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10CAL NON-DOMESTRCEEES

-domestic rates
of non
patter”

¢ Britain, non-domestic rates in 1985/86 contributed £Ebn towards a
a

PhGre thority revenue expenditure of £Ebn - over EY%.
au

‘1‘10531

k of non-domestic rate payments come from
The bul But there are also very large ¢
quding Shqu;stries, and from public sector bodies.
tionalised 1nlves and to each other for the schools an
g to 2??i2;1 Government, Regional Health Authoritie
e

industry and commerce,
ontributions from the
Local authorities pay
d other premises they
S, Universities, etc.

H'ﬂevenue by sector.

e B: Non-domestic rates by sector (Great Britain 198E/8K)
Figur .

in areas of

Non-domestic rateable values are heavily coni;;;faz:stres will have a

ficial ang industrial activity. Typically, theh;; rural areas. But there

fgher concentration of non-domestic property t

e of a non-metro-

ke up 5 very large proportion of the total raaf t;fzie degree to which

j district council. London is an extreme examp :eas. The London area

l0mest § o rates are concentrated in Particular astic rateable value of

accounts for over EY of the total non-dome ources are concentrated

? And within London, over B% of the rateable :egheISea, Camden, and the

i€ centrg) boroughs of Westminster, Kensington an ticrateable values means

°f London . This extreme variability of non-domes stic rates also varies
B ifferen, local authorities' income from non-dome
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Complicated grant arrangements have to be ugeq to

com
and these obscure for local ‘taxpayers the R pensate for thig

cost of changes in

. o Bp in the £ in BE. This means that similar
n can face rate bills that differ by as much as EY%
5

{n different authorities. Obviously this will have an impact on their

tiveness:

On,domestic rates fall to be met as an additional over

head cost of th
Pohich are liable for them. Unlike domestic rates, 3

which are a direct

on the "consumers” of housing, non-domestic rates are charged to
s of goods and services and passed on by them to the final consumers of
products' In the case of the industrial and commercial ratepayers,

prices are higher than they would otherwise have been. 1In the case of
1ic sector bodies, central and local taxpayers have to pay more.

‘There is no voting right attached to the payment of non-domestic rates.
er nuch a business might contribute to the income of a local authority, it
exercise any direct electoral influence over taxation decisions by
lors that can have a profound effect on its competitiveness and on its
A}for investment. 0f course, there are other ways - through consultation,
ion, and argument - in which an influential employer can put his views
to a local authority, and the relationships between many local
ties and local businesssmen are excellent. But the fact remains that
authorities are not answerable to the business ratepayers who provide a
proportion of their income. Since non-domestic ratepayers on average
ibute over EZ of the total tax revenue raised locally (excluding rebates
d for by central Government), local authorities can find themselves under
me pressure to spend more on services for their electors largely at the
iense of the non-voting non-domestic ratepayer.

It is the combination of these various factors

the very uneven incidence of non-domestic rateable values that makes
complicated grant arrangements inevitable;

the wide variation in the rate poundages paid in different areas that
can distort and undermine the competitiveness of business;

the fact that non-domestic rates are ultimately passed on to final
consumers who may live far outside the authority concerned;

the lack of any direct democratic accountability of local authorities
Lo non-domestic ratepayers;

of non-domestic ratepayers

the extent to X S
which the large contributio
4 he real costs or benefits

to expenditure at the margin can falsify t
of expenditure changes;
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he Government to conclude that non
t .
Jocal tax.

~domestic rates are not a

r considers what might replace them.
Chaptejal tests. What will their effect on b
1have on local government?

