controversial Perhaps 25-50 clauses.

Introduction in the 
Commons.
2nd Reading on floor of 
House

Significant 
financial and public 
sector manpower 
effects likely

No EC Implications

Policy aqreed 
by Cabinet. 
Instructions 
July
Introduction 
Dec 1986

to alter basis of non
domestic rates

Royal Assent by June 1987

- to alter Rate Support 
Grant system

to provide for a register 
of residents in each 
local authority area

to provide a power for 
local authorities to set 
and collect community 
charge, including a 'last 
resort' power for S of S 
to cap the level of charg«

and various ancillary 
provisions
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39. SEBTORS (SCOTLAND) SCA There has been strong Long. (The Commission's No EC aspects. Government has
(on political pressure for draft Bill has 130 Clauses Certain features of set until mid- •

To reform the law on behalf reform of the law in this and 9 Schedules.) the Commission's March for public
enforcement of civil court of area. The Manifesto Suituable for introductioi recommendations, if consultation on
decrees, principally for Lord for Scotland for the in the Lords. Scottish adopted, will have the Commission's
debt, in accordance with Ad vo- General Election 1983 Grand Committee moderate financial proposals.
the proposals made by the cate) contains a promise to procedure (possibly in and manpower The amount of
Scottish Law Commission in reform the law on the Edinburgh) would be implications for the change needed
their Report on Diligence 
and Debtor Protection (Scot 
Law Com No 95) published on 
14 November 1985, with such 
Government amendments as are 
considered appropriate 
following detailed 
consideration of the 
proposals by the Government 
and interested bodies, who 
are being consulted.

subject of warrant sales. 
The 1986-87 Session will 
be the last chance to 
fulfil that undertaking. 
Legislation is likely to 
be welcomed but some 
controversy may be 
aroused by particular 
proposals.

suitable. courts and sheriff 
courts particularly.

will depend on 
the outcome of 
consultations.
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40. CRIMINAL JUSTICE SO No commitment; But Medium/substantial length : Financial and Manpowei Policy clearance
(¡SCOTLAND) Forfeiture Scottish legislation will would be suitable for aspects de minimis : April/May.
of proceeds of drug be expected following the introduction in Lords EC aspects Nil. No general
trafficking; Measures to Drug Trafficking Offences and for Scottish Grand consultation
reduce workload on High Bill in 1985/86. Its Committee at Second envisaged:
Court; Amendments to main content is unlikely Reading. Instructions
criminal law including art to be very controversial June 1986
and part guilt of statutory politically, j Introduction
offences; compensation orders November.
for victims of crime.
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41. CONSUMER GOODS AND SERV!

i. Safety of Goods

Impose on suppliers require
ment to ensure consumer 
goods are safe in accordance 
with sound modern 
standards. Strengthen powers 
of enforcement on manu
facturers and importers 
and clarify their responsi
bilities. Empower enforce
ment officers to seize or 
freeze goods believed 
unsafe. Enable Customs & 
Excise to transmit infor
mation to enforcement 
authorities. Amend H & Saf. 
Work Act accordingly and to : 
take account of enforcement 
problems experienced with 
current provisions.
Related and consequential 
amendments and repeals.

:ces
DTI

i. Review of consumer 
safety legislation 
announced 1981. White 
Paper published 1984. 
Widespread concern about 
weaknesses re dangerous 
goods. Heavy pressure 
from consumer organi
sations and LAs; yet 
further delay highly 
embarrassing (legis
lation on this was 
expected in each of the 
last two sessions). 
Expected to be well 
received in both Houses 
and generally by 
Opposition. Some 
criticism that it should 
go further to protect 
the consumer. Appeal to 
most sections of the 
Community, including 
business, with the 
possible exception of 
some importers.

Length:

Substantial

Suitable for introduction 
in the House of Lords.

No financial or 
manpower implications 
Item ii. implements 
EC Directive 
(85/374/EEC)

Public consul- 
tation on i. anc 
iii. completed 
in 1984. ' 
Consultative 
document on 
precise 
implementation 
of ii. issued 
on 26.11.85. 
Responses 
requested by 
19.2.86.

