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7 porandum by the Secretary of State for the Environment
e

P - has 1 commitment to abol.

Government has a genera : 0 abolition of domestic
1 ghgs a longer term objective. There is also increasing concern
rate g industry and commerce about the level of non-domestic rates.

W amon - P :
nonlggg ‘as we have inflationary pressures leading to annual increases
fgrates at a high level, we must expect the pressure for reform to

renain. Indeed, recent sp(;eches by Labour spokesmen indicate that
ey - and perhaps the Social Democrats - might seek to occupy any
gownd that we abandoned.

JEDIUM TERM

2. Ve clearly cannot develop, legislate upon or implement an
ternative to domestic rates until the next Parliament. Our primary
imediate objectives between now and 1983/84 should therefore be to
secure the public expenditure targets for local government and to
Bdify the perceived unfairness of the rating system.

J. Ihave considered a number of alternative approaches such as
iransfer of part of local expenditure to central government, increasing
incone from fees and charges or a statutory control of income or
ependiture, but I consider all these propositions are open to
substantial objection.

% Te transfer of a block i iture to central
of local authority expenditure to

s::ement‘ (such as education, or teachers' salaries) would reguire a

0 :(11;? extension of central bureaucracy and control. This would agd

of epooiiStrative costs and there is no reason to think thatpontrg -

stillpenaltux‘e would be improved by such a transfer. There is probably

““thoﬁgme Scope for greater use of fees and charges for local

Wre 1y, SeTVices. But, as annex A reveals, this could ngtthagﬁced

fop 5ch001a marginal effect on rates unless charges were 1Ntrol

R : Moreover,
;7108 and the traditi f free provision were ended.
e h°stllit e tradition of free p not
5 and charges may
be 0 e Y to water charges shows that fiegelieve it desirable

o ... 8cceptable than rates. Nor do
autﬁ§:§§1°?ble to think in tgrms of a statutory control of loca;t
ebendy income or expenditure - that would end local g°‘,’erg§;ronta-
Hong (0n°¢ and raise the threat of multiple 'Clay Cross' ¢
Utes of E(80)24th and 32nd refer).
rect pressures

5

BT

N locay Sider that ye k to increase indi

ST v oo onty seok 5 Bt NI
t This inevitably means transferring a %}x;e block grant

nditure
€ Ways described in E(81)52 on local fovertmrtl :
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. i ill however put severe

in 1981/82. This wi s Pressure on iscount for one-or-two adult households: this woul
in the meantime and particularly on hapg the a di bills to be lower i ; ould

-zﬂgti‘é’m;ercial ratepayers. We shall therefope ng:gsied 1,28t L (ii)_d for rate n the majority of

i % million out of i V
Sedium tern ameliorative measures to improve. o ie 163 m the 20 million; rate bills

me of tg;‘)gfaw‘:‘-l hous " hen be relatively higher in some 3% mil]

AT ion, e
features of the system, and a longer-term strategy on 1q Clu«re“"»f \ would usehold is supplemented with.adult children,'orglzgzgis
dium term measures are & tayy, Lol h\(ild therefore disciminate against familites that had ’
6. A number of medium Be Sor foris PosEible, 3. b It WoU ) an elderly relative, and be more costly to administer
themasERLLON FIE AUROR e s s oL SUTEhen stugy o althoughtsst g, taken e adult schemes.
free from difficulty - are as follows: 8h nop, N then on
5 i i) there would be problems of losers and gainers
I. For the Non-domestic Ratepayer Underboth(cgsgrwé;g met by additional Exchequer prang, — &
: the ¢
(a) Limiting the level of non-domestic rates g wles®

jpplementary rate demands. Expenditure above a certain
(e) Snpprhaps 25% above each authority's grant related expenditure)
jevel (pe could not be financed by the main

i cne beginning of the year. Instead authorities would be
raw‘atdbto levy additional supplementary rates through the year
requlfeh additional tranche of expenditure, up to say 10% of the
for iigl rate poundage per time. This would maximise the public

irigct of high rates, and could lead to public pressure for
np

economies to be made.

spending above a specified threshold leve], 21; agthoritiei
non-domestic ratepayers in areas where local authorjtje ) °
pushed up expenditure and rate levels regardless of “ll:‘s ha
on industry and commerce. It would put more of the poo.cifec
excessive rate levels on the domestic ratepayer, Tt of
higher domestic rates in any area that Pushed Speﬂdinoo\gm‘
threshold, but it should substantially increase the agc EY?.
to the electorate in the councils concerned. iy

