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A paper by 41chael Heseltine
I. ‘The pledg.maﬂe. at ﬂae Octoper 1874 General Election
—_—

contained two.elements

and'

"Within: the normal 1lifetime of a Parlisment we
shall sbolish the domestic rating system and
replace it by taxes more broadly based and
related: to people's ability to pay",

"Logal authoritia's muss continue to have some /
independent aoux‘qp of fipance".

To implement the pladae 1n full at today's figures would coat
£2,000 million. This could be phased ovéer any chosen period.
Thara are s very limited numbsx‘ of alternmative local tax aptions

nvailable . ' ' !

14

: : '
Poll Taxes. . These .taxes on the whele adulifpopulation
are popular with ratepeyers, but because y are flat
rate taxea they would not reflect ability pay and
mmong lower incoma groups become extremely [regressive.
They would be difficult tc adminieter and qellect
espeolally in ldocalities where there lg significant
population mebility. To ralse £2,000_mil
require a poll tax on all adulte o out
head; & poll tax of about £4 Der head wou
£100 million, It iz alec doubtful 1f this| would
be seen as a genulre abolition of the rates
syetem.” -

Local Income Tax would be technically feasa
wag recommended by Leyfield as a supplemen
It would be fairly expensive tc adminizter
in 1976 estimated that 12,000 extra stalf w
needed at @ cost of £50 million) but Inland
cnmputerisatian would ‘enable the texpayer t
to his home authority without difficulty.

obatacle le that the Party is committed to
in direct taxation and that-this would be d
achisve if LIT wes introduced. To raise v

le. It
to Rates.

Revenue
pay LIT
The major
reduction
ileult to

increase pf five pence in the standard rate
tax.

lLocal Expenditure Taxes have been discussed by the
Farty. 1In a geographically small country like Britain
there is little scope for repionmlly and locally varled
VAT.' It is widely believed that for the purchase of
expenaive items customers would resort to border=hopping.
It is also possible that the FEC would block a locally
varied VAT. Shopkeepers are hostile to the proposal
because they believe that they would be used as tax
gatherérs and see no prospect of a complementary
remipsion in the bBurden of commercl.l rates., Layfielid
eriticieed the proposal because they felt that few people
would connsct a varisble element in prices caused by

‘Jocal VAT with.the performance of the local authority.

To raige the equivalent of the revenue of domestic rates
would require an increase of five per cent ch VAT. One
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form of expenditure tax which iz leas vylnerable to some
or theee criticisms is"a local tax on motor fuels.
This would hgye .the merit 6f being based on local
expenditure, operated-through.a limited number of
sales outlets, already subject te local variations in
. price.. . It.18 howsver & useful regulator and there
would be strenuous Treasury resistance to the -
annexation of all or part of this tax for lecal
government.- To raise the eguivalent of the revenue
of domeatic¢ rates would regquire a levy of forty pence
per gallon on mator fusl duty. -

Incresamsd Charges. There is scope for lncreases in
the charges, levied for & pumber of local authority
eervices, including rente,and for the introduction of
new charges for services like dsaling with plenn.:.ng.
applications, . Current revenues from charges arg
shown in Appendix I.. = .

. In the Right Approach we saidr "nglg we remain commitied
Wﬂwﬁwe
Y eport of the. Leyfield Committee wi AVE e

€ceT & -
cﬁeﬁﬁy Btudlod beTore e BTIRY TaTWErd defailed proposars.

P

If we de not opt to move to one of the cholces set out

above we can freeze the rates payments at their present level
by adjusting the Rate Suppert Grant centribution from Central
Covernment and we can as circumstances permit pfradually increass
the present ¢1 per cent RSG to anything up to 100 per cent aver

any period.
1. Full Exchequer Funding

This first option is centralist. It would remove from
local government an element of autcnomy and diacretion
in the ralsing of reverues which the majority eof counclle
use reésponslbly. It would be fought bitterly by

large sectiocne of the Party in local government,

Thils option-would else remove -the real but limited
accountability of the local authority to the electorate.
Although only some Tatepayers have the vote and only
gome voters pay rates, accountability coneciously exists.
Furthermore the- disappearance of the domestic ratepayer
would leave the commercial and industrial ratepayer in

a vulnerable position. In particular the emall busiresg
ratepayer would feal very expoged and we would need to
legielate to curtail local .goverrment's power to place
unaustainable bturdens on industrial ratepayere.