Policy on i. 
cleared E(A) on 
27.11.84 and on 
iii. cleared H 
on 4.2.85.
Final clearance 
on ii. and on 
any consequen
tial changes to 
be sought in 
March 1986.

Instructions on 
i. and iii. 
were sent to 
Counsel at end 
of March 1985 
(when Bill was 
expected toafce 
in 1985/86^p 
Session) .______
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ii. Product Liability ii. Subject fits closely Instructions on
with i. above, and is ii. with any

Implement EC Directive on expected to be implemented appropriate
product liability, making together. General changes to i.
producers strictly liable principles expected to be and iii., will
for damage caused by well received in both be ready by end-
their unsafe products Houses. Opposition April.
(probably subject to the (and consumer organi-
"development risk" or sations) will want it to Introduction at
"state of the art" go further eg by start of Session.
defence). dispensing with state

of the art defence.
iii. Misleading Price Industry (and some back-
Indications benchers) however may

want it restricted as
Make legislation simpler and far as possible.
more effective. New general
prohibition on misleading iii. Government announced
price indications, with intention to proceed in
criminal sanctions. Also March 1985. Political
powers for S of S to draw up controversy unlikely.
statutory code of practice Proposals broadly
and/or to make regulations. welcomed by consumers

and by much of the
trade.
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Both i. and iii. would 
help to implement report 
on Scrutiny of Legis
lative and Adminis
trative Burdens.
Cabinet agreed last June 
to give preferential 
treatment to a Bill on 
these subjects in 
consideration of the 
1986/87 Programme.
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42, COPYRIGHT AND OTHER DTI Following decision to Long. Financial. Policy
INTELLECTUAL PROPERTY give Bill an advance None clearance

place, Ministers have Suitable for introduction January 1986
i.To reform law of frequently expressed in Lords. Manpower (most) and
Copyright, Designs and hope that legislation Possibly 2 extra April (patent
Performers' Protection; will be possible in Royal Assent could be at staff as secretariat agents)

1986/87. any time in Session. for extended Copy-
ii. To reform law on right Tribunal 12-13 Instructions to
litigation; and Likely to be generally staff for patent Parliamentary

welcomed in both litigation (Costs Counsel on
iii.To hive-off the Houses. Some provisions recovered from copyright design 3
Patent Office and reform controversial but not patent fees) and performers'
the law on patent 'agents 1 on party lines. protection
and solicitors' right of EC reform and
representation, and No current commitment patent litigatio1
employee inventors. Commission may begin by end-

a harmonisation January 1986.
exercise on some 
aspects of copyright Instructions on
in 1986. hiving-off the 

Patent Office 
and employee 
inventors by 
end-March 1986 ; 
instructions on 
patent agents by 
end-June 1986.

Introduction 
November.
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43. POST OFFICE

To facilitate privatisation 
of GIROBANK.

- if legislation necessary 
for this purpose 
opportunity taken to 
legislate - to permit 
capital restructuring

- to extend Counters powers 
and open Services to the 
private sector

- to make minor adminis
trative changes to status 
of POUNC

DTI Controversial.because of 
privatisation implications

Short to medium. Financial implications 
likely to be neutral.

Manpower - nil.

EC aspects - nil.

The- timing is 
dependent on the 
timing of the 
Girobank 
privatisation. 
The provision 
might possibly 
be required this 
Session.

It will be known 
by May 1986 if 
legislation is 
essential for 
pr ivat i s at ion 
by which time 
Ministers' polic 
decisions on 
other changes 
will be known.

Policy clearance 
June (E(N)) 
Instructions 
September 
Introduction 
January.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

44. COMPANIES (AUDIT)

To amend the Companies Act 
implement outcome of current 
review of audit require
ments for small companies 
insofar as primary legis
lation is required for that 
purpose.

DTI Unlikely to be 
politically controversial 
but opinion within the 
accountancy profession 
and in commercial 
circles generally is 
very divided.

Short. Possibly suitable 
for introduction in the 
House of Lords.

