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INTRODUCTION

The extensively debated community charge (poll
tax) reform of the
financing of local government throughout Britain.
The Govermment's o make
authorities more accountable to their Jlocal
communities by making (almost) everyone pay {all
part of ) the poll tax, It is hoped that this
will encourage high turnouts at local elections of
wish Lo
expenditure policies.
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voters  who constrain  "profiigate”
According to this scenario,
acoountabitity will be strengthened

very many more of those eligible to vote will
the poll tax whereas only houssholders
domestic rates. Hence people will no
able o wvote for higher
provision whilst avoiding the full
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At the time it proposed the poll tax in 1986, the
Government had also wished to strengthen the
accountabiHty of Jocal authorities to  indigenous
tocal businesses. This was  seen as  necessary
pecause over half of total rate income fn  Britain
from non domastic rates paid by industrial
and commercial concerns etc. That proportion is
higher 1n Scotland {over 60 percert) and within
irdividual authorities {up to three guarters).
Since non domestic rate payars have no vote {and
Targely
"profligate” local authorities can increase their

COmas

consultation is seen as ineffective),

spending by unfairly burdening bhusinesses with

ever higher rates and yet avoid any adverse
electoral consequences, Unece again, the problem
is  how to stremgthen accountability. in effect
the Goverrment has abandorned the attempt, having

dec ided
powers out of Jocal

simply to take business rate setiing
government responsibitity,

Businass will sti11 be required to pay rates.
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This Briefing Paper provides & review of the
theory and evidence relating to  the
rates
assessment of the Government's
it Tooks at tha

businesses and Jocal

impact  of
on  economic activity and  a  critical
poltcy
implications
authorities., Whilsy

the precise impacts will depend on 3 wide wvariety

response,
in particular for

Tocat

of measures to cushion the effects of  the
changeaver from locally determined to nationally
set  business rates, it can be shown  that  they
could be severe in particular  ocalities  and
business sectors,

ARE RATES GOGD OR BAD FOR BUSINESSES?

The answer to ithis guestion depends on twey

supplementary questions, First, who actually pays
the tax? Second, how are the tax reverues used?
The answers are necessarity complex, depending on
a wide variety of changing facteors ingluding the
degree of competition in the market in which the
firm operates and the precise mix of public

expenditures adopted by local authorities,

{a} Supply side thuory

In the formal or legal sense, rates are paid by
businesses themselves but in the economic  sense
the final incidence of the tax can be much more
widely spread. If some  degree  of
market power it may be able to raise the selling
prices of its products and so pass some or ail of
the tax on to its customers. s called
shifting and is more likely the greater

a firm has

this
forward
the degree of monopoly power whore customers are
ahle to  seek  alternative

Altternatively *the firm may reduce the oprices

less suppliers.

it



pays for its inputs of land (i.e. Tabour
{1.e. salaries and wages) and capital {di.e.
interest and dividends)., This s ¢alled backward
shifting and is nmore likely the greater the degree
of monopsony power, where a firm is the sole or
main  buyer of a particular input, for example a
particular labour skill., In both cases (wonopoly
and  monopscny), market power will be greater the
more locatised the markets for outputs and inputs.
Ltocalisation s greater, the less tradeable the
commodity produced by the firm {e.¢. a service}
and the less mobile are its factors of production
both between occupations and between geographical
areas,

rent},

it has sometimes been claimed that businesses
often have enocugh market power to be able to pass
(forwards or backwards} most, if not all, of
the rate hurden s6 that a problem does not exist.
fven if this were the case, someone still bears
the economic burden of the tax and there could
stitl be effects.
Furthermore the Government's concern is not with
the

3]

undesirable economic
aggregate national effects of business rates
hut rather with their localtised impacts.

{onsider, authority which
increases business rate bills, AY] businesses
that authority face an increased tax bi'll s¢  any
firm (say a warehouse} knows that it can pass the
tax forwards {through higher prices) or backwards

in disolation, a Jocal

in

{say by negotiating a lower rent reflecting Jower
profitability] to the same extent as other
warehouses in the same administrative area. There

may be short-lived problems caused by fixed term
for the supnly of goods or rent
but, if we assume all firms seek to maximise post
these warehouses will pass on the
increased tax bill in the medium to lTonger term,

contracts levals

tax profits,

Kewwe atl Tocal authorities, the
competition between warehouses different

authorities and the extent of forward-shifting

consider
in
into price. If a local authority levies a higher
rate bill than other authorities the warshouses in
that area will only be able to pass on as mu¢h of
the tax prices as is ingurred by
warehouses 1in other areas. The result that
warenousing in the higher rated area becomes less
profitable. Some of
profitability may go out of business altogether
with resulting job losses., Others may decide to
move inte lower-rated areas taking jobs with them,
Most will stay put since it will cost more to
relocate than the extra tax patd, However, these

in  higher

is

firms at the margin
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firms will have less profits either to plough back
into the business or for distribution as dividends
to shareholders. Reduced dividends will make it
harder for fivms to raise further external finance
for investment and there will alse be laess
retained profits for reinvestment. Since purchase
of new plant and machinery usually entails
increased employment, both in the firm  itself
{labour operatives} and in the other firms
producing the equipment, then reduced investment
means tess jobs,

Mareover,
more likely to decide not to set up business
the higher rated area so that gradually, over
time, the Jocal authority sees a deciine
business investment and a loss of jobs.

he
in

new firms seeking a location will

in

Congider now the ability of firms to pass the tax
backwards into lower input prices. Over time,
contracts fall due for renewal, fivms may be able
to renegotiate lower wages, rents etc. Rents
tend to be reduced most in higher rated
Full tax capitalisation would imply that
af land and property in high rated areas
ot be discriminated against. land owners
bear the economic burden of the tax.

as

wou 1d
areas.
users
wonid
wioi 1d

However, if rates carmot be fully passed backwards
{into lower rents etc) or forwards {Into higher
prices) then assuming nothing changes but business

rates, relatively high rates lead to decline of
the Jocal economy and, for that reason, the
Government  belleves that business rates are
unsyitable as a locally variable tax.