In the short term 1t would be posaible to switeh to full
exchaquer funding - and thus to honour the October 1974
pledge - by:increasing the RSG by four annual tranches
of about ‘£500 millicn, ralsing the level of grant
“progressively from &0 per cent o 100 per cent.
Something like this 1g being dore in Ireland.
Alternatively the tranafer to excheguer grant might

be made over a-longer period, say 10 years at

-£200 million per anbum. - .

The Irish Government were sble to implement their
proposale because -

(‘!)7" their rating eystem wes far more distorted than
‘- ours {the laast general revaluetion ccourred in
o the 1860a);
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(b) thelr local authorities provided fewer servioos,
&.g. they wers rot responsibvle for Educaticn and
received Covernment Crants to cover capital
expenditurs on housing;

(¢) they have a tradxtion of intervening toc remove
the rates burden {(this im already done for
farming); .

(d) the revenue of commercial and irndustrial rates,
except in Dublin, is comparatively emall:

() the position of local authorities is wealer than
in Britailn and the Tovernment expéct to be able
to get a statutory limit to rate increases.

2. Petaln Wodified Rgten

A8 1t 123 likely that we will not wish to proceed too
fagt with our commitment we could adopt a medified
propeaal! whioch I would recommend am the basls of
our policy for the manifesto,

The Manifesto

( We should restate cur view that the domestic rate
system 1s unfair and should be phased out but we should
put this commitment firmly in e lower priority than
cuts in Income tax.

We should promise by further increase in the excheguer
conrtribution through the RSG to reduce the domestic
rate by stages after the prime objective of reduced
direct taxation had been met but not commit ourselves
to the total abolition of domestic rates within the
next Parliament.

We should piledge protection to the commercial and
industrial ratepayer as domestic rates are replaced.

We should promiee that inereasing central funding as
a percentage of lacal expenditure would he accompanied
by a root and branch reappraisal of centraliged decisior
{ teking and monitoring dY Whitehall with a view to 1%s
reduation. In this way we would offer
iscretion te™IBCal author
achieve = cant eavings reducing the cost of
WYALT6d Gerutiny . ﬁ_enugng sucoeds 1n EDIE ALrEEilon
would 8 Very popular with our local government colleagues
and wowld go some way to overcome thelr anxiety abomt the
phasing out of domestie rates.

T have considered & freeze of ratee at thelr existirg
level but the costs in ferms of central government
expenditure could be daunting. I rext ycar sew
inflation at 15 per cent there would be an increase
ip local authopity expenditure of shout £1.8 billion.
The domestic rate contribution to this would be

£400 million. This would have tc he found to honour
euch a pledge.

Should colleagues wish, Michasl Alison has designed
a scheme which would go much further and introduce a more direc-
and parceptible change In the relationship between
local and central taxee. The method would be that
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. +ofvhax allswance forn . the demestic ratepayer,, effectively
oomakingsther ayarage houaehald ‘domestie rate tax deductible
for thy standard rate. taxpayer. ~In prinsiple, such
an allowence would reprassnk sn extension of the rate
rebate scheme (which 1s itseif a form of tax relief);
indeed- at -present, .levels of taxatlion and rebate, many
of those now drawing.rate. reébate would be better off with
a tax allowance in lieu, The allowance could be made
subject to & specific limit to ensure progressiveness.
e full. detalls, of the schame are developed in
appendix II.- .

There will still be.attendant problems in the ficld of
local authority finance:

ta) . Colleagues will remember "fhat Peter Shore told
us privately that as another rental valuation was
not pessible he sought qur support for a switch
. to capital: values.. We refused thia request and
- the Covernment are now seeking to :lelay the
revaluation for obvious political reasgons. But
the long term problem of vpdating valuatidns
remains. The Inland Revenue Department argues
thet rental valuey will not be adequate for anotfher
revaluation, although Layfield disagrecd with thie
visw, A shift te capital values could provide an

alternative, but problems of market volatility and

1peal variation are not easily solved andg would
in .some waye sxacerbate the anomalies of the
present system.

(b) . Further changes will be necessary in the

schetitutiqn of rate mupport grant, because

».the alterations in grant determined hy the

- Begrestary of.State for the Environment can have
more .effect on.the local rates payable than have
the spending policles of the local suthority.
Colleagues will be very familiar with the anti-~
ghire.county bias of recent RSG settlements.

{c) !ocal suthorities must ook to charges including
. rente . to. provide a more significant share of
revenue.