None. Policy 
clearance 
expected iii 
February. 
Instructions by 
31 May.
Introduction in 
November 1986.
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45. MERCHANT SHIPPING DTp Pressure Length : Financial & Manpower i. Public consul
i. Major marine pilotage 
reorganisation; abolition 
of Pilotage Commission and 
48 pilotage authorities.

ii. Modernise registration 
of merchant ships and bring 
registration of ships in 
Dependent Territories under 
proper control.

iii. Replace receiver of 
wreck service by up to date 
provisions.

iv. Miscellaneous amend
ments to merchant shipping 
legislation to save money 
and resources

i. Has high political 
priority; Ministers are 
committed to seeking 
early place in programme 
admin of pilotage law is 
extremely difficult and 
contentious, and imposes 
unneccessary costs on 
shipping industry.

Controversy
i. Will be warmly sup
ported by shipping and 
port industries, who are 
anxious for reform.

Possibly controversial 
but not in party 
political terms; opposi
tion likely from some 
pilots.

ii. to iii. 
uncontroversial.

iv. mainly uncontrover
sial

Long
i. 25 clauses
ii. - iv 35 clauses.

Parliamentary procedure 

Lord 's introduction. 

Royal Assent
No deadline but desirable 
Spring 1987: existing 
legislation on pilotage 
virtually unworkable.

i. offers long term 
savings to ship
owners .

ii. to iv. will allow 
up to about 25 staff 
savings and modest 
financial savings.

No EC aspects.

tation 

Completed.

Policy
January 1986

Instructions 
end January 1986

ii - iv: 
Consultation 
completed and 
instructions 
ready (subject 
to minor revisio

Introduction 
Start of the 
Session.

i)



GOVERNMENT BILLS PROPOSED FOR 1986/87
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

a

s

46. DARTFORD CROSSING DTp Commitments Length Financial/Manpowe r Policy
(i) To empower a private 
undertaking to construct 
and operate an additional 
tunnel or bridge across 
the Thames at Dartford;

(ii) To facilitate the 
acquisition of any land 
or other rights necessary 
for (i);

(iii) To transfer the 
existing tunnels from 
Kent and Essex CCs to the 
undertaking at (i) ;

(iv) To empower the 
undertaking to levy and 
retain tolls and to con
trol their level.

Ministerial statement 
of intent to encourage 
a private sector project 
to relieve pressure on 
the existing crossing.

Controversy
The relief of congestion 
will be generally 
welcomed, but opposition 
likely from members of 
both sides to Tolling, 
particularly by private 
company.

Substantial

Procedure and Royal Assen'

The project would be 
financed by the 

: private sector.

To E(A) Committe 
October 1986 
following asses
sment of comp 
etitive proposal

Instructions 
November 1986

Introduction 
April 1987

Hybrid - would run over 
into following session. DTp would monitor 

the work but would 
not need additional 
finance or manpower 
for that task.

EC implications 
None.



CATEGORY OF BILL:PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

47. BANKING HMT Commitments Long; Normal Procedure, Financial Policy Clearance
To introduce changes in White Paper cleared for Royal Assent desirable, Minimal, (Treasury Main issues
the system of banking publication in late but not essential, before will continue to pay covered at
supervision established December 1985 will prorogation. costs of Appeals Meeting with the
by the 1979 Banking Act, propose legislative Tribunals) Prime Minister o 1
including: change as a matter of Highly desirable to 28 October 1985.

some urgency. Earlier complete all Commons Manpower
(i) Board of Banking statement by Chancellor stages before proceedings Minimal, (Treasury These issues,
Supervision in House (20 June 1985 start on Finance Bill. will provide Appeals together with
to create a new board to col 454) announced inten- Tribunal secretariat) rest of proposal 5
strengthen the banking tion of bring a Banking cleared with
supervision role of the Bill before the House as EC colleagues on
Bank of England soon as possible. Bill will clear all E(A) by circula-