This
£Wo cruc

wil1 they

It examines the options
usinesses be? And what

tic rates and business
1es

ic rates are now one of the largest taxes paid by business.
Non-domestic h ield of non-domestic rates on industry and commerce in
® § compares t e19>;5 with the yield of corporation tax and the national
$ritain since The yields are not directly comparable, but they show a
Qo att is directly linked to the profitability of
Smce‘ ;g Izluctuates. In B, it fell to £Ebn at a time when E.
e, 1ts yi€ urcharge was reduced in 1line with Government policies
Jal insurance 1ition in 1984. But the yield of non-domestic ratgs
f4) its final abo the period. There 1is no correlation between this
i throughovt on-domestic rates and the level of profitability of
ous growth inh e been one of the main concerns of business
T.histhatélsa major tax, which now produces a yield which is m:;:
o ives of corporation tax, is completely unrelated toh
e Chat those who pay it. It is the equivalent of a Ei‘lfy
tivenetsSthih businesses cannot control and which can vary erratically
CaO:d in different locations.

Figure B: Taxes on business (Great Britain, 1975/85)
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of changes in and levels of non-dom
The ti:]aightforward than that of other businessesctoi:tsr.ate;oﬁn;lll’usmesses
Zn input — such as the cost of a particular type of material Y_ irfiszhe
E reaction of a firm would be to reduce itg consumption of th:E
cwitching to a substitute material or looking for another supplie
}’h a change in the cost of occupying pProperty that entailzp ve:.
Peasures 1ndeed: There are considerable costs in relocation. Untii
"pothballing” empty industrial property carried no guarantee of
m the rates bill. . The business is therefore normally forced to treat a
rcase as an unavoidable increase in fixed costs and to seek to pass it
B ough charging higher prices to consumers or negotiating a lower rent
’e landlord - or to reduce investment and hence job creation. For some
firms, an increase in rates may be a factor in determining their
Ste survival.

) paCt

-

Pfard evidence on the effects of rates on business is scarce. A recent
i conmissioned by the Department of the Environment, concluded that during
jod 1974-81 rates could not be shown to have had a significant overall
ence on manufacturing employment, although high rate burdens in London were
lated with relocation of offices outside London. At the aggregated level
ich the study was conducted, and over the particular period considered,
results are plausible. But they do not provide a good indication of
giled effects at a local level. Moreover, in the period studied (1974-81),
domestic rate poundages fell in real terms in all regions studied, except
odon, and in London itself there was very little manufacturing employment
o provide any evidential base. The 1974 starting point also excluded
ie significant rate increases associated with the 1974 1local government
wrganisation and the effects of the implementation of the 1973 revaluation,

For most firms, rates are a small cost, and a change
would be wunlikely to have a major impact on location

But employers' organisations, both in the private and public
» Teport that their members have been influenced by rates in making
i8lons on  employment, where rate increases have been extreme. And
0 sense would suggest that where a firm is struggling to stay 1in
MM8Ss 2 sudden increase in its rates bill can seriously jeopardise its
ﬂﬁﬁ,s of survival.

) 11

'fA more general concern is the impact of rates on the overall competitive-
of industry. If rates are passed on in higher prices they will damage the

¥ of British industry to compete with foreign businesses. SRR

ed by reduced investment that will, in the longer term, reduce producti;

Nd again undermine the competitiveness of industry. If rates are passe

ﬁ:;othe landlord there will be less incentive to develop land for business
“4li8lop ,
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ts that Dbusinesses face are fairly
coS

uniform across the

st the rate burden can wvary considerably eyen between

- But horities. If this arises because of differences in rateable

uring aut flection of the relative benefits of occupying different types

fic 15 2 reso is not a distorting factor - éxcept to the extent that

ert)’l ar;d themslves are out of date and distorted. - Byt differences in
“‘;E}:'J galue

ab re a different matter. These are purely a
Spoundages ;aes of local authorities and have
; polic

i sed by the business. Nor do differing poundages reflect
F.c being U of benefit to non-domestic ratepayers. So sharply
- levels dages between different parts of the country will damage
prate pov ags businesses face differing cost structures which are
pic efficie“tcg their real competitive strengths and weaknesses. Figure
il un;eli,t;ii range of non-domestic rate poundages.
ows the

reflection of the
no connection with the

case for setting
B grounds of economic efficiency, therefore, therethts :ompetitiveness &
Stic rates on a basis that does not distort i o
esses simply as a result of the chance factor that y
uthority rather than another.

