28 September 1979

CABINET
MINISTERIAL COMM,yrgg ON ECONoMsc SIKATE
G

—

CASH LIMITS AND THE RATE SUPPORT GRANT
Memorandum by the Chief Secretary to the Treasury

—

On 20 September, the Committee endorsed the main lines of the

approach for setting cash limits in 1980/81 in E(79)34 but
asked for further consideration of the arrangements for the
Rate Support Grant cash limit.

2. The Committee were concerned to strike the right balance
between fairness as between local authorities and applying an

effective financial discipline, particularly on pay negotiations.

3+ The attached note by my officials has been prepared in consul-

; : Too
ation with other departments concerned in the light of our conclu
Siong,

e:
A Main options discussed in the note ar

! dividual local
(i) cash limits on the expenditure of in

authorities (paras 5-11)
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ing scale arrangement so that the Proport;,
n

(ii) a slid
of exp
influe
after November (paras 12-20)

enditure to be financed by grant will pe

nced by local authority pay or rate increases

(iii) a single cash limit set in November and adhereq t,

{paras 21-24).
5. My own view, subject to the judgement of colleagues, is Vi
a single cash limit may offer the best discipline, provided that

we make it absolutely clear that we shall stick to it.

Cash limits on Individual Local Authorities

6. Cash limits imposed on the total expenditure of individual
authorities could be used to apply pressure on pay, rates and
expenditure at local and national level, all at the same time.
But such a power would require urgent legislation, which could
hardly be enacted before the November RSG settlement. It would
be bitterly opposed by the local authorities as an assault on the

present degree of local government independence. A substantial

addition of well qualified central government staff wouldbe required:

Enforcement would risk "Clay Cross'" confrontations, followed by
replacement of local authority elected representatives by Statutory
Commissions and the continuing exercise of direct and detailed
central government financial control of significant numbers et
local authorities.

7. This course does not look practicable. So we must operate
through the existing RSG machinery. The aim should to t© o

the majority of authorities to cooperate with the Government's

uragé

objectives, and to discourage use of their independent rating

.P?Wrs RoFTnance unaeceptably higher levels of expenditure =
pay.
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A sliding scale ca%

g. A sliding scale relateg e

X Pay mj .
[itueal aathority negotiatorg ot iNcrease oy infl
p Uence

in my view . imply too close zu(tiojny Toale is Normatijve and
Esscone of individeaslie negotia:mment involvement vy,
authorities expect settlements to t G I'\""”:he!‘nmre. if
the threat of loss of grant may encxao“t on the high side,

than otherwise.

part through reductions in services, But it woulg

lation to enabl Tequire legis-

e the Government to discriminate B gis

: - X authori ti

on the basis of their rate increases, and such discriminat .
mination

would not operate fairly, as we recognised at our last meetj
ing.

A Single Cash Limit

9« If it is felt that any sliding scale arrangements should be

ruled out we are left with a single cash limit set in November
ad adhered to. This has the advantage of being clear and certain.
Affer the actions we have taken this year, local authorities will
"t underestimate our determination to make the cash limits
Uiscipline effective. If the Secretary of State for the Environments
Proposals on unitary grant (which are to be discussed shortly in
:oi”'littee) are agreed, the transitional arrangements envisag‘etil
’ Next year for discriminating against high spending authorities
:iiehelp to reinforce the cooperation of the maj(.’:it)'- ;:ider
that ::u es responsible for local authority ::zen:v::: :he =
Droapac:' option would be preferab]..e‘aﬂlt'i wo Pthe AR
of effective financial discipline over

oc ; :
*l authorities I would be content to adopt ite

By iy
(J,W.B)
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CASH LIMITS AND THE RATE SUPPORT
Note by Officials GRANT (Rsq)

Ministers have asked officialg ¢, consig

G cash limi i er wa i 2
- .s Y imit might exert an effectjve d}-'s l.-n Whgsh
pay negotiations while working Sl 1scipline over
authorities. 8 bétween 1oca)

D The major local authority settlements 5
re

: i negotiated

across-the-board. The Local Authority Conditions of Sepy;

Advisory Bureau, (LACSAB) plays a decisive role LACSA;v;:e
. s

generally refused to make pay offers in excess of
in the RSG cash limit without an undertaking by Go

vernment
that grant support will be forthcoming.

Thus it has been
clearly influenced by the cash limit.

5 The main local authority pay settlements are the manuals,
(settlement date 1 Novembr), the teachers (1 April) and the
white collar grades (1 July). The manuals negotiation is crucial
coming as it usually does after the cash limit has been set

‘in November but before rates have been fixed in about March.
Local authorities obviously take it as a guide to whether the

cash limit is likely to be sufficient.