known points of non- tion of draft
(ii) System of Authori- (a) likely reception in conformity with EC White Paper on
sation of banks House legislation 2 December 1985.
to create a single set of welcomed by all parties
authorisation criteria as an improvement Instructions
which all institutions Full conceptual
must meet, plus some (b) likely Opposition framework and
consequential changes reaction 90 per cent ofdoes not go far enough Instructions by
(iii) Role of Auditors end-February
to increase co-operation (c) Political Controversy 1986.
and discussion between Will arouse interest vis
bank supervisors and a vis Johnson Matthey Introduction
auditors. and possibly 'fraud in Ready by mid-Nov _City' ember 1986.
(iv) Supervisory Infor-
mation and Statistics
to strengthen the Bank of
England's powers to obtair
information and to create
a criminal offence of
knowingly or recklessy A--- misleading.the supervisor ------- W



GOVERNMENT BILLS PROPOSED FOR 1986/87
CATEGORY OF BILL: PROGRAMME

TITL'E AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
BANKING CONT'D PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

(v) Large Exposures to (d) Pressure for Bill
Individual Customers General political
to ensure that the Bank of pressure post-Johnson
England is notified of such Matthey, but no
concentrated risks particular interest 

group lobbying for Bill
(vi) Appeals
to bring the system of (e) Sectional Reaction
appeals more into line with Bankers will oppose
similar systems including disclosure of informatior
replacing the role of the to government departments
Chancellor with a Tribunal and possibly others (vii] )

(vii) Disclosure of Some auditors and banks
Information will oppose aspects of
to provide for disclosure of the proposed new role
information between super- of auditors (iii)
visory authorities, to othei 
government departments (ex- City may react adversely
eluding Revenue departments) to proposed control of
and to professional advisers 
and their representative 
bodies

bank takeovers (viii)

(viii) Changes of Control 
to require prospective con
trollers of authorised 
institutions to obtain the 
Bank of England's consent 
before proceeding



GOVERNMENT BILLS PROPOSED FOR 1986/87
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE 
BANKING CONT'D

DEPT POLITICAL ASPECTS LENGTH,- PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

(ix) Miscellaneous 
A number of less substantial 
improvements to banking 
legislation will also be 
included covering:- defini
tions of deposit and 
deposit-taking, grounds for 
revocation of authorisation, 
conditional licences, 
partnerships, control of 
banking names, the deposit 
protection scheme, overseas 
banks, loans to directors 
and a change to the Consume* 
Credit Act to assist the 
development of Electronic 
Funds Transfer at Point of 
Sale.

/



GOVERNMENT BILLS PROPOSED FOR 1986/87 ^
CATEGORY OF BILL: PROGRAMME

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

■y
48. CUSTOMS AND EXCISE 
MANAGEMENT (POWERS)
(i) confirmation of powers 
(being exercised) to deal 
with smugglers who conceal 
drugs internally - without 
these powers there is likely 
to be a major loophole in 
defences against drug 
smuggling.

(ii) modification of powers 
in Customs and Excise 
Management Act 1979 
following recommendations 
by Committee on Enforcement 
Powers of the Revenue Depts.

C & E Powers relating to drugs 
likely to be generally 
welcomed, but could be 
some objections on civil 
liberty grounds. The 
more general powers to be 
modified are more techn- 
nical but could raise 
questions of civil 
liberties (perhaps 
particularly in House of 
Lords).

(i) only - Short 
(i) and (ii) - medium 
Royal Assent desirable 
as soon as possible (the 
longer the loophole in 
the defences against 
drug trafficking lasts, 
the more it will be used).

(i) is suitable for 
inclusion in Criminal 
Justice Bill.

ii. in Finance Bill if 
space permits.

Minimal increases in 
cash and manpower 
costs should be at 
least outweighed by 
increased effective
ness and difference.

Not related to any 
EC commitment.

Policy
(i) - end Februa:
(ii) - June 
Consultation 
For operational 
reasons would 
not want to 
publicise drug 
smuggling 
loophole. On 
(ii) public 
consultation has 
taken place a 
White Paper on 
proposals in 
Autumn 1986.

Instructions 
by March 1986 
for (i), 
September 1986 
for (ii).

