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. THE DISTRIBUTIONAL IMPACT OF CHANGES To LOCAL TAXATION AND
GRANT

This Annex supplements the description in
tional impact of the proposed reforms tq
1 packground material, for example on hoy
iyses in this Annex is included in Annex (.

Chapters 5, 8 and 9 of the dis-
local taxation and grant. Addi-
sehold numbers, relevant to the

tortions in the present local government finance system

As the discussion in  Chapters 1-4 sho

sqment finance system distorts to a significan:’efi;gret:ethepriile'llllt beizcal
local electors pay for their services and the benefit they receive ff-z:l
. This arises because the present arrangements entail cross-subsidies from
jomestic ratepayers, and direct subsidies from the Exchequer which are
d to authorities' spending levels and to the overall rateable values of
erties in their areas. This can lead to large differences in the amount,
on average and at the margin, which local domestic taxpayers have to
bute towards the expenditure needed to provide comparable levels of
ice. Figure Jl shows the size of the range of average domestic rate bills
ould be paid in English local authorities for expenditure at the level of
" authority's GRE. For the individual taxpayer within each 1local
ority, the link between payment for and benefit from services is further
ted by the fact that his share of local taxes is determined by the
le value of his house. This will have little or no relationship with his
local authority services.

: Figure J1: Distribution of average domestic rate bills for spending at GRE
(England 1984/85)

have similar rateable

verage to
AP . 1so shows through as a

Because ities tem
: neighbouring author his variation a

S and similar expenditure patterns, t ight be expected
8eographical pastern of rgte bills which are lowe:a::anbﬂllgs and average
ena S’ Spending areas.  Figure J2 shows avers8® ' " ften very high
a8 in relation to GRE by English regioms. Rate

€35 with relatively low spending.
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eigure J2: Average domestic rate billg
;gglish regions: 1984/85) T T relation to GRE

To correct these distortions, this Green Paper proposes:

the setting of a national non-domestic rate with the yield
pooled and redistributed as a common amount per adult;

replacement of domestic rates in each authority by a flat-rate
community charge levied on all adults;

a grant comprising a needs equalisation element and a standard
element distributed on a per-adult basis.

These proposals will lead to substantial changes in the income of local
OTities and will affect the contributions towards local expenditure paid by
L residents. This Annex assesses the scale of these changes, taking
Nt of the arrangements proposed to “safety net" changes in local author}i\-
8 external income and to moderate the transition from domestic rates to the

SNty charge.
S8umpt { o

t of changes involves compar-
d households of the existing
1s described in this Green

The method adopted for illustrating the exten
"¢ financial effects for local authorities an
ial regime with the effects of the proposa

he effects
O ensure comparability the baselime and the ﬂluitiz;;iéo/%?.oihz Zhoice of
'€ New system use data for the same financial year ity income and expend-
1\: year was made on technical grounds. Local authority

ts on {ndividual households of the

1985.
of domestic rateable values in Scotland in

2
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local authority income and

The of expenditure and grant

atesThe results shown are therefore
85- ed into the future since relat
;‘apoiazo grant pressures and the effectg
pONS

expenditure dat, used 1incorporate
entitlementsg before holdback for
purely 11lustrative. They cannot be

ive spending levels wil] change in
of rate limitation.

For illustrating household effects, data from the Family Expenditure
0 (FES) have been used. Data from 4 yea
ey

rs of the survey (1980-83) have
. combined and re-priced to 1984/85 levels.
3

Sur" The sample size is not suf-
?;; at to allow analysis for individual local authorities.
~ ficie

| 110 The assessment of effects on households of ch
J*@l@ ! benefit entitlements is modelled on the a
n\m;ing d in "Reform of Social Security"
“‘m@ine e are to be implemented before the local government finance reforms.
- th'es lar, for illustrative purposes, the analyses incorporate the Cmnd
“ ‘ﬁ'r Part:lcusal’s on housing benefit - including a 20% minimum contribution
:‘gﬁglr propotes/local taxes - in both the base position and the new system.
tmw:rdfhemchanges shown for households are those which arise solely from
?ﬁsnew local government finance arrangements.

anges in local tax bills and
ssumption that the proposals
(Cmnd 9691) are already in effect,

11 The illustrations are based on the 1984/85 balance of contributions to
i;’é’al expenditure from central taxpayers and local domestic and non-domestic
',‘t.r‘afxpayers in England, Scotland and Wales.