(b) Revaluation of the non-domestic sector. The evig 3 i increased further if such supplementar
available suggests that a revaluation now would tendltsnzs:d (f) This pgzzgugib?égittgea;léxcﬂoval by local referendum g?‘ making 7
greatly rate bills for :Larger5 often elderly, labour inte i:tgsc‘;gﬁt{on that the council seek immediate re-election. We

factories (eg in car industry) in Midlands and the Nort] ; i ; t it last year (E(80) 32nd
for older stgelworks; to redgce slightly rate bills1 fgrht'ye?;le: did hoyever reject this When WESESEE T 5

steelvorks, local shops and older offices in centres like Meeting) .
Liverpool and Newcastle; to increase slightly rate bills for i {-rate demands - separated from rent - for council
new offices in more prosperous centres and for small factoriss (g) A systew ol ra

i i il tenants are
ts could be introduced to ensure.that counci :
;\egiﬂ; zware of the amount of rates which 1.:hey are required totpay.
This would add substantially to the administrative cost of rate

on modern industrial estates; and to increase greatly rate bill
for shops in primary locations, and for modern o0il refineries.
It is difficult to draw any firm conclusion for small manufectry

: it hole country).
businesses as a class because of the variety of premises and collection (perhaps £10 million ffor the who ¥
locations in which they operate. It will take some time o 11T G 1 '
up the machinery for a revaluation, get the Order approved by wnered

A : pe intt s tive
ggiéaﬁnggggd |0 B work,  The zew, 1ist dight oo (h) Establishment of an Accounts Commission to take executiv:

i ati
responsibility for the audit of local authorities. I am circulating

II. For the Domestic Ratepa er i peper on G islation
Zor the Domestic Ratepayer 1 ; uire legislation.
2ief[ A thege ) (revaluation) would reg
g 3 flat rate Té Proposals except (b) (re i detail over
£°)eacgs:§:gg§g‘g dc‘f‘ﬁi:tiguigtger:gizfpﬁggfé‘srz1ve than the ¥e shoulq need to ask officials to work them up in more

o = . isions on them.
present form of relijef "¢t 2-3 months vefore taicing Ch

A o Tne Lonpe . s 4
(d) A scheme for to single (or 0, r Term: Alternative Local Taxes
adult) households_givmg discounts on rates + the crit!

t
This might go some way to mee ipt 0 . An jng £ficials have at our reques
of such pe. all receiPs . | g er-departmental group of ofii accounted for
servicesx.) °¥},§ tgatn?lley o retes fﬁg g?scount would 17%n°§tudymg alternatives to domestic rates, w};ic?eport ( a summary
Possible main variants of pesch | ot "hicho?al government income in 1980/81. 'é%;ertax’ local sales tax
= (1) discount for one-adult households; this g;\é‘x; of 1 18 at Annex B) identified local in ble alternative, but

& 3 tica
some atep e ilgo Poll tax as being the only prac ch of these.
about%“iﬂi?ﬂfﬁﬁ 92 §2°“§n§goggéio? :1‘11.110“, :inglﬂwe, drew attentioy to a number of problems about ea a8
perent families, anq 1 mi{lion single adults 11Vigp i 1) Lp introduced before the

t it would discriminate against, among n - agel” 19805, @nd Local Sales could not be :
two-adult households with dependent childre ed by? o dminister. It would

the conventiona, be avoi a
1 family. This could deplivle*lg would be difficult and expensive 18 8UTCiq"of one of
[}

5 - th, so3€¢ Chancellor of a larger par ant and "lumpy
“Why l}nlaJOr taxes. LIT would tend toagg :aﬁg"i't more difficult to

g " s ettt SRR,
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(iii) These objections apply also to a 1

i prepare a report for collea :

would impose a heavy administrative burdencal Saleg Tay ctment shg;g?ng an) Hooasnary o consideﬁé‘iieni?fg"i“““wn
\ ogner traders, and probably run into difficultsggl?keepe;s 1t of Degiher Deparpropose to announce early in June ag part olf‘l ¥he 2
N e M | fentntof sction to deal with locel govermment cverspenting 1n

0 £h me: vernmen ing a project

(iv) Poll tax could be represented as a tax on imvu,g;e thet tgjlgg and local authorities og tﬁecalfgfniﬁslligg the

take a substantial time to set up if the Hope g ‘égtes. 198% on houset and is urgently examining interim ameliorative =

that the electoral register cannot be useq and Loca) ¥y adv?c‘i: ipp8%. . o rating;

ve to set up their own poll tax register,
g?oblems of registration and enforcement, t,n(:gﬂidare DPSE%
sufficient to replace the whole of domestic rateg Wirtlo g
highly regressive. hodl be::