Introduction 
January 1987



GOVERNMENT BILLS PROPOSED FOR 1986/87
CATEGORY OF BILL: UNCONTROVERSIAL

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

49. FISHERIES AMENDMENT

To make grants to the Sea 
Fish Industry Authority 
for promoting and improving 
the marketing and distribute 
of fish.

MAFF

>n

No public commitment on 
Bill but Government has 
publicly pledged up to 
£7.9 m towards the cost of 
improving fish marketing.

a) Likely to be 
welcomed in Parliament.

b) Opposition likely 
to support Bill.

c) Pressure from 
fishing industry for 
financial assistance, so 
likely to attract 
widespread support from 
the industry, whilst 
raising questions over 
continuing support in 
1988 and 1989.

Very short - 1 Clause! 
Suitable for Second 
Reading Committee. Royal 
Assent before November 
1987 desirable because 
money will be paid in 
1985, 1986, 1987 and 
possibly 1988 and 1989.

Expenditure for 
1984/85 was El.Om. 
PES provision for 
1985/86 £2.9m and 
1986/87 £4.0m.
No Manpower 
implications. Not 
required to fulfil 
EC commitment but 
proposals for 
financial assistance 
have been cleared by 
the Commission.

Policy clearance
early 1986. No 
public consul
tation necessary. 
Instructions 
to Parliamentary 
Counsel - May 
1986 ready for 
introduction - 
November 1986.



GOVERNMENT BILLS PROPOSED FOR 1986/87 ^
CATEGORY OF BILL: UNCONTROVERSIAL

PRIORITY AND TITLE; PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

49a. OLYMPIC GAMES (FINANCI 
INDEMNITY) BILL
To indemnify Birmingham 
City Council against loss 
on the total cancellation 
of the Olympic Games should 
the city be successful in it 
bid for the 1992 Games.

1L
DOE

3

Uncontroversial in party 
political terms. The 
intention to introduce 
the Bill, should the 
Birmingham bid be 
successful, was announced 
on 21.2.86 in answer to 
a PQ from Sir Reginald 
Eyre MP. Failure to 
provide this degree of 
support for Birmingham 
would invite wide public 
criticism. The final 
decision on which city 
is to host the Games 
will be made by the 
International Olympics 
Committee (IOC) in 
October 1986.

Very short (possibly only 
one clause).

Suitable for Second 
Reading Committee 
procedure.

The indemnity offered 
will be for losses in 
excess of £100 million 
but might amount to up 
to £450 million on 
Birmingham's own 
estimates.

Policy approval 
given by H on 
11 February.

Bill should be 
ready in time 
for November 
introduction, 
should the bid 
be successful.

Drafting cannot 
begin until mid- 
October .
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CATEGORY OF BILL: UNCONTROVERSIAL

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
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FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

n

50. RETAIL TOBACCO SALES 
(CHILDREN AND YOUNG PERSONS)

To bring all
tobacco products offered 
for retail sale within 
existing provisions 
governing the sale of 
cigarette or cigarette 
papers to persons 
apparently under 16 years 
of age (ie S.7 Children and 
Young Persons Act 1933: S.18 
Children and Young Persons 
(Scotland) Act 1937; by S.3 
Health and Personal Social 
Services (NI) Order 1978).

DHSS No commitments. Likely to 
gain general approval and 
all-party support. A 
major Purpose would be to 
control sale of "Skoal 
Bandits" a new smoking 
tobacco in a sachet, 
known to be a health 
hazard and the subject of 
a warning from the Chief 
Medical Officer to all 
doctors. But could open 
up much wider issues in 
debate including demands 
for statutory control of 
tobacco advertising.

Very short

Suitable for House of 
Lords introduction

Suitable for offering to 
Private Member 
successful in ballot.

None Policy clearance
Spring 1986.

Short consultatic 
period.

Instructions to
Counsel Summer 
1986.



CATEGORY OF BILL: UNCONTROVERSIAL
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AMD PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

51. RECOGNITION OF TRUSTS

To enable the UK to ratify 
the Hague Convention on the 
Law Applicable to Trusts and 
on their Recognition.