4.  This note describes three possible options:
(1) ' Cash 1imits oniimdividuskieeaissutiors e
: 2
(ii) Cash limits set on a sliding scalé
(iii) A single cash limit.

rities
Option (i) : cash limits on individual autho

ne expenditure Wi
good

h individual
5+ A limit might be placed on :

a i : . ding se€
Uthorities incur in providing with allovance

utomatically ©
1 level,

king
jces ;nd ma.
3 for increases

deficiencies in their balances
in pay and prices. This would 2
°nly total expenditure
Sate increases, since grant - ;
L bad centrally determined. 313
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6. Individual cash limits would apply indirect pressure ¢,

‘na tional wage negotiations because settlements in excess of
the pay increase provision could only be met from volume

reductions.

7 But such a system wouid raise an impor tant constitutiona]

jssue about the balance of responsibility between central ang

Joul gove ent. It would be argued that it would destroy

local democracye Confrontations of the kind that emerged at

Clay Cross over rent policy would almost certainly occur.
8. The difficulties arise partly from problems of setting

realistic individual cash 1imits)partly from problems of

enforcement.

9. Government does not have information to calculate

individual cash limits in a way which takes sufficiently

precise account of legitimate variations in local circumstances.

But tight cash limits, which are essential to achieve the

overall objective of maximum influence on pay settlements,

could bite so hard on many authorities that they might not

be able to discharge their statutory duties without proadening bt
the limits. Furthermore, some authorities would deliberately
set out to challenge Government policy.

sh limits

10. These considerations suggest that an individual ca

system would require (i) monthly central government moni toring

of the financial performance of each local authority; (i)
readiness to increase individual cash limits where an
authority can prove that it cannot discharge its stat

duties; (iii) sanctions to prevent or penalise local

utory
authority

elected members who deliberately set out to breach the casb

limits, eg statutory commissions.

1 1 additi""al

Legislation would be necessary and substantia
well qualified central government staff.

MAI\J

rtion of
authorities, with a T Pay or rateg eXpendituyre
O e

them. Xerting great

er 1eVerage Ve

sliding scale related to pa

—————— PAY

13. With a slidi

3 ing scale related to i

elements of local authority cogt ooy . i
S would pe

cash limit, the Govermm
ent woulq
set out

the pay increase the lower the proportj
ion.

would have to come from the authoritjeg! The remainder
s

or from cutting expenditure PR Nt

14, It would be for consideration

vwhether a final imi

: . cash limit

should be declared in March, on the basis of settlements mad
e

5 "
p to then (effectlvely only the manuals and related groups)

or whether the grant contributions should be adjusted for each
settlement as it was made.

15. Such a sliding scale related to pay would exert influence
over local authority negotiators. But it would not avoid

l.t Government Jjudgement about an acceptable level of pay
lncreases, which would be equated by negotiators with the
level of settlement qualifying for the full Government share.
The scale might be constructed so that it began to exert
Pressure before the wage settlement level assumed in the pay
forecast was reached; but this would involve an sadiGleual

At the same time high pay settlement’

Wi
oulq still receive some grant gupport- The existence of the
nt with

s
i“le Wwould imply a degree of Government involveme
ndividual local authority /negotilti“' which would be

ing
ONsistery with its general posture-
(0

Pg..i

SQueeze on volume o

the high side, it would

If pay settlements turned out on
circumvent the cash

N open to individual authorities t°

my
B Vilesip1ine and preserve volume 0T
There woul

jobs by raising rates

Tath o be inequity
°r than making economies. iy
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between local authorities,

in that those which did make b
in
st of pay awards would get less grant along gs

; to offset the co

with those which maintain their expenditure.

A sliding scale related to rates

17. This would relate grant payments inversely to rate increag,
: . s
above a certain level. Under this scheme the final cagh limjt

would be fixed as soon as rate increases were known.,

18. This approach would bear directly on the total finance
available to local authorities and, by restricting the scope
for using rates to increase this total, would also exert
pressure on pay negotiations. But because rates are determined
separately, a sliding scale based on average rate increases,
could have a perverse effect on the rating decisions of
individual local authorities if they expect the average to
turn out high. To counter this, steps would have to be taken
to ensure that individual authorties willing to comply with

" Government objectives did not suffer grant reductions because

of the decisions of other authorities.