Effects on local authorities' external income of changes in grant and
non-domestic rates

4 . : ha -
Ji12 Under the proposals for non-domestic taxation a?d fra:t i:szrizziltnog tge
ters 2 and 4, local authorities' income would change: f rsti’c ratepayers on a
pooling and redistribution of receipts from non_iom?isuibution of general
common per adult basis; and second, as a result of t ei d to equalise needs,
S grant to local authorities, over and above that requ I‘elisation through the
éﬁ»‘:&irely on a per adult basis with no resources eql;jl also be affected by
grant system. The income of individual authorities ;‘[’o:ome B e wound
thanges in their needs assessments. The change in dnchanges T e
depend on the detail of changes in the methodology d?ance- The effects of the
Stances; no general conclusions can be drawn in ad later. They would have no
PEOPosals for local domestic taxation are discusse but would redistribute the
Wpact on the overall income of a local authority;l local authority.

10eal tax burden between adult residents within eac

if
rant would lead, i
B3 Ty, new arrangements for non-domestic rates pal

cal domestic tax bills.
e crented unmodified, to large and sudden changes :: I:revent o
e Wi, mtentilonuthority's external income on
iafety B of the mew! con s 10C3b Zadly its present level, with
;':::roduction of the new financial isystet:h aien:s vl ;‘hed sgiiitty azgi’:
. i zen in ca v
::l?et tc;fe ?ziss?fnc:elii?inancing adjustment; tizd::::dual R
jecessary, non-domestic rate allocations ©

‘, system.
tion of the new
?fflélmmate gains or losses as a result of the intt::dl:;uld have no impact 3!_1
‘jgi'er this arrangement, the new financial sys v maintained their spen

- {0ca] a

i1§ ithe
o Uthorities' income in the first year
8 at Previous levels.
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Authorities' external income (net of specific grante
<]

" comprise: fees etc.) would

(1) national non-domestic rate revenue;
3

: d grant id
11) standar » Pald at the gap
( authorities; € amount per adult to g1

(iii) needs grant;

(iv) safety met Toce R contributions, fixed in cash terms.
ure years, changes in the first two components would &
in the same way. The effects of the third would depend
ocal authorities' assessed needs which vary as their ci
ffects of the safety net would vary between authorities according to
sgize of their entitlement in relation to their overall expenditure. Author-
with a large safety net entitlement would have a stronger incentive to
economies in order to offset its declining real value.

ffect all authori-
on detailed changes
rcumstances change.

The size of an authority's safety net entitlement or contribution
depend on the extent of the change in income it would incur if the pro-
s in Chapters 2 and 4 were introduced without modification. Authorities
would otherwise face large losses will have a high safety net entitle-
+ Authorities that would otherwise enjoy large gains will be net contri-
rs to the safety net.

Chapter 5 (paragraphs E to H) sets out the characteristics of local
orities which would gain and lose if there were no safety net. The biggest
tions in income would arise in high poundage/high rateable value authori-
high rate poundages resulting from high levels of current spending in
ion to GRE produce a very large yield from these authorities' large n?n-do-
¢ rate base. They will stand to lose significantly from the reduction of
non-domestic rate income to the national per adult average, and so will
a large safety net entitlement. The biggest incr?ases in income wili
in low spending, high domestic rateable value authorities which will bene
- both from the increase of their non-domestic rate income to the national
age per adult and from the change in the basis of grant from equalisaticinz
domestic rate poundages to equalisation of rate bills. They will be contr

§ to the safety net arrangements.

o Sl
The marked regional pattern of changes in local authori:ie§tielsnc;):e t}ilz
nd illustrates the effects of these factors. iyl autwotlt have high
thern region, Yorkshire and Humberside, and the North Mes authorities
; ing levelsg and low rate bills and so would lose income. inin lia, where
the South East, South West and East and West Midlands and Eas glia,

C be IOWEI a S lli w 1

€. High spending authorities in Greater Lon ich allow London's excess
8ainers under the existing arrangements ¥ ctend on balance to lose,

mestic rateable resources to be retained would ek enmn¥isation.

thstanding some gain from the ending of domestic res
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d pattern of changes in income for author
The i‘ingiiewhipch would result from full
hil:gset out in Figure J3. The firg three columns ghoy the existing

f general grant and non-domestic rate income, and-the next three

n ohow what the equivalent figures would be if the Proposed new system
5 ented without modification. The final column shows the safety net
mplem (negative in contributing areas) which would be necessary to
em:tfor any overall shortfall or surplus.
sa

J3: Implied changes in general grant and

non-domestic rate income, and
et entitlements for local authorities (E
n

nglish regions: £m)
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n between residents will be affected by th
neral pattern of change will be the sanm
“cection considers these effects separat
.s_ couples or single people who may form

€ proposals set out in Chapter 3.
e in all areas. The analysis in
ely for households and for "tax
part of a larger household.