Pst;: \I.;hich could be applied within the existing system,
Sur

coicuSIoN
g inv

urgent interdepartmental examination of the interim
1izjrlatiVe proposals outlined in paragraph 6
ame.

jte colleagues to agree to:

4 o 3.
e of the alternatives is ideal, but on the evi

26 fggnLIT is probably the most practicable. T “'Ou‘llédf;ﬁt .
however to invite colleagues to form a firm view op these Wigh
without a detailed assessment of who would be the losers aaéte
under a new tax regime, both in terms of individua) househgl gain
as between authorities. As the next step, I have askeq orf1d§' a
assess the feasibility of an authoritative study aimed at o 1
the incidence of rates and these three alternative taxes on gp .
section of households and authorities and identifying gainers ;0
losers. If it proves feasible, the study might be publicly ay

" next month; and might be completed by summer 1982 (Annex ¢ ref

the launching of a study of the impact of alternative
1(;§>)<es on households and authorities (paragraph 8);

) a statement about (a) and (b) in the week beginning 1 June
gc the context of the announcerpent about measures to deal with
igcal government overspending in 1981/82 (paragraph 12).

9. Either LIT or a local sales tax would be much more practicable
with a system of unitary authorities based on the non-metropoli
counties and the metropolitan districts. Unitary authorities ley
a single local tax would also be much more comprehensible to |
electorate than the present confused allocation of services be
tiers with the complications of precepting. The accountability o
local government would thus be greatly strengthened. The acco
and efficiency of local government might be further strengthenedl
introducing the system of direct election of a mayor or chief
executive as in the USA or Germany.

Department of the Environment MH
| 2larsham Street
10. I recognise that another major reorganisation of local ggv&?’—‘ i

in England is politically impracticable in the foreseeable_fu‘ll"
But the logic of events might compel us to consider it serlouzsya: Bkey 1981
in the longer term and perhaps earlier in some particular casn ¢
make our final decisions on local taxation alongside a vieV gigﬂi
long-term future structure of local government. However, & Metrop
and I believe, popular reform would be the abolition of T'heizalls 0
Countles, and the GLC. I suggest that we should ask offic er-7%
consider the implications of this in parallel with the 1ong
study of alternative taxes.

Legislation 3
L

s t a POy
BodieR Beparate discussions with colleagues (in QL) &boUC 2.t

SugBeS s
gg:-:smr(:;ag:gemem) Bill next Session, I have already o provisity

a need to inclug ernment £inan®e, e &y
it the items mentioneq in pargg%ggﬁlsgggove prove pf‘aﬁic It Wgﬁtﬁ
ihportany Solleagues they could be inciuaed in the BL ey ©
in effect nat they be legislated next session s0_th 85.

¢t for the financial year beginning 1 April 19 2 #
12, Tt wig 1 propolee

1 be necess tern” P oo
agra; ary to work the "medium pr
S ho(a).. () before we tak:pfinal decisions. I
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ANKEY 4
¥ LOCAL AUTHORITY ZXOENDITURZ AID INCOKME

pETAILS ©

vice Breakdown of et Current &

land and Yales 1980-81 R Stmegts

Net Current Expenditume(l) % of total net
(November '79 prices) current expenditure
£m
47.3
11.0
1398 10.2
1134 5 823
L50 3.3
363 2.7
wwol meals, nilk etc 356 2e
Jireries and Arts 246 PR
arks and open spaces 257 =l
209 1.5
202 1.5
= W77 1.3
4 ation of 3
\Js:ice(ﬂ 167 - : 2i2
reation ete 155 ded
“uing Act Advances
0.6
Ko REA Housing § i
“tierles & Crematoria A o8
er Services 493 3:5
Bt} nat
e ¢ CUTTENt expend- 13,660 99.9

v rges
Totes: (1) excludss revenue contributions to cgpi‘?‘i;eéﬁ?a‘éguﬁt
and rate fund contributions to housar]fngOm
(relevant sxpenditure was given as 2

= + awards

(2 T " mendatory studen
) excludes expenditure on e Office servicss

(3) excludes non-relevant expenditure on iom

CONFIDENTIAL
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CONI ITIAL 4 NEX
¢ AUTHOR INCOI S Anney , TERNATIVES TO DOMESTIC RATT o
II SOURCES OF LOCAL : i NCOIm ENGL.’»\ND AND VAL A O AL = - =
1iq A Ao YALE,
1070/80 and 1980/81') (OUTTURN PRICES) < by
1979/ 1979/ . covering Great Britain, by an interdepartmental 8TOUp of officials
1979/80 o
ywWwisi £
Visional) SUMMARY CONCUSTONS