The reader will note that we have concentrated so
far on profits, investment and output, 1.e. one

that focuses on the supply of goods and services.
Such a sugply side’ approach underifes all of the
Government 's major economic policies ranging from
parsonal taxation toe
privatisation of hospital ¢leaning and cCatering
services {contracting out). The
objective is to free comstraints on the workings
of competitive markets so that output and economic
growth can be maximised. Whilst only one of many
constraints on supply. tocally variable business
rates are seen by the Government as inhvibiting the
of Tocal

reform of 1 nCome

underlying

economies, particularly in
depressed inner ¢ity areas, The inner city
authorities are caricatured high-spending,
high-taxing bastions of the New Left grass-roots
hostile to capitalism and actively

a new aconomic  order, Capitalist

growth
tocal
as

socialism,
pursuing



business s therefore being driven cut of inner
cities by high business rates and unsympathetic
planning regulations {c.f. Enterprise Zones where,
amongst other things, business rates and planning
"red-tape” have been abolished for an experimental
period).

(b} Demand side theory

So far we have said nothing about how tax receipts
affact the demand for national and local outputs
from both the public and private sectors (the
"demand side' approach). Furthermore the analysis

has been largely partial im that 4t has focussed
on  business activity per se; 1t has nmot  been

concerned  with the kpock-on implications for the
distribution of income, interest rates, exchange
rates etc, which come within the remit of a
general equilibrium analysis and which ideally
required if the overall economic dmpact
business rates s to be assessed,

is
of

If Tocal authorities sTmply Tevied a bugsiness rate
amt did nothing with the proceeds then the
foregoing partial amalysts would gereraily be
viatid, But, in fact local authorities use the tax
revenves to finance public spending. Some of that
spending will be on services of direct or indirect
berefit to
economy 1% dependent on an adequate infrastructure
{e.q. roads) and on an educated workforce of which
the sector would
provision, furthermore, local

locat firms. For exampie the Tocal

private make inadequate
authorities make
direct purchases of supplies and services from
Tocal

area.

firms as well as from those outside the
Hence there 1is sone equity Tecal
business taxation amd some direct feedback.

in

However, the bulk of local

benefits local people not local firms and,

spending directly
whilst

real dncome levels wmay be increased by the
provision of Jocal services, the extra local
spending {or local multiplier effects) are
probably quite small. Moreover it is  the

differamces in local business rates which give the
Government  greater cause for concern. The exira
spending created by a high-tax, high-gpending
authority will be spread much wider than the
administrative area. This is particularly the
case for the extra spending by individuals
employed by the Tocal authority in its  provision
of services, They will tend to buy goods produced
outside their own area {or even outside Britainm)
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56 that local firms see little if any benafit.
Hence otber local economies benefit at the expense
of the relatively highly taxed areas.

Ona could argue that this doesn't matter. From a
Keynesian perspective the extra spending benefits
the economy a% a whole. Higher business rates are
partly financed from savings {retained profits)
and, tocal authorities spend all their
income, total spending {aggregate demand) rises,
teading to  greater prosperity.
Furthermore, area-specific subsidies could be used
to offset any localised disadvantage {particularly
by the payment of rate support gramts, urban  and
regional subsidies to firms, etc).

Since

economic

The present Goverrment denies the Kexnesian thesis
that extra public spending creates {or crowds in}
extra jobs. Rather, 4t adopts the Monetarist
thesis that public spending wholly or Tlargely
displaces {or crowds out) private spending and
private sector jobs. This occurs directly (real
rasource crowding out) when the public sector buys
up urssed tand, Tabour, capital andg
entrepreneurship during a recession but does not
release it during the subsequent It
also occurs indirectly {(financial crowding out)
whan the public sector outhids the private sector
for these scarce factors of production  through
inflation ("printing too much money™)  and/for
Higher interest rates (supposedly a necessary
consequence of too high a public sector borrowing
requirement).  Both inflation and high interest
rates dre seen as inimical to private dinvestment,
Inflation inhibits by causing
uncertainty about future profitability and higher

recovery.

investment

interest rates increase the cost of borrowing and
also reduce the present valuve of future returns
from investment (1.2 it s assumed to be highly
interest elastic).

The reader should, however, beware of seeing
synonymous Monetarist and supply side theory on
the one hand and Keynesian and demand side theory
on  the other. Xeynesian theory does accommodate
partial crowding out effects but these are assumed
to be Timited in a recession and dominated by
crowding in, Similariy monetarist theory is also
a theory of nominal demand but, since aggregate
supply largely inflexible in the
shorter term, an increase in nominal  demard
assumed te Jead to higher prices rather than
Righer output.

a5

i seen as
is

S0, according to the Monetarist rationale, higher



public spending s at the expense of the private
sactor, This iz exacerbated by the further
assumption that 1t 1s the private sector that
generates economic growth, the public
inefficiency due o

and  the scope

in productivity being less than
antipathy
public spending necessarily requires the
and increased accountability of
government  spanding,

sector
aof
for

tending  towards Tack

competitive  pressures
improvements in
the

towards

private sector. This general

cioser control