19. Discriminating between authorities on the basis of rate
increases would require legislation. There would be substantial
problems of equity. For an individual authority, the size

of the rate increase in any one year may be governed by its
budgeting in the previous year as well as by expenditure in
the current year. Authorities that followed Government guide-
lines on inflation last ysar may have rated at a level that

vwas too low to meet the continuing cost of their servicess
Conversely, authorities that rated for a relatively larg®
income last year may be able to keep their rates within A

given threshold this year and still maintan high levels °f
expendi ture.

angé”
of

; r
20. There is also a general objection to sliding scale 2%

ments. Changes in the total of RSG affect the distributio?

grant differentially, otal ther®

Without a pre-determined t
mber

would be no basis for discussing the effects of the Nove
s
B Elamerit in relation to particular authorities OF gk

" 'd\l‘l
of nuthorities. eg the shire counties. Furthermore jndiv:

advance of setting their e
es

would pocetve <\ Thily Uncerta y
in

t
in the form of higher ribel Y woulg enco

tion (iii) - A single cash 1j
imit

2l As in the past,

make for the year ahead,
for the planned levels of Settlement itself
SXPendituce b iy would alloy
he allowance to be Vember ] X
T made for PAY and pricq ’ 979 prices.
November 1979 would be decided shortly i NCreases after
2 2af08 : ore
of the cash limit in accordance with the i :nnouncement
edures agreed b
Y.

E Committee. As withother ¢
ash limits jt
would not be

possible to conceal the underlying

assumptiong entirely, but

the Government could say that the calculation alloy an
e or a

range of possible outcomes.,

22. This approach would make the limits to Government
Support

important manuals settlement due in November. Each local auth rity
0

- . rant with some
precision and this would help to reduce the amount of uncertainty

it faced when deciding its rates.

23.

would be able to assess its likely share of g

G ::z: ::’:-):::ch does not directly discoura:ge local authori-
g the rates unacceptably to finance an excessive

settlement on the manuals or higher expenditure generally.
o the other hand local authorities will know that they will
have to bear the entire cost of any excess expenditure on the
fates. They will also know from experience this year that the
Gove!'nlnent can take ad hoc penal measures to reduce grant if
::ey think the situation so requires. .

" The general discipline will be reinforced if the Secretary
Mo for the Environment's proposals on unitary grant are
:::e::. The transitional arraxﬁ;?;ggtés envis:::ii:::sn:::uﬁa:elp
) 'ee:::ll:lnatlng against the/ spex.ld:.ng a: ki -

he cooperation of the majonty ©

“ | y neral adjust-
e ve necessary to make an ad hoc ge
< they would mable it to be done
y

of . 1 .
o, g&rant like this year's, . explai!wd in

fore discriminating basise

Te
detai) in the Annex.

These powers ar

authoritije i
o 8 would be unable to make firm forecasts; iT ‘?‘455



CONFIDENTT AL, 1

ANNEX
UNITARY GRANT

Note by the Department of tpe Envir
Onment

Unitary grant ope
% rates by red\xcing the r,
e of grant Suppo
3 port
» Set in relatjon

ture need. authorjty'g Sapends

to marginal expenditure above a certa J
in 1j

to a central government assessment of tp
e

2e In essence the arrangement would el

i by first j 3
a group of profligate authorities, e ieh St identifying

1 : Xpenditur
substantially in excess of their centrally o

& assessed expendi
need, and then tapering their grant rate so Xpenditure

that the more the
i y
planned to spend ia excess of assessed need, the smaller the

proportion of each additional tranche of expenditure that would
u

be met from central government funds, To the extent that thil
financial pressure succeeded in holding down the expenditure
of such authorities, it would also help to keep down their

rates.

3 DOE at present envisaged that the unitary grant, and the
transitional arrangements for 1980/81 which would follow
similar principles, would be used solely to apply pressure to
a relatively small group - say about 20 - of high spending
authorities. They would therefore not be appropriate for
applying the sort of across-the-board pressures on rates and
expenditure that would be required to influence national pay
negotiations. But the knowledge that the well-known high
spenders would have a strong incentive to keep their rates
down could well help to create a more restrined climate among

other authorities who might otherwise feel tmat, whatever their

when
budgetins policy, their performance would seem reasonable

Judged against the extremese

ik
b The unitary grant arrangements could be used to apply

uthorities by lowering
enders SO that any

sment of expendi ture
are

Pressure to a much larger number of a
the threshold used in defining oversp
luth°!‘ity spending more than its asses

U¢ed was jncluded. But the current as
so are too

sessments of need
b broad brush to
4sed on generalised statistics, Slbis

ending is
appl i . orities whose sp
Y with justice to auth e s i

sed in the init
tisfactorye 316
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of needs
e assessed needs. Furthermore, jal transi-
3%8essment, which will have to bel

unsa
1ona) year, is widely regarded as
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