For rate fund services:- 676 million (2)

wh . g
ich: geport {dentifies a number of possible sources of local revenue
,, e a
Rates I sses thell suitability as alternatives to replace domestic rates.
sod 3558
Domestic 19%
Non-domestic 20% L
—_— 71
gt
39%
our main task was to suggest what new local tax or taxes might be candi-
Grants i B reiace the £2,700 million raised by domestic rates. Such a source
dates © t ¢
RSG needs and resources - sources of revenue must be capable of producing not only a sufficient
0!
elements L6y o sfeld overall but also be an independent source of income for each of the
SG: 4 +ic hl b
RSG: domestic element Lg% ¢! main authorities in Great Britain. In addition new sources of iacome
£ T 21
Rate rebate grant 1% swuld be needed for about 10,000 parish and community councils i{a England
Specific and Supplementar'y and Wales, and for the water authorities which charge on the basis of rateable
Grants 10% ralues.
61% 2
3, On a broader front the replacement of domestic rates would raise wider
I Gt 3 = 5
HW {ssues about local government finance and about the Government's general
=——-ar=es taxation strategy, and would have major economic effects, particularly
(Uzgsgu;??n on Housing Revenue o fousing, on the RPI, and on distribution of income. We have pointed
< 53 3 5 £ 8
£1,589 million n/e “ these {ssues where appropriate, but have not explored them in decail.

fe have concentrated on the basic task of identifying alternative sources

of revenue and appraising them - primarily for their practicability - as

Notes: (1) Actual income figures for 1980/81 are not yet &

: . N
(2) Tk_us shows income which finances net revenue eXpel 9Utces of local revenue.

i.e. relevant expenditure for RSG plus non-relevert
expenditure, net o+ ai ded by fees &
chavges) ’ I expenditure fun Y %
(3) This is j i and 2 xe
S 1ncome into the rate fund from fees ¢ sy ’
plus income from charges received by trading servt "€ Ctoup has looked at the following possibilities for new local caxes:
(4)  assumi i i thi
1ng the £200m grant is withheld. local sales cax

loca) income tax
POll oy

loca)
’ dutfes o petrol, tobacco or alcohol
hargeg for

) licences for sale of alcohol or petrol

0¢,
4 21 vehicle excise duty
ca] Payrol) e

Oca)
developmen: land tax

209
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In addicion we looked at the possibility of assigning the vie
cax to local government according to some distx‘ibu:ional fo

1d of 5
Toula,

utl%‘l

5. These possibilities have been appraised againse the foum,m
8 lise

of criteria;

(1) Practicability
(11) Cost of administration

(141) Perceptibility and accountabilicy

(iv) Financial comntrol

(v) Equity

(vi) Compatibility with Government's fiscal strategy

(vii) Suicabilty as a tax for all tiers of local government.,

These criteria are analysed and explained in Section 2 of the Report

6. In the course of the Group's work the criterion of financial control
has come to seem particularly important. Certain characteriscics of any
tax affect the degree of financial comtrol it permits. In order to budget
sensibly and tightly, local authorities need i{f possible a sales tax or
income tax whose yield is predictable each year. Second, {f the tax base
is buoyant with {nflacion then authorities would be spared che discipline
of re-setting their tax rate (like rate poundages) each year. Of greatest
importance {s the lumpiness with which a cax yield varies in response to
the smallest possible variation in the rate of tax: Lf a tax is “lumpy”
then authorities may find it difficult to budget to cope with marginal
changes in expenditure.

SECTIONS 3 & 4

7.

W
@ have concluded that many of the possibilities should be elininated

. i
8rounds of the severe practical problems they would raise, oF che excess
administracqive COst, or both.

38 a tax on businesses thar w
Annex A

7

A local payroll tax should be eliminaced
b ould have no relation to the electorate’
Kl
B SRREa T roduca sETa b s h i et ion, 3 of the Reporz:)

(see

- ; CONFIDENTIAL

loc
 1eaves three 2l sales tax, local income
i

e is also a different a
0 1h 511 CaX: There 18 PPToach, an assigned national
d - sarisfied that each of the 3 leading options (reviewed

) would be a feasible source of local revenue

options for local taxes:

: jets ' 4 emphasise that none is without substantial problems; their
which reproduces Table 5 in Section

Assigned revenues (examined in Section 8) are clearly

{ B
rised in Annex B,
res 8T8 summa.

fest?