n the 1984 Rates
- government introduced a new consultation req:iz::;:tnin_domestic o
g Promote discussion between local authorities and well established. In
In many authorities such links were alrebaley improvement. But they
H the pey arrangements represent a considera 1 authorities, at the end
B C not Overcome the basic problem - that loca_domestic ratepayers.
=€ day, are not directly accountable to their non
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. 1983 Rates White Paper argued in favour of domestic rates as a local
ca

at

nThey ar€ highly perceptible to ratepayers,

| : and they promote account-
Bability -

. argument is true of the non-domestic rate. Although non-domestic rate-
actually write the cheques payable to the local authority, businesses do
nltimately beaF the bilil‘ As paragraph 2.5 above indicated, the final
B of the tax will rest with the consumers of the goods produced, the owners
. property occupied, the shareholders of the company, the workforce
. through lower wages or lower job creation), or the taxpayers who will
cup the bill for public. sector bodies. These people will not perceive any
Syith the rating behaviour of the local authority. They are very likely
e outside the local authority's area altogether. So non-domestic rates
the normal criteria for any local tax: that it should be perceptible to
who pay it as a tax imposed by the authority concerned, and that the
ers should be able to influence the behaviour of those who levy the tax.

In fact, non—domestic rates not only fail the test of accountability in
g of those who pay them and those who impose them. They also severely
ort the link between the cost of providing local services and the costs
by the local domestic taxpayers of an authority.

On average for every £1 raised locally from domestic taxpayers £E is paid
he non-domestic sector. So the marginal cost of services to domestic tax-
rs is reduced by the H% contributed by non-domestic ratepayers.
authorities that receive block grant are near this average because of the
the "resource equalisation”™ arrangements work (see Chapter 1, paragraph H).
some authorities whose rateable resources are so high that they do not
y for block grant, the marginal subsidy from non- domestic ratepayers is
greater. In Camden, for example, for every £1 contributed by the domestic
yer, the non-domestic ratepayer contributes £E.

As mentioned earlier, the extreme variations in non-domestic rateable
€5 make it inevitable that there will be complicated grant arrangements to
out these differences in resources. Those arrangements in themselves make
fomnection between spending increases and changes in tax bills hard for
i electors to understand. They may know that the expenditure of their
Tity and the grant it receives are in some way connected. But 1t 4s diffi=
'”to See how when the relationship depends simultaneously on the level of
Bithority's spending in relation to its assessed needs, and the level of
fithority'g rateable values in relation to that of other authorities. This
i B Oof the effect of resource equalisation within the grant structure is
feed nore fully in Chapter 4.
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for refor™®

non-domestic rates are npot

Bummarise, a

satisfactory 1ocal tax

diately on those wh

they fall imme who have no vote
gpending decisions; to influence local
they are ultimately borne by people who ar
extra costs arise and may not live in the
imposing the rate;

€ unaware of how these
area of the authority

they reduce the apparent costs of local services to domestic rate-
payers;

they have an arbitrary and erractic effect over time and in different
areas on the competitiveness of businesses.

- they make complicated and obscure grant arrangements inevitable.

There are three possible ways forward in dealing with these problems.
government could consider the complete abolition of non-domestic rates,
king up the lost revenue from some other source. It could seek ways of
king local authorities genuinely answerable to their business ratepayers.
f it could look for ways of eliminating the damaging variability of
on-domestic rates.

23 There are few taxes that could be substituted for the non-domestic rate
id 80 make it possible to abolish it altogether. The only business tax with
i6imilar coverage to non-domestic rates and capable of producing a broadly
fvalent yield would be some form of payroll tax. The Government has no
ition of introducing such a tax on jobs. The yield of non-domestic rates
salternatively be replaced by increasing a national tax not levied on
lness: for example, by adding E percentage points to VAT or increasing basic
‘ Income tax to HE. The Government is not prepared however to damage work
tentives by increasing income tax. Nor would an increase in the rate of VAT
fdCCeptable.  If income from this source were paid as a grant it would
fl€dte the dependence of local government on the annual decisions of central

mment. If alternatively local government were simply guaranteed a share of
, the volatility of the yield would lead to large and unpredictable effects
‘_ml domestic tax rates year by year.