The broad pattern of redistribution between hou
ement of rates with a community charge is desc
apter 5, The position of individual household
,‘ actors: the number of adults in the household

seholds resulting from the
ribed in paragraphs H to H
s will be affected by two

; and the rateable value of
sroperty relative to others in the area. Single adult households will pay

towards local services; large households with 3 or more adults will pay
s households with 2 adults will tend to pay about the same amount. This
014 composition effect will be overlaid by the rateable value effect.
holds in high rateable value property will pay a reduced proportion of the
local domestic tax bill, while those in low rateable value property will
re. For some households the rateable value effect could be larger than the
0ld composition effect.

Among tax units, the main pattern of redistribution is from househclaldei
nits to non-householder tax units, who at present do not pay almy doclzis
The majority of the new local taxpayers would be young single adu
id 18-24.

ur both
. These patterns of redistribution among households and ta:ix :nistesrvoiccces i
in rating authorities in respect of the cost of dist'::r (;ervices- ’
thin precepting authorities in respect of the cost of county

been shown on
. The distributional effects for households and tax units have be

system
the effects in the first year of tramsition dt:rdtTS(Jn;Zr Zdult
with the community charge introduced at a S?Zd from rates (see
and the balance of domestic tax revenue rails

Chapter 5, paragraph H);

community
the effects if rates were completely replaced by a

charge.
5 ut in paragraphs
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s in the first year of transition

pected with the modest sghift fro
ex ’

I rates to the ‘conmy
the effects for local domestic tax

Payers in the firgt y
relatively smalj ass

nity charge
ear are very

that the typical

household will tend on average neither to gain nor to lose.
it

J4 sets out the pattern of gains and losses for households, in £
“ig:fxz as a percentage of net income.*

J4: Households gaining and losing in the first year of transition
'{gure :

domestic  rates to the community charge (Great Britain:
‘rom
,;ousand households)

- unearned income and staz:
f housing benefit) net

loyment,
income" includes income from employm

nt o are net of
its (excluding the 1local taxtriebl‘f&eons, Local tax Payl:;:l:t’ B feen
tax and national ins\tl;;r;;itc‘:;stem’ with a 20% minimum p
S. The new housing

1 as to rates.
d to apply to the community charge as wel
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the vast majority of households, the gaing apq lo
or827 of households would gain or 1

0se less thap £
: in or lose less than £2 per week.
a

Only 1% would lose more than £2 per
g For 94% of households the changes would Teépresent . less than 1% of net

only 2% of households would lose more than 17 of pet income, and
?1 all of them would lose less than 2% of net income.
11y

88es are very small
1 per week, and 97Y%

Figure J5 analyses these effects b
)

Yy tax unit types. Again, the effects
small. 897 of tax units would
2Ty

gain or lose less than £1 per week.
Virtually no tax units would
€ more than 2% of net income.

"single pensioner” and "one
; o0 ries.
family" catego

ition
. : Tax units gaining and losing in the first year of trans
figurzo::stic rates to the community charge (Great Britain: thousand tax
from

units)

. ingle adult”
the ‘“other s 1
The largest proportion of losers is ;hzhat become liable for loca

| tly thos he tax base to
g The Losers S p;ed::si$f: oy; the widenir;gyp;cfal;y single adult:
B the first time as'dent adults. They a:eh losses are concentrat;
~C€ non-householder resi the extent to whic in the "other single
n 130 toh 2lhh f:iigur: J6unsit::osws Over half the losers

> 0~householder tax 3

Category are non-householders.
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Bhe cffects with foil replacement of rates by the community charge

By the end of the transition from rates to the community charge the shifts
have become more marked as an increased proportion of the local tax bill
Bo be met by non-householders RN currently liable for domestic
3. Even so, the effects would be small for most people, since the majority
useholdsg comprise two adults and would be little affec
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7 shows, on the
. 3 . same basis ag Figur
e
sses for households on the assumption thatg domJ"’ e
‘y replaced oscholds S hroiis. estic rates hag been com-

pigure J7: Households gaining and lost

ng wi .
py the community charge (Great Britain: gth:uz:ngullriu::lflla: e;nent i
olds

The majority (51%) of households would be better off with the community
€. Three quarters of all households would either gain, or would lose less
£l per week. 14% of households would lose more than £2 a week, and for 6%
useholds the losses would amount to more than 2% of net income.