Report*

¢ the
4 of e alternative approach, but such a system would be very little

cticab
3 pre ¢rom strailght forward exchequer grant which would very significantly

rent
atte al govemmenc's independence.

ceduce 10

5 LOCAL SALES TAX

T e T

Tk local retail sales tax would be workable, either operated by Customs

and Excise as 3 locally variable surcharge on VAT, or operated directly
by local authorities. The latter alternative would be more expensive to
sainister but either would be cheaper than domestic rating in this respect,
though there would be heavy burdens on traders. There would probably be

serious EEC difficulties in establishing a local sales tax.

10. Heavy burdens for traders, and administrative complexities, could
arise from attempting to levy separate rates of sales tax at the level
of the 458 lower tier authorities. This leads to the conclusion that it
vuld only be practicable to levy a local sales tax at county level, and
that some other source of income would be needed at district level (although
Possidly ways could be found of letting districts share in a county-wide
sales tax levy as a minor supplement to their income).
:;“:::J-es tax would be very broadly based and reasonably equitable.
3% rates for the county tier might be 3-4%. A major problem for
::::::t“:" financial control is that the yield would be difficul:.tomble“
'*taus;u:::an: from one year to another, and there would bezu:: X :ou]_d
hange 4 1 e lumpiness of yield: a change in tax rates in 1% s .:,_aunon
G, 3l authority's tax revenue by a third; similarly its
quer
i thirg,

¥ loca) it

8rant would (if that were a grant to equalise resources) change
These three aspects of the tax would make financial coatrol

blem
horities more difficult (ways of mitigating the lumpiness prodie
back

s would

ay
: COHSid =y T draw!
W sa] Y Section 11, but this aspect remains a 2ajo

es ¢

3X)+ Local authorities' freedom to set their tax rate

: 2
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{f

@ 1f they diverged maryeq

mewhat constrained sir

also be so Y fro
-border shopping would be enc LY

neighbours cross—border SROPPIAS ouraged and yyqy, atgy

off. ¢y

12. Because Customs and Excise are
it would not be |

e=programming angd n‘!q“ippiq
:ticable to introducs T 8 they,

computer system,
cal gy leg

cax uncil 1985 at the earliest.

SECTION 6 LOCAL INCOME TAX
13. We have discussed & ways in which local income rax aighe be
estap~

lished. We have concluded that 3 possible models would be Practicap],
3 a0le:

Model I: integratioan with national PAYE
Model II: year—end assessment by Ialand Revenue {if nacional {neq
ne

tax were changed onto that basis (but this is coacingent upon such
a change), or

dodel ITI: a partly locally administerad system ia which Inland Revenu

would decermine an individual's taxabla income but local authorities
would make year—end assessments and collect the tax.

The fourth model (a completely separate local income tax) would be likely
to be about 4 times as expensive as domestic rating and can be rejected.

The first model would be cheaper than the others. Nome could be iatroduced
until che late 1980'

$ = again because of computerisacion.

4.
4. 1f the burden on the PAYE employers is to be kept to a manageable

L
evel, a local income tax model I should be operaced by only a limiced

aum|
ber of authorities: only a county council or Scottish regional counctl

for most areas, although possibly down to Mecropolitan districts and the
London boroughs. Shire districts and Scocttish districts would cherefore
::q:n: :;:aiaz: source of local revenue. However, local income caxd::'::::“
(because th they could be {ntroduced - could be levied by all -
the priaciple of year-end assessment would relieve. cthe PAYE ¢

of some or
3Ll of the calculations for the local tax).

Loy

CONFIDE

‘ directl

e {acome £aX would be d y related to {ncome ang would {n
10
Gl
1 be

ge
= e Levied
a

more equitable than domestic rating. Average rates of local

for one tier ouly = could be around 3p. There would
1

r financial countr stemming from the unpredic:abllicy

t
8 £
430" coblens 0
o2

501 e che tax. For model I alone the yield would also be lumpy:
anc ¢ ;
buoy in the rate of tax for an authority with a 3p tax would change
chang® £
i cha! poth from the tax and from exchequer grant by a sixth - but
one

(ts anuld sot be as severe as for a local sales tax, and ways of aitigating

s %O
; ght for that

reason be more successful than for a sales tax. Financial
this ad roblens would be less for models II and III.
conteol P

Ualess aational income tax were reduced at the same time to compen-
U

che {ntroduction of a local income tax would increase the total burden
¢

sate, =
: {gcome taxation which would conf
of

ct with one of the Government's important

#scal objectives.

|7. We have looked at the practicability and cost of these models. We
consider that if LIT is to be further studied then model I should be examined
tut model IV should certainly be discarded. It is a question whecher it
wuld be worth exploring model III further: Inland Revenue have serious
doubt whether an acceptable scheme could be established. Model II could
only be explored further if or when it were decided to pursue universal

jear-end assessment for national income tax.