e vay of seeking to make local authorities answerable to their
! émestic ratepayers would be to re-introduce a business vote or establish a
yte class of membership of local authorities for representative.s of bus-
i But this approach looks to be unworkable. The previou.s busmess‘ vo;e
0y tr(x)to disuse ang was eventually withdrawn in 1969 because it was avall;bsi
ﬁéss sole traders or partners in businesses operating in the area.din oin

b €S are now carried on by limited companies, many of which are tra gi .
toy i1 one local authority area. It would not be practicable to devise sat id
&Searrangements for voting by limited companies. i exam>p19, Wh(})xowo‘;n
857 the vote of the large retail chains with branches in most fs 55515
s 'WO E]S-tablishing a separate class of local authority membe:shipistorat he
leveul ¢ not resolve the conflicts in accountability whic :xd Bl i

and would pe regarded by many as an infringement of basic de
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o approaches - abolition of non-domestic rates, or making local
directly answerable to business ratepayers - havye to be ruled out
jties ctory characteristics of non-domestic rates as a 1local tax wili

tiSfiackled by retaining non-domestic rates byt direc
bebiliCY' This means transferring to central government the power
yaria the rate poundage applying to the non—domestic'.rate, while continu-
gn:i:iibute the proceeds of the non-domestic rate to support local govern-

nding-

B he non-domestic rate

- deciding how to set the non-domestic rate central government could
96 In adly one of two starting points. The existing pattern of rate
N ould be frozen. Or central government could set a single rate
oundd thcat would apply in all local authority areas. Starting from existing
ndage e levels would ensure that individual rate bills did not change as a
'P°““da£le more new system. But it would do nothing to remove the ineffi-
.‘:éherent in the present arbitrary distribution of rate poundages between
s in different parts of the country. Nor would it redress the disin-
! vnewseto investment, job creation and new development in high spending local
gwes reas which presently exist because of the existence there of high
ﬁo;ityd: es. Many of these are older urban areas which can 111 afford to
py:uziniss in this way. As Annex E shows there is a strong correlation
‘féenuthe areas which would derive most benefit from a national rate and those

spending from local domestic taxpayers. The intention would be tha]'.:t t2§
€ld of the non-domestic rate should remain broadly unchanged as a resturtin
f60ew arrangements. This is a two-part problem. How do we set the sta :
BBlY And how do we deal with subsequent upratings?

i
Y

29 The GCovernment would propose that in the first year non:idomessttiicc r::’::
Pifages should be set so as to maintain the real yield of nfg—bzmeset at the
M€ preceding year. If there is a national rate, it w?utin relativities
BB level (but see paragraphs E to E below). 1f exflS egach authority
! Tate poundages were to be maintained, a poundage for in that area in
J: . corresponding to the real value of the poundage in

Becedinp year.

i a fair share
’ﬂploThe best way of ensuring that business rates cc;rizim;eo t:lins:itng e
g ‘lzacilspending» and that increases are predictable, would be to index the

fng duthorities to plan ahead with confidence, legislation
B! Poundages. The indexation should be provided for in 5ringhoii fresh
" that the arrangements could | poks ABERNFOISEEUERS

B'
: ideratjon in Parliament.
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choice of possible indices.

15 ¢ in the Retail Price Index an
- g over a previous period.

increase f inflation. The Governmen

asurer?s Autumn Statement as requi

Some social security benefits are
d are uprated once a year in the
The alternative would be to use a
t publish such a forecast each year
red by the Industry Act 1975.