LCD Uncontroversial.
Convention signed by UK 
in 1985 and therefore 
desirable in the interests 
af the UK to ratify as 
soon as possible.

Length: Approx 10 
clauses and 2 Schedules.

Parliamentary Procedure

Suitable for introduction 
in the House of Lords and 
Second Reading Committee 
in the Commons.

Royal Assent

No special considerations.

None Policy:

H Committee 
approval will be 
sought in 
March 1986

Instructions

By end April 1986



CATEGORY OF BILL: UNCONTROVERSIAL
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

52. MINORS' CONTRACTS LCD It is unlikely that the 
Bill will have any 
undesirable political

Length: 5 clauses Financ ial/Manpower Policy
This Bill would implement 
the recommendation in Law 
Commission Report No 134.
It would remove existing 
anomalies with regard to the 
enforcement of contracts by 
and against minors.

Parliamentary Procedure No implications H Committee 
approval 
obtained on 
3rd April 1985 
by letter.

repercussions ; 
consultation by LCD 
indicates general support 
for the Bill.

Suitable for introduction 
in the House of Lords.

Timing of Royal Assent

EC -

No implications

No special considerations. Instructions

Bill is already 
drafted.



CATEGORY OF BILL: UNCONTROVERSIAL
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TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

53. RIGHTS OF REVERTER LCD The Bill will be Length: approx 6 Financial/Manpower Policy:
welcomed by ecclesiastical clauses and 1 Schedule.

This Bill originates in Law groups and charities as Insignificant H Committee
Commission Report NO 111. representing an acceptable Parliamentary Procedure approval
It overcomes a technical compromise based on the EC - obtained on
problem (mainly under the recommendations of the Suitable for introduction 9th July 1985
School Sites Act 1841) which Law Commission. in the House of Lords No implications by letter.
arises when land donated for and Second Reading in
one purpose ceases to be Committee procedure in Instructions
used for that purpose, and the Commons.
where there is a proviso tha1 Instructions to
the land will revert to the Timing of Royal Assent Counsel in July
original donor in such 1985
circumstances. No special consideration.

Introduction

Early in 1986/87
Session.
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CATEGORY OF BILL: UNCONTROVERSIAL

TITLE AWu PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

54. CÏIEVENING ESTATE BILL FCO No public commitment. Very short. The There are nò Policy approval
to amend the Trust Instrumen t Unlikely to give rise to Schedule will contain 6 financial, manpower or has already
set out in the Schedule to much interest in the specific amendments to EC aspects. been given
the Chevening Estate Act House. the Trust Instrument. (Lord President •' s
1959 in such a way as to letter to the
simplify the management Suitable for introduction Lord Privy Seal
of the estate and to enable in the Lords. of 5 November
the revival of UK interest 1984.) No
in the estate before it The Bill is prima facie - public
eventually goes to the hybrid. This should not consultation.
National Trust. however delay its progress Bill already

as the private interest partly drafted.
affected have agreed not Instructions
to petition. for the

remainder April.
No specific data for 
Royal Assent. Introduction at 

the beginning 
of the Session.



CATEGORY OF BILL: Uncontroversial
GOVERNMENT BILLS PROPOSED FOR 1986/87

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

55. STATISTICS OF TRADE ACT DTI No public commitments Short. Proposal does not Outline policy
1947 (AMENDMENT) BILL about introduction or have retrospective clearance early

timing. Most suitable for effect and any (small February 1986.
(i) To allow release after Second Reading Committee. cost falls outside Detailed
30 years of statistical Government has agreed the PES period. clearance late
information currently in principle that Introduction in House May 1986.
statute barred. greater public access of Lords. No EC commitment.

to statistical data Consultations
(ii) To bring the Act up desirable (White Paper with CBI March-
to date by taking account "Modern Public Records" April 1986.
of present day data Cmnd 8531).
collection and processing Instructions:
arrangements. Bill unlikely to arouse October 1986.