SKTION 7 POLL TAX

. There 1s no experience of operating a poll tax in this coumcry ac
Ptesent. On the basis of a preliminary appraisal we have concluded that
Neha tax might be feasible, but there would clearly be problems in con=
e e maintaining a register. Furthermore, thers would be enforcement
,xcblems and there could be significant tax evasion. A flat rate poll tax
;:\yll:n:e,: broadly based tax, but it would take no account of ability to

uld pe highly regressive so that a rebate scheme might be found

Teces,
53Ty 1f the yield were to be large. A poll tax would have the advantage

'
o8 ayep,
Orities of having a predictable yield, and would be capable of

ey, 5
8 adjusteq g, small steps.

1,
: at some £20-25 3

t g
8ht be feasible to use a flat-rate poll tax,
to some other source

to tafi
. S £700-1000 million a year, as a complement
Cnye, If {¢ r:

Yeag

ﬂr!

(3
ere required to replace the greacec part of dosesss
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rating with & poll tax a rebate schama would be nacessery
: the rebate Scheme), :

with ,
2 3y,
This gy
» but the problanmg SF e ulg T3uy,
Orgy,

paymeac of £80 a head (allowing £
come the regressivity of the

over
be expected to be even greater, and wa have serioyg “ﬂn“i %
ong |,

a high yield would be viable. s 'h'th.,

SECTION 8 ASSIGNED REVENUES

20. A different approach would be to operate a systep "hueby
S0

all of the yield of a national tax or taxes was distributeq or e op
3934 gneq

to local authorities. Such a system would be feasible, by L“diﬁdul,
authorities would not be able to detarmine their own {acones, ang -,,m:w
aot be respousible for setting a tax rate. This {s unlikely ¢o b an ot
table solution on its own therefore. On the other hand it may have some ep~
presentational advantages over exchequer grant {f it were to be {atzoducey
as an adjunct to a poll tax raising some but not all of the £2,700 at1ygy,,

SECTION 9 NON-DOMESTIC RATES

21. If domestic rates are abolished there would be strong pressures fron
industry and commerce to bring non-domestic race poundages under some new
constraint to replace the present linkage with domestic rates. We have
considerad two types of coastraint: determinacion of the rates by ceatral
government (with far-reaching consequences) or linking the poundage or
vield of aon-domestic rates for each authority with cthe tax rate it sets
for a new - electorally accountable - tax thac replaces domestic rates;
the best linkage would be with a poll tax. |

SECTION 10 EXCHEQUER SUPPORT GRANT

22,
The present SUPpOrt grant has the objective of equalising resources

betwee

ia rj_n R oEitiess e have concluded that new sources of reveaue could
Principle be Supplemented by 3 similar support grant, but che equali”

(ie

sation ob
Jecelve would be twpossible to achieve with a “lumpy” G¥ S
b

Oue that had a 7ield that var

{nimum POSS
Variations ied in major sceps with the mini

nts of tadtvidil

in tax
ERte)s Moreover, the grant encitleme d
messe

authorities

2 ::uld 8T lumpily, because an equalisation graat &S 2
€S€ are very serious problems for sales tax, ""’“M:.

¢ be at all 5

Les$

irse
dodel of loca] income tax, and aeed no
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OF TAXES

| cOMPLIATION

o L
M’

£ all these considerations, we suggest that possible schemes
rates fall into four main groups:

s viev ©
05} omestic

; replacio® d
fo

le Schemes for Replacing Domestic Rates

possible 2S5
hemes
WL\E_— Timing of
= Implementation
3 )) ( poll tax for distri )
for counties cts not
qles za:ish regions Plus ( boroughs and parishes ) until
and S¢OF ) nid
2R ) 1980's
1. tax and poll tax for ) ( poll tax for parishes )
sa-:: cier and poll tax and) Plus i )
::iigwd revenue from sales) ( )
ux for districts ¢ )
3; Schemes with LIT within the present system
UT within the present ) ( poll tax for shire )
systen (model 1) for shire ) ( districts, Scottish )
counties, Scottish regions ) Plus ( districts and (if ) not
ad (1f preferred) ) ( preferred) metropolitan) until
setropolitan districts ) ( counties and the GLC; ) end
and London boroughs ) ( also for parishes ) of
) 1980's
OR )
g )
UT (model I) and poll tax ) ( poll tax for )
_:nr upper tier and poll ) Plus ( parishes )
4x and assigned revenue y ( )
froa LIT for discricts ) ( )
Schemes with LIT administered partly locally
8 LIT pare] ) a0t
3 Yy run by local ) ( but parishes would have
Wthor{p . ( ) until
%th qa S (model III) for) ( no independent source G
teg 1 t1ers of authori-) alome ( of income and may have ) ':f
) ( to be dependent on Toaa
) ( district authority )
) ( grant as in Scotland )
) ( at present )
e
Matyy
::; 793r~::§' 1f the national PAYE system were at ;::e “:f;l:h‘::“d
Dly asses 1d pos:
7 loca) sment system (model II) it wou 4 s eraly