Bisure J8 shows hon BiB gains and losses are distributed among tax unit

10
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Figure J8: Tax wunits gaining ek

aopestic rates by th losin
fo™ y the communley G g vith full replacement £
)

rge
(Great Britain: thousand t
ax

The pat

Spregd gfer;l:ijsee: dinl the first year of transition are accentuated, with a
B week; 527 of t nd losses. 48% of tax units gain, and 13% gain more than
- e 2X 8ur:its lose, and 15% lose more than £2 a week. 697 of
e categories resn 5% of one-parent families gain, with 13% and 27% of
ts" lose. NUm%ectively gaining more than £2 a week. 62% of "other single
By balance out ers of gainers and losers among couples with children
ot d Losses which represent more than 2% of net income are
It" category whe among. the young single adults in the ‘"other single
Same as th o are paying no local tax now. Their contribution would be

at of single householders in the same authority.

d lose in the various tax-unit
Non-householder tax units are
local services where they
at the widening of the

9 The »
_ “Ne proportions of non-householders who woul

off b
‘ Daking encaUSe they are making a contribution to
' one before. This is precisely the effect th

ase .
i1s intended to achieve.

11
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Jationship between incomes and domestic rates or the community ch
charge

A description so far of the types of house
Mo and lose from the replacement of rate

in terms of household composition and
ant dimension is income. What impact w
1stributi°n of local tax payments across

broad economic statyg. The other

ould the community charge have on
income groups?

Jga ) priori onme would expect the introduction of a fla
ﬂ‘f"‘:increase the overall regressivity of the local tax
fz;@we necessarily represents a higher proportion of inco
k@”{énﬁes' However, any changes have to be assessed against the impact of the
wieting local tax system .basec! on rates. The Allen Report of 1965 first drew
ention to the regressive impact of domestic rates. In the absence of
ﬁﬁxtes, the lowest income .households would now pay, on average, 107 of their
income in rates, compared with less than 2% for the highest income households.

t rate community charge
system. A flat rate
me for people with low

J.38 In fact a flat rate community charge would represent a smaller propor-
tjon of net income for the lowest income households than domestic rates.
'l'he chief reason for this 1is household composition: a disproportionate
ﬁﬁmber 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.

J0 The illustrations in this Annex assume that these new local taxpaY;;2
Would become eligible for rebates in the same way as existing ratepayezrgz- e
18w housing benefit system described in Cmnd 9691, with a minlimum1 i gyi’_
B0t towards local rates, has therefore been applied to .the new loca e
tem, During the transition, it has been assumed that ind.lvidual tax un gt
Walify for assistance with their combined local tax bill fromhrastie: benefit
Commun i  y charge. In practice, the detailed operation of the housing

System in this transitional period might need to be reviewed.

ificant
B T widening of the tax base will inevitably produce a sign

tes by
; : lacement of domestic ra
{nCtease in housing benefit caseload. Complete T€P :aseload in Creat Britain of

o community T b 5 innef.it: cost of only 4%. More
1 tax bill, but the scale of

PPEOXimate) 17%, but an increase in housing be

%?ple would be entitled to help with their P duced.

== 8UPport required by existing ratepayers would be re i
i ; ar 1 of the transi-
11:,21 Figure J9 shows the estimated increases sttl'}h::ey:stimates e based on
est a0d with full replacement of domestic rateé e less to the extent that
*tmat e g entitlements Actual increases woul

12
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er. The estimates are sensitive
was lonle for housing benefit in myltq
ntly elig;it results, it has been assup
the bene households are separately eligibp
tax unitns towards rates. If it were agg
tribut golds currently pays rates,
‘hdhogii from a lower base. The fina
poad,

de about who ig
~tax unit households. In model-
ed that unrelated tax units in
le for housing benefit in respect
umed that only the first
this would Suggest a larger inc

rease in
1 caseload would be almost unaf

fected.