.
ri

.
‘ ancello -

he total of non-domestic rateable valye continues to grow at
prionally t B/, per annum. Indexation of the poundage without an allow-
f . rate of h ow:uld result in the aggregate yield rising faster than the
: such RAOE It would be for consideration whether, in specifying the
‘ inflaftioni.ndexation’ it would be appropriate to make an offset for such
. ents for

‘ le process of pooling and redistribution would replicate the very
iNThis simple

@ate ( y kes
d a | sat i()ll = le alues Vhich p sen a

;‘ | t he blOCk gl‘aﬂt arl’angements . It Would dO s0 Y however 3 in a ver y
ace Vithin

basic rela-
it nt entitlements within years and did not obsc:raerett:ll::e; ias i 1
A .. n expenditure and local taxes. This tran p.domestic o
g bEt:ee'll make this method of distributing the non
i wi f
alwhellcement in any new local government finance syste

ital dialogue

the first time required local
. AE}: :zerecsz::::lie\?ets f:fr non-domestic rateepatyjr:h:eszz
iititehs'to r:izsilrt p‘i-lecept.p That legislation wasfa r::sor; T
f’acti:nlrof business ratepayers with their lfd‘e oby acertaiﬂ local authori-
fons of the local authorities and to the failur ses in their areas about
enter into any serious dialogue with business which businesses could
fc¢ Which vere needed amdNERENSESEES oc;f tll‘laetefirst round of statutog

ly experience W roved extreme

:30:fhf:srdshiinp:}}:a;t iia:‘:oze arpeas thez?'e Provis::nioszzz_p In other areas
. | nelog together counciEiiE NN loictaies :re merely going through
eSses continue to complain that their author f making a fruitful dialogue
‘(Mtions. We need to consider further ways oin S1] hress.
HEED 10 authorities and businesses the norm

the exist-

ted out that

e also poin o encourage

o ecent years hav. centive t

;:;n;n:netsetr?trss inivfa local authorities “°°mipnlete compensation for

l’f°Pmer1t of tgheir ratgeable value bases eT:eeqzalisation" enSUreis E:‘ZE;

" e es 1n

through "resou from chang

rateable values ities neither gain nor lose urage development and

time hlag, aut;frtl or no incentive to enco

There is ttle
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k h to meeting both
, {ple approac g bo objectives wo
3] A PO;StO retain the discretion to levy a gmall 1

;tie Jfter consultation with their non-domestic
si;e proceeds of such a rate. The poundage ch
it equivalent to, say, 5% of the national

i
: ezaplped poundage 1f that were the method adopted)

o allow 1local
rate on their non-domestic

ratepayers, and to retain
arged might be subject to
non-domestic rate (lox 5%

B cative arrangements
n-domestic rate would continue to be collected
b existing well-established arrangements.
e entitled to retain a sum equal to their entitlement from the redistri-
“;;{M of the national pool together with any entitlement to rate support grant.
emainiﬂg surpl}ls woulfi be remitted to the Department of the Environment
,‘e'lsh or Scottish Offices as appropriate) for redistribution. Where the
1 of the non-domestic rate was less than an authority's entitlement to its
ke ; non-domestic rates or rate support grant, it would receive pay-
b of the balance. As at present, upper tier authorities will not collect
bes, They will receive rate support grant and payments from the non-domestic
e pool -

by local authorities
O0f the amount collected they

% Non-domestic ratepayers will continue to have the right to pay rates in

alments. The schedule of payments by local authorities to or from central
mment will take account of that.

{0 If, in the light of consultation, the Government decides to proceed with
¢ proposal for a small discretionmary local non-domestic rate with a maximum
oit, upper and lower tier authorities would share the proceeds.

il With separate arrangements for non-domestic and domestic local taxes it
ill be necessary to re-draw and clarify the borderline between domestic and
i~domestic property. The dividing line will fall between residential property
lich is occupied as a main or only residence and residential property which is
bi0ccupied on that basis. Hotels and boarding houses, therefore, will
'Yi‘nue to be regarded as non-domestic property, like other businesses, and
le to the non-domestic rate except where the predominant use of the property
:s‘a main or only residence for those who live there. Detailed discussions
0 required to establish the boundary line. It will be a matter for the

Revenue Valuation Office to decide, on the facts, whether a property
Bl be subject to a non-domestic rate and it will be necessary to provide for
'ﬁ:ppeal pProcedure. Existing arrangements also provide for a category of
‘ hereditaments” with both domestic and non-domestic uses. Equivalent
PBenents wij] pe necessary for the new regime.

