2 MARSHAM STREET
LONDON SWIP 3EB

My ref:

Your ref:

2 September 1981
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LOCAL AUTHORITY CURRENT EXPENDITURE 1981-82:
REVISED BUDGETS

On the assumption that the Prime Minister 1s
able to discuss with my Secretary of State
and the Chief Secretary this afternoon the
proposals set out in Mr Heseltine's letter of
14 August, the Prime Minister may find 1t

¢ helpful to have the attached summary of the
salient figures.

The Secretary of State has asked me to say
that the scale of response from a large
number of individual local authorities hidden
by the obdurate attitude of a small number
makes it very difficult, he believes, to find
any politically acceptable options other than
those proposed in his earlier letter. The
draft press notice (also enclosed) spells this
out clearly.

I am copying this to Terry Mathews.
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J JACOBS
Private Secretary

Willie Rickett Esq - No 10



TOCAL AUTHORITY CURRENT EXPENITURE 1981-82:REVISED BUDGETS
E Committee decided (E(81)17th, Item 2) that "the

Secretary of State for the Environment should warn that
the Government was prepared to consider withholding grants

totalling up to £450 million ,should continued overspending

p—
make this necessary".

i,
The call for revised budgets hasproduced a gross

reduction of about £200 million (November 1980 prices),

offset by an increase of about £210 million. Of the
m

ihcrease, £140 million is due to the decisions of two

sty
__authorities,the GLC and the West Midlands Metropolitan
County. '
Y

The effect of these changes is to reduce tleprospective
Holdback from £450 million to about £360 million, on the

- DI i

basis of the "poundage schedule" referred to in the documents

issued at the time of the statement of 2 June.

The Secretary of State proposed in his letter of
14 August an exemption from holdback for authorities

spending at or below their GRE. This would reduce holdback
M |
f from about £360 million to about £310 million.

— .




He also proposed exemption for certain categories
of expenditure, listed in Annex B to his letter. This
would further reduce holdback to about £260 million.
N
Mr Pym's office have suggested informally that
authorities spending a little way above GRE should be
given partial protection from holdback. Depending on tne

detailed arrangements, this could reduce holdback by

another £50 million or so. My Secretary of State 1is not
PPN\ m——
at pretent proposing to announce a concession of this

kind, but it may be necessary to do so if local authorities

press for it. A decision on this point is not required

today.

o ‘The Chief Secretary has suggested that the exemptions
proposed might be acceptablé if the total holdback were
kept at £Zgg’million. This could only be done by increasing
the penalties for those who remain above their volume
target to levels beyond those indicated in the statement
of 2 June. This would be contrary to the Government's

declared intentions and is in fe Secretary of State' Ervironment)

view unthinkable.

The budget excess OVer Government targets now and compared
M

with original budgets are as follows:

Original Budgets (a) at Nov 80 prices £880 m (5.8%)

(b) at outturn prices £1%50 m (8.4%)
Revised Budgets (a) at Nov 80 prices £806 m (5.9%)
(b) at outturn prices £14%2 m (8.9%)
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LOCsL AUTHORITY TXRPERDITURE IN THF CULRINT PINAVCIAL Y=i%, 1981,/82

ilcheel *eseltine, secretary of State for t he invironment, today
announced the results of' the revision of budgets for 1981/82 vy .
local authorities., Speaking today he said'" The majority of

local authorities (256) have made significant efforts to:feduce
thelr expenditure plans f'rom their original budgets in line with

the Government's request in June. But s small number of guthorities
nave ignored the Government's request I'or economy and have

actually increased their expenditure plans by a substantial amount

50 that overall the total of planned current €xpendlture remains above
&_

theléovernment's target by some 5.L4%,
ﬁ

In the light of these results the Government will be obliged to
propose reducing the total of bloek grant by means of a Supplementary
xeport to be presented to Parliament in the autumn. Authorities which
meet the Government's target for the reduction in the volume of their
‘expenditure or which spend Efisﬂ.the typical ievel represented by
\“

~ the "Grant-Related Expenditure" (GRE) will however be exempted from

the effects of this reduction. I am also proposing exemptions in
i ST A AT AT 9.0 ] AN BT U e 175725 P 7 TR

respect ol expenditure on the urban programme and certain other
L

types ol expenditure., [Copies of a Gircular to local authorities
anrouncing these proposals, and of tables exemplifying their ef'fects

Tor individual authorities are attached].

-1 am grateful to all those authorities who had made great efforts
to secure reductions in their expenditure plans in line with the

Government's qverall targets. These results are a vindication of
the tradition of voluntary co-operation between central and local
government to ensure that local government expenditure as a whole

remeins withir what the national economy can ariford,
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in their expenditure could however imperil this relationship. 1

'ne zetion of a few suthorities which have made enormous inecreases

t0ld local government in June that further legislation might DbDe
needed next sescion to bring home to authorities and their electorate:
the consegu=nces of high-spending policies 1f the response to the
csll f'or revieed budgets was unsatisfactory. The increased
expenditure now proposed by certain authorities, which flies 1n
the face of the economic realities and the urgent need to reduce

the vpressure of rates on cCommerce and industry, makes it very much

more likely‘%hat such legislative measures would be nezded.”
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I have now scen a copy of your letteér of 14 August to '
Leon Brittan. fd
My officials have also been able to study the revised 1%

budgets and advise me in the light of the concern I expressed
to you in my letter of 8 July Just after the Toxteth riot. 1
am gratéful to your Department for making the material available.

I am content that you should proceed in the way you
propose, since, although I recognise the concerns expressed Dby
Nigel Lawson, your approach seems to me to give credit to those
authorities who have made a genuine attempt to trim back on their
expenditure. I also welcome your suggestion of exempting certain -

categories of expenditure, especially where it is related to the
recent problems of the inner cities.

I am sending copies of this letter to the Prime Minlster,
to other members of the Cabinet and to Sir Robert Armstrong.

The Rt. Hon. Michael Heseltine, M.P.