{a) ,Meauux-e,s ip init:i'gate the impact of rates are
necessary., . These should include

(1) meapurea tp help, small business ratepayers
including. a statutory right to payment
bty 1nppa1mert and eligibility for demestic
relief where appropriate;

{11) much f{mproved publicity for rate rebates,
. and fpr.payments by monthly instalmente.

(e} Aa long am the rating .system remaing we shall
achieye ne. economies in its adminlstration as the
on=-gaing; valuatipn ang, collecticr 18 Just as
expena!.vg 4f you are e8llecting 40 per cent of
relgvant expenditure from ratepayers or 10 per cent.

(f} A new basie will have to be fu.nd - cnce rates go =
for collecting water charges. Although there
is much diegatisfacticn et the moment with water
rates,. as 'long ee the domeetic rating system exists,
whether for four or Sen more years, wd can continue
the present method of collection,

Conssrvative Research Department, WHY Agrrg jemm
24 0ld Queenh Street, London 5.W.1. 21.6.72
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Charges

At present local authorities ralse approximately
£1,400 million in fees and charges; half of which is derived
from rents for council housinrg (the total cost of rate fund
subsidies to housing revenue accounts in 1977-6 was £251 million
plus £87 million towards rent rebates). Trading services
including municipal trensport account for about £140 milliln
and charges levied on various servicer such ag licence fees,
charges for olé¢ peaples' homes, parking fees, trade refuse
cellastion, library charges and the sale ¢f achool meals and
wilk raipe a further £540 million, (The cost of achool meals
to local gevernment was £377 millien in 19778, and trangport
£98 million 1977-8}. During recent years the contribution of
feep and charges has fallen gharply, particularly in the housinp
field, where the propertion of expenditure covered by rente
has fallen froem 81 per cent in 1873-4 to 48 per cent in
1974-5.

In a recent IEA Paper "Pricing or Taxing" Harris ard
Seldon polnt out that many services meet only a very small
proportion of expenditure from charges {Englang and Wales
1973-4), =chool menls and milk 34 per ecnt, 1libraries and
galleries & per cent, refuse collection 4 per cent and parking
&1 per cent,

Consgervative Research Department, MH/ATH/
24 014 Queen Street, London B.W.1l. 21,6.7h
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Income Tax=relief for ichael Alison

In the short term it will be neceasaery to find ways of
mitigating the unpopularity of the ratez among - ratepayers.
Several methods:ars avallable incluéing a drive to increage
the take-up of yate rebatees and the more vigorous promotion
af repayment by monthly inetalments.

Another means of mitigating the rates burden, which has
been canvaesged by the Rating and ‘Valuatlon Asscclation, and
discussed but rejected by Layfield, is the introduction of
income tax relief for ratepayers egeinst all or part cof their
rates 1iability. Until 1875 it was in operation in Australie
end a householder could clalm the total amount of municipal
rates ag & deduction in assessing perscnal income tax. This
concesgion disappeared when the Whitlam Covernment replaced
el1gibility for specific tax relief with a general tax allowance.

An allowance for rates agalnst income tax would clearly
benefit the ratepayer and remove some of the discrimination
against him. - By inference ncn-ratepayers would pay for the
tax ‘allowance, by higher levels of other taxes to mest the
geficiency., The direct relationship between the rating authority
and the ratepayer would howevcr remain, although the element of
aceountability associated with payment of rates would be
affscted by this tax: relief.n The principle of tax relief ia
conslstent with the present practics of allowlng the offaet
of commercial rates, ete. as a loss against Corporstion Tax.
Rate rebates ars also concsived as a form of tax relief, The
threshold of tax allowances would he integrated with the rebate
system to avoid the'creation of a poverty trap.

Arguments for and against

1. Allegedly a tax-deductible domestic rate would weaken
the responsibllity end accountability of the 2lected
members of local authorities for the filnanclal
conseguences of thelr declsions because 1% reduces the
impact of rates on the slector.

Thie ia partially true, but 1t would clearly be less

- damaging to m¢countability than total abolition, i.e.
the switch to.full and direct Exchequer funding of
local authority expenditure., The accountability which
derives from the rate is in any case weak because:

(a) 81l ratepayers do not heve the vote in local h
elections

k) 8ll electors do not pay rates

(c) +the RSC in general, and the domestlc element
. ineluded to cushion demestic ratepayers in
partigular, already subsidise the ratepaver
and reduce the impact of ‘rates.