teg
S on Government Property

“'xk,ir-om Property is not liable for rates. The Treasury, howeve'r, throug};
teg g of Government Property Department, makes contributions in lieu o
h basis of a rateable value equivalent negotiated between that
> the Inland Revenue Valuation Office, and the local authority
There may be more efficient ways of achieving this underit:e :i:
tong ) - rave arrangements - for example by & direct paymen; n:ntri-
v non "domestic rate pool. @ There would, however, be a case orhc i
continue to be made in respect of local domestic taxes ere

10
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property concerned is residential in nature.
Ownllt with the local authority associations abo
nf;LiCh Crown Properties should be covered by 't
wh

| The Government would
1sh C ut such arrangements

hem.  Would 1, for
sppropriate for prisons to be treated in this way?
( . be

112524

c revaluatiOD

" non-domestic rates are to continue as a major source of tax revenue
_ t to ensure that they are levied on as firm and consistent a base
15 The Inland Revenue Valuation Office has therefore been asked to
Mpgsible- a revaluation of non-domestic properties with a view
xt work oir; time for introduction on 1 April 1990.
| Vlisbtefore on evidence of rental values.

d 85

to preparing
The revaluation will be

duction of new non-domestic rateable values would require the
(i I?troof the national non-domestic rate poundages so as to retain the yield
o n
l;ztnoi—domestic rate at the same level.
th

d, the Government believes it is essential to return to a regular
- aluations in England and Wales for the non-domestic sector. These
::s of rtevfive yearly intervals as presently provided for. An alternatiYe
E :2 io introduce a process of "rolling revaluation” for the non-domestic
r. For example, one-fifth of all properties might be revalued iach yi?ré
‘—1nformation obtained would be used to develop indices which cou}ll.d eaapzozih
lfbe properties which were not to be revalued that year. S:c iatrlll app i
uld reduce substantially the degree of turbulence associated w q
ennial reevaluation of all properties.

46 If such a system were to be adopted, it would be possible, instead of

he
Bssed in paragraph B above, to freeze the poundage, but Tisttheatieam:e:se
jancy of rateable values to cause the yield to rise in - eparate consulta-
ion-dorestic property values. The Government will issue afs :olling B
Ul paper on the practical issues arising from a system ©

done
i1f o national non-domestic rate poundage is adopted, t;_haets Sh%‘;lti ZZts of
"th‘e Same time as introducing new non-domestic rateable va “ub;tantially. In
REEs i) ) affect rate bills for businesses, in some casez Sso:> clearly should
¢ases the two sets of changes will be offsetting anh two changes will
R0te o 1, same time. 1In other cases the effects of the

i .  There would be
‘ine to give substantial overall changes in rate liability

over a three to
e cese for phasing in the combined effects of both changes

Bear poriog

se for phasing in
B L ¢¥lsting rate poundages were simply eapped, the1dcabe less clear-—cut,
ﬁ@u In rate liability arising from the rEyE AL wo; changes in the value
B " " rating 1iapilities would simply reflect rea

 th
3 PToperties occupied.
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os0” in this chapter on the future of the non
he proposa‘}:mment's proposals for the reform of local
i to the Go bstantially removing the discretion of local authorities to
. By B tic rate AndEEbyRSSCHE arrangements for pooling and
e noﬂ’dhc;me;eld described above it will be possible simultaneously to
B buting © 1 simplification of the grant arrangements and close the gaps
a rzaclicjn those who vote for and those who pay for local services.

B st betve

-domestic rate are
government finance

O -
©

; these proposals offer certainty about the overall speed
fusiness stic rates can be expected to grow and an ending of
yhich n?n—fiomse in the sums demanded of them. This confidence should
u Varl.atlorilnvestment decisions to plan with greater confidence. T}]e
| those maklnggular revaluations or a rolling revaluation will reinforce this
“r:’ Sl

.

=}1

1 continue collectively to secure
ities, for thelr "partiuwii

e athorl;wth’e non-domestic business rate. But it will no longe;ilsai
full beHEfdltsl oauthorities to require businesses in their area to pay a

: ividua

'izjtzlshare of additional spending.

i
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