particular interest in
(iii) To permit the Parliament, by the Introduction: j
transfer by the Department Opposition, or to be May 1987.
of specified statistical controversial.
data to Northern Ireland
Departments, the Highlands Unlikely to be opposed
and Islands Development by data suppliers (eg
Board and the Bank of CBI) who have been
England. consulted. The bill

would facilitate the
collection and transfer
of information used for
the preparation of the
national accounts. It
would also benefit
academics and researchers •



GOVERNMENT BILLS PROPOSED FOR 1987/88
CATEGORY OF BILL: PROGRAMME [Advance« Place)

DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

56. FOODA successor to the Food MAFF Politically About 90 clauses and Nothing above what Policy
Act 1984 - a Consolidation uncontroversial perhaps 10 schedules; is already required. clearance in Jan,
Act covering much older 20-25 of these clauses 1986.
legislation - which controls could be transferred EC: none. Instructions to
the composition and from the current Act Counsel before
labelling of food, food 
bygiene, unfit food, the

without amendment. January 1987.

sale of food and control of Introduction in the
food premises, markets and 
the production, distribution 
and sale of milk. This Bill 
would introduce changes 
recommended during the 
recent review of primary 
food legislation in the 
UK, and would also 
rationalise and simplify 
many of the provisions in 
the current Act. *

House of Lords.



CATEGORY OF BILL: PROGRAMME
GOVERNMENT BILLS PROPOSED FOR 1987/88

[Advanced Place)

TITLE iirJD PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

57. TENANTS PROTECTION DOE/ Nugee Committee Length: Up to 20 clauses May lead to some Ministerial
Welsh recommendations welcomed and 2 or 3 schedules. increase in workload decisions on

To provide Office, ' on both sides of the for the Courts. policy in Spring
additional protection LCD House. Electorally Parliamentary Procedure 1986;
for tenants in privately popular. Possible No EC implications. Instructions
owned blocks of flats. criticism from Normal. ready by January

Opposition that more 1987.
Legislation to give effect far-reaching measures Royal Assent
to recommendations of are needed.
Nugee Committee which No deadline.
reported on 14 November
1985.



CATEGORY OF BILL: PROGRAMME (Advance
GOVERNMENT BILLS PROPOSED FOR 1987/88

Place)

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

58. ANTARCTIC MINERALS

To give effect to the 
Treaty (at present under 
negotiation) regulating 
Antarctic minerals 
development

FCO No public commitment on 
timing has been given. 
Parliamentary interest 
in Antarctic matters 
in general is greater in 
the House of Lords. The 
Bill is potentially 
controversial, both 
because of the intrinsic 
subject and because of 
intrinsic subject and 
because of outside 
environmental concerns.

Short.
No special parliamentary 
procedure seems likely to 
be appropriate.
Royal Assent likely to be 
desirable before the end 
of the 1987/88 Session 
in order to enable the 
UK to ratify the 
Antarcitc Minerals Treaty

Impossible to assess 
at this state

Depends on the 
conclusion of 
the Treaty 
negotiations (at 
present unlikely 
before early 
1987 at 
earliest)
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TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
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FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

3

59. WEIGHTS & MEASURES
To amend Weights and 
Measures Law by
a. allowing the SoS to 
accredit manufacturers and 
others to verify fitness 
for use for trade of 
weighing and measuring 
equipment

b. making manufacturers 
responsible for the 
conformity of their 
equipment with an approved 
design

c. laying a duty on local 
authority Trading Standards 
Depts to inspect equipment 
in use for trade at 
reasonable intervals

d. correcting anomalies anc 
revising provisions to 
reflect current technology 
and treading practices 
both in regulations 
relating to equipment and 
to transactions in goods

DTI
a. to c.
were recommended, in the 
Report of the Committee 
on Metrological Control 
(Cmnd 9545). The 
Government has already 
welcomed these 
recommendations in 
principle the White 
Paper "Lifting the 
Burden" because of their 
self-regulatory nature. 
The recommendations 
ahve been overwhelmingly 
supported by all 
interested parties 
during the public 
consultation exercise. 
All amendments a. to d. 
are expected to be weel 
received in Parliament 
and strongly supported 
by the trader, consumers 
and enforcement 
authorities

Length - medium Financial and Policy clearance

Parly Procedure:

Suitable for introduction 
in the Lords

Royal Assent:

No specific deadline

Manpower aspects

Minimial in PES 
period

EC Implications: 

None

Summer 1986 

Public
Consultation

Completed 
November 1985

Firm instruction
to Parly Counsel

January 1987

Ready for 
introduction

Beginning of 
Session



GOVERNMENT BILLS PROPOSED FOR 1987/88
CATEGORY OF BILL; PROGRAMME (ADVANCE PLACE)

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY FINANCIAL, MANPOWER TIMETABLE FOR
PROCEDURE; ROYAL ASSENT AND EC ASPECTS PREPARATION

60. ROAD TRAFFIC DTp Lenth

i. Goods Operator Licensing i. The relaxation of Substantial; i. Significant man
power savings in DTp. 
Reduced administrative 
burden on industry.

i.
Policy
March/April 1986 

Public
consultation

To simplify, clarify and 
consolidate legislation on 
licensing operators of 
goods vehicles (including 
unlimited period of

goods operator licensing 
requirements is 
consistent with the 
Government policy of 
lifting the regulatory 
burden on small firms.
It would be controversial 
with the anti-lorry 
environmentalists on 
both sides of 
Parliament.

i. Up to 50 clauses
ii. 8-10 clauses
iii. 15-20 clauses 
Parliamentary procedures

validity for licences, and 
exclusion of certain 
operators from the 
requirement to hold 
licences).

Lords introduction

Royal Assent
Desirable by end July 
1988 to allow lead time 
on computer programming,

May/June 1986

Instructions
November/ 
December 1986

ii. Driving Licences
Amendment of Road Traffic 
Act 1972 to enable UK to 
meet EC obligation to 
harmonise further member 
states' car, goods 
vehicle and bus driver

ii.
Ministerial public 
commitment that bus 
driver licensing 
should cover all buses 
carrying 17 or more 
passengers.

administrative reorgani
sation, and secondary 
legislation to meet 
operative date for 
driver licensing 
changes of 1 January 1990.

ii. Manpower
Centralisation of 
licensing expected 
to produce manpower 
savings of 20 in 1991 
rising to 80 in 1993.

ii. Policy 
Clearance
End October 1986

Instructions 
End January 1987

licensing; to permit Consultation in 1986 Financialreplacement of multiple on proposed new
licensing authorites by directive should ensure Manpower savings may
Secretary of State along; any potential for be offset in part by
and to make minor amend- controversy has been cost of additional
ments to provision on dealth with. data handling equip-
driving tests and issue ment, but too early tc
of licences. say.



GOVERNMENT BILLS PROPOSED FOR 1987/88 ♦
ROAD TRAFFIC (Cont'd)

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENGTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

EC Aspect

In 1986 a second 
directive will 
propose further 
measures of harmoni
sation which will 
remove grounds for 
UK's present non- 
compliance with EC 
directive 80/1263.

(iii) Amendments to Road 
Traffic Act

(iii) Mainly 
uncontroversial.
Some of the proposals

(iii) No significant 
implications

(iii)

Public consultat ion
Various amendments to make 
improvements in regulations 
or procedures in the 
following areas:

MOT testing: validity 
of first certificate

- bus and coach
certification procedures

have strong support 
from industry or 
consumer groups.

In stages up to 
September 1986

Policy

In stages up to 
November 1986

Instructions

- goods vehicle plating January 1987

- control of motorcycle 
replacement silencers



GOVERNMENT BILLS PROPOSED FOR 1987/88

ROAD TRAFFIC (Cont'd)

TITLE AND PURPOSE DEPT POLITICAL ASPECTS LENTH; PARLIAMENTARY 
PROCEDURE; ROYAL ASSENT

FINANCIAL, MANPOWER 
AND EC ASPECTS

TIMETABLE FOR 
PREPARATION

- sale of unroadworthy 
motor vehicles

speed limit order making 
powers for new lit roads

motor rallies on public 
footpaths

vehicle and component 
type approval tests by 
independent test houses

- road accident third 
party liabilities

In troduc tion

Start of 1987/88 
session.
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