!
d“"lsteud‘:‘:"me tax rates down to district leve
Ystem.

D: Poll tax schemes




D: Poll ctax schemes
L0 = ————

Tap g Y

( ion of L2
it e extens. eXche 0ty
potl :;:r;::e: J Plus  ( grant or (which qu‘::: g b %
of aut ) ( greacly diffeten:) ) g
) ( assigned revenyag ) 801y

CONCLUSION

24, We have not at this stage attempted to rank these Schemeg in

Order
of preference. We think that further work would be feeded before c

£ Ry firy
decisions are made to pursue any of them.

25. 1If it were desired to explore any of the schemes further we thing
that further work under the following main heads would be necessary,

(1) Implications for the whole of local government finance, {neluding
gon-domestic rates and exchequer grant, and the extent of central

control or influence over local authority expenditure.

(ii) Wider implications for the economy, including general economic
and fiscal effects and also the effacts on housing of the abolition
of domestic rates.

(141) Such further work as can be dome at cthis stage om any tax option
which Ministers consider worth study: the long time scale for most
options would limir this work.

26. Timing All che leading options would require a period of several
years: first for further analysis and consultation, then for legislaciol
and possibly by 3 tramsicional period. Moreover in che case of a local
sales ctax or tncome tax operated by the central Revenue Deparctments,
ik it would not be Practicable, without pre judicing work on the A

ce
Foundiot omputerisation, to make the changeover uncil cthe aid of e
1980s.

27. In view Of the further e

Ministers are iaviced:-

c
9ork needed, and the constraints of

rsutt

1) To agree cny 5
f\\rthlt; i

PU
oc be
he taxes discussed in Section 3 should ®
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1sh domestic rates Lo be replaced before the late 1980s,

hey ¥
1f € nat the only possibility would be a poll tax - an untried
ree ©

o 88 pight also have the disadvantage of requiring a substantial
which

ta%s hequer grant (or assigned revenues);

cwise to agree that change will have to wait at least until
othe

1980s (because of the need to computerise PAYE and

144)
aid of late

the e the VAT system and replace existing computers) and that

rogramme =

287 a local income tax alome, or a local income tax or

ions are

e opt I

the  ales tax combined with poll tax;
1oca.

decide whether they want futher work to be done om these three
iv) To i

taxes in the meantime;
uld be & limic to the planning work that can usefully be done at
wo L&

for those taxes with a long time scale there

this stage.

) To decide whether they waat to publish a consultation document
v) T

based on this Report.

June 1980

——
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TABLE 4 TIE REJEGTED OPTIONS ANNE X SR
PUBLIC ek PROBLEMS
i) SECTOR Tasts | CHIEF gﬁffﬁ‘:;‘u FINANCTAL FR THE NUMBERS OF Pt
s | O T0 PRACTICAL AECOUNTA CONTROL GOVERRMENT'S | INDIVIDUALS g,
PRIVATE PROBLEMS e g PROBLEMS FISCAL BEARING TAX g
BILITY 4 AUTHORITIES
SECTOR STRATEGY
DUTIES ON significantl, -ajor enforced customers
PETROL less than 47 ment problems , Unpredict- : eg-
TOBACCO Gt 00 1008 222 heany = wesk able yield 8o 18 million
ALCOHOL The trades EEC smokers
7 dubstantially ’ N
VEHICLE 2 | ) s1lightly W rren less
EXCISE £1,000m £25m enforcement weak unpredict- . major motbriste suitable for
DUTY slight able yield ] . lower tier
N | - 2l
LICEHCES £10m high cost in both main
FOR SALE Twinor | relation to |-very weak none none ocustomers Vhard
OF ALCOHOL £150m b yield
-substantiall.
: disincen-~ 8lightl, i
re th ghtly
ZATROLL 2i7oom i [1522% 157 tive to Very weak unpredict- ‘major 204000 both main
TAX employers tiers
 Heavy employment able yield
x - Less than ‘high cost in highly less suit-
B e | Seson £10m =7 | relation to' |very weak unpredict- none ., able for
yield able yield lower tiers

NB The estimated pub
For comparison it m

lic sector costs are very tentative estim

cost £100m to collect. They are borne by 19 million householders.