J9: Estimated increases in housing benefit cost and caseload,
Figure .rior implementation of the Cmnd 9691 Proposals, resulting from
assumi:glgcal government finance system (Great Britain)

the ne

fit
the housing bene

s eOfwould produce lal:*ge
for the detailed design

a
In the first years of the new syste:;mugity charg
mula to the new initial levels of Ctions of this
irs of very small rebates. The impli:aconsideration-
d8sistance schemes will require furthe

stem
1 security sy
titeractions with proposed changes to the socia

es to the social
ions between the propose;ilsch;:gthis Green Pap:;
* In general, the interaction 9691 and the propos ifically at low inco
ity system set out in Cmnd 1s are directed sPecation system 1nvolvei;11
B itited. The Cmnd 9691 Proposdaifying the local t:: non-householders whic
‘Thilds. The prop%éals ﬁi;d:z from householders
el switch in local tax

The critical factors are
me groups-
€S gains and losses across alllj:fo
OUsehg ] 4 composition and rateabitiE

13
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Bere are also differences in timing. The local finance pProposals are
T‘; be implemented some years after the social scurity reforms, and the
t ains and losses from the change in the ystem will be damped
oftﬁe gradual transition towards the commun

by

local tax g
ity charge:

if the proposals were to be implemented simultan
g Even ractions. Young single adult non-householdersg
ted 1nf;e tax units who would pay local taxes for the
Hty o the social security proposals. In gome cases
ted by sets of proposals will be offsetting.

e two nd non-pensioners - tend to lose incom
gioners a osals but gain from the introduction of
ity prop es will the effects be reinforcing; for example, working lone
a feW_CiStend to gain and some pensioner couples - householders with low
parents Wlll e property — to lose, from both sets of proposals. But in general
j@'ﬁgﬁblel Vifu thpe changes implied by the local taxation proposals, even with a
'tgﬁi‘sszmn?unity charge, will be modest.

eously there would be
who comprise the vast
first time are 1little
» however, the effects
Single householders - both
€ support under the social
the community charge. Only

" Effects on work incentives

for the community charge

T ined above, if the system of rebates comm

i bex}i::lirllir to the’zt proposed in "Reform of Social Security"” (Cmnd 96912
R, fd be an appreciable increase in the number of people receiving be:
ﬁﬁrea:gusome reduction in the average benefit payment to those currently paying

..‘,’

rates.

t the
J.48 Changes which affect entitlement to means-tested t:(enef;}t‘:y :fofe:his o
éﬁ;centives of those in low paid employment to 5o rp wﬁs .Out of work. The
ehanglng the relative levels of disposable income in :io'. They also change
measure of this relativity is called the 'replf-xcement nllw Rtk Becanne
. the effective tax rates of those with low mc'omes i
: : es.

income-related benefits are withdrawn as income ris b

asing the number
Ju49 Brin ing more people into local tax and consequentgvir;cire Modflling gy
féﬁfitled tgo rebates would be expected to worsen inc:: worsening of incentives
‘ féffects has shown, however, that although there is s:’ho become liable for local
the effect on ave;age is very small, even for t:olsiettle affected because even a
o 4 ios ar 11 propor-
tax f me. Replacement ratio resent a sma
ﬁnximiuf xF:satfeir:ft tthle ecommungty charge will generan);uzegpadults who qualify for
ﬁ'tm of net income in work. Moreover, most :iréglebzcause their income would be
S ates 3 rates
employment benefit would not qualify for r}:—ouseholders currently paying )
above the income support threshold. Among
 the

bate
sequently in re

a ents, and con ew 10C81
Y€ will of offsetting reductions in tax I;r}:xally unaffected by the n
Sititlement s,

1ts
ed by most adults,
: ity Chargiiiic rebates would be

14
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Cy
The main conclusions reached in thig
L ed reforms to the local government finance

Annex on the effectg

of
System are ag follows. i

(1) As a consequence of the setting of a na
the ending( of resource equalisation
oundages which reflect high ¢
Eateable values (whisiiuim t% 1owpee;ndl.:1:tge %;ﬁeis%oror low domestic
of spending) would tend to lose. They will have l:rny given level
entitlements. Conversely authorities with low p°undg: safety net
domestic rateable values will tend to gain p ges or high
contributors to the safety net. » and so will be

tional non-domestic rate and
authorities with high rate

(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 ma jority of house,holds
and tax units. The losses would be largely 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
E).

(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 itfl
the social security system set out inm Cond 9691 and the reforms o
local government finance described in this Green Paper.

ntives arising from the widening of the

(6) A
) 4%y worsening of TR quent widening of eligibility for housing

local tax base and the conse
benefit would be minimal.

15
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