It would in sny case prebably be ‘necessary to combine
the introduction of & tax allowance with the abolition
of the domestic element of RSG, thus making the reliefl
to the ratepeysr more direct and taugible,
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2. Allegedly, it is bad in principle because taxes
are in genarel nen=recoupeble against cther taxes
go far ss individual taxes are concerned.
Thias may be true, but the affset-of commerciel rates
against Corporation Tax 1s already. used,

3. Allegedly 1t would add’ further 11lopicelity to the
domestic element of RSG.

This is true, but the: domestic element is expendable
. and tax ‘allowarite might be & prefersble way of .glvirg
.. rélief beoguee ratepayers will see the full cost of

.the rates witholit & hiddgln subgidy. - . .

4. . A],.}.ggedi " allowing rates againat income tex would
produce further inequitieg for those belew the tax
threshold 1n particular ‘and:for taxpayers whoge rate

. contribution is indirect.

The ‘séheme would have to De integrated with rate
repates so that the poverty trap was slimirated. It
would be edministratively possible to give tax relief
to tenante who' pald the'r rates as part of the rent.

§,. Tt might be seen as a meve by the Government to
subeidise luxury howsing or to relieve gross 'over
housing' of 1ts natural egonomic CONSEqUences.

This could be overcome simply by the use of a Cixed
allowance. The ratepayer in more expensive property
would receive no more relief than the householder in
more modest preémises. This would recognise the
requirements of basic nousing up to certain standards,
and an element of choice in housing beyond that peint.

A tax allowance with a pet limlit would be less ragressive
than the prezent ‘domestic element of RSG which glves
greater relief"to ratepayers with larger rate bills.

How the Soheme Would Work |

Tn 1977/8 local suthority revenue Ifrom domestic rates
amounted te.£2,000 million, and-the domestlic element of the
rate support grant.contributed £660 millicn, The total
domestie- sector revenue is therefore £2,680 millien.

if & Gnvarnme‘n:t ws.é prepared

{a) to make avallable £750 million new money y'
‘]{ from general taxation,
(b) to sbolish the domeetic element on the grounds
of ita. regreesivenegs, and

h " .1 -
(o) to make the sums available for en lncoms kax
allowanse against domestic rates,

1t would be able to. reduce the Domestic ratepayers contribution
from £2,660 millicn by £1,410 millicn {£750 million new money
and 2660 million in lieu of domestic elén.nt) to £1,280 million.
pomestic ratepayers would, therefors, pay £1,250 mitlion ret

as against £2,000 million at present. The £1,410 new tax
allowance 1s 53 per cent of the Cross Rate Diil. Te

calculate the entitlement of individual ratepayers we nged

to apsume that the average domeetic rete 111 in 1877/B



C. - 11 -

(allowing for domestic element In RSC) was £110. Without
the domestic element 1t would be £146. The average cash
value of the allowance would need to be 53 per cent of £146.
Thie is roughly £75. To achleve the cash value of allowance
of £75 at the standard rate of tax (34 per cent) the tax
allowarce would need to be £220.

The effect of such an allowance on four types of ratepaye:
s set out below:

£ £ £ £
{a) 4 houses - Rateable Values 75 158 200 400
(b) Sav present Domestic Rate -
{(80p in £) &0 lzc 160 320
(¢) Sey new Rats with no
Demestic Element
{98.5p in £} 74 148 197 as4

{d) Beving at present to each
Householder by reason of
Domestic Element

(1 (18.5 » nateshle Value) 13.87 27,78 37 74

{e) Saving to each Houtsholder
by reagon of an Income Tax
Allowance of £220 (Assumes
tax payments at Standard
Rate) 75 7% 75 5

{£) Difference to each
Householder from replace=
ment of Domestic Element
by an Income Tax Allowance
of £220 61 a7 38 1
Better Better Better Betle
off off off off

This demonetrates how the proposal would help to reduce
regressivenecs and promote progresslvenses in the nst
rate payment. ———

Proportion of Rates being met by
Tax Allowance 100% 215 3% 10%

The beneflit at the lower end could be reduced by using
a percentage allowance with a mxximum allowance at the

level Indicated. This would reduce the cost but would
increase the administrative problems for ths Inland
Revenue,

If a Covernment was only prepared to put in £250 milldion
or £500 millisn of new money, the allowances would need
to be reduced 1o

£500 millicn new meney — cash benefit £66, therefore,
Tax Allowance £195,

£150 millien new money = cash benefit £58, therefore,
Tax Allowance £162

Conservative Research Department, MA/AJMH/RNT.
24 014 Queen Street, London 8.Y.1.