(see the text).
ay be useful to note that domestic rates yield £2,700m and



CONFIDENTIAL

TABLE 5 OPTIONS DISCUSSED IN DETAIL

ANNEX

B

PUBLIC
o PROBLEMS
= PERCEPTT- ] ; . :
b g:;‘? Cems | C1EF Y ime T FINANCIAL -- - | FOR THE NUMBER OF e L
et T0 | PRACTICAL AGCanGaS CONTROL GOVERNMENT'S  [INDIVIDUALS R aEES
Ll PRIVATE | PROBLEMS el PROBLEMS FISCAL BEARING TAX | OF,
N STRATEGY AUTHORTTIES
. e s I e
SALES £2,700m Ui mderate tax sharing ° [54 million AR
TAX Keav — lumpiness of Droblesa Scottish
Y EEC yield regions
LOCAL # 8lightl, :
INCOME TAX Hon” un;‘::dizt- g gpuntlies
MODEL &> 7008 not before fairly sble yield :;‘ ”"‘1 8X8- | round E9gionn
1:WITHIN * . end of 1980s | weak — Saya 008 bR 111 0n e
PRESENT ~heavy lumpiness of offsetting
Ein = reductions
less than a5 aboy,
LIT I k
MODEL II: slightly would have to )
UNIVERSAL £2,700m :;;OZe!ora !aiﬂ;ly unprediot- be pres:eded agoufxd / b_cth main
YEAR-END we . able yield by radxcal_ million tiers
ASSESSMENT Roderate restructuring
of. the nationa
system
o Not before
MODEL 11I1: £150m ool 11960s slightly A
highl : round both mai
ADHMINISTERED | §. sy ~ oun: =
Sy ;7008 difficult perceptible [ Unpredict SsRIOLEITA D g sss von tiers
7Y e able yield
WALLY_ interface
enforcement fomih P Yats
! Lo s : : 2
POLL TAX ?l’f"" witn| ‘hom S ectora e e rone none o mtazion | clora i
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TiE INCIDENCE oF ALTERNATIVE ocar

‘Tects of altermative sources of local
lyse their distrisutive effects both

viduals) and as vesween authorities,
lysis of this kind,complex modelling

of the study #ill be to compare the
taxes on different types of

oritiss,

three local taxes (local inceme tax, local
t night be corsidered as alternatives to

e their inciderce with each other and

oses of the study non-domestic ratss

ise the same amounis as at

tes on dusinesses, it could oe

o dage levied by each

undags levied for the n=w tax or

2y statute ey central government.

assumed to continue at the seme

11l be used to eonalise ZFor

omastic rateabls value + the local

cond stage e possidbility of redu

the income Trom local taxes might

The study ‘-":;1“ con
es tax, local pol=
a

taxes in a i
Exchequer
total lev
differences of

base for the naw

> + = ily
b Suitable samples of households might de éram,,m;.l,,e’“:_.«ﬁ?;%é
Heenditure Survey or the General Household Sarvey. 205 su;vey
Muld c oapare the tax burden of all the nouseholds oLeEhe results
farent possible taxes, It would classiiy tae

1If=
for households ferent income groups.

(s
4515

2eal Authority Analvsis

i oty se
{ . he analysis would endeavour to 2stablisn uhofieles :J-. g:;e:?x g:
{n eacn local suthority for each of the slternative loc Pt
Toulq Contrast thése with the pnesent rateadle yeluein o ;1 t could
a}e‘e?’ % 88 to obtain a measirefo: changes ip tae lmgin:r:ble levels
op Seherated ipn each area from the local tax bafe 8 alising grant
tiat p; 303 hence of the offsetting shifts in the eqd

Bight apjse,

on, ;
isa+ion o

: ud 3 - subject
oy Ty . in Whigenall oT
to tnee Study might be carpied out either within Whit

<hin Whitenall and partly

by Sensit : s
. ‘ ther case n€ study S

ivity of material - partly
tea. 2Wthops «
teepeg s 3

‘ative outside body. In €it
% an 3

nterdepartmental groud
~ 3 be agreed
terms oz reference for the stFW.i;f;"L’%,E gf‘ June.
-Mentally and approved by Ministers :g@i;anis engaged
j2)e o &
€ 3ppointed and if acpropriate cob 1982.
-X' an: t he work 5 2 bysumer 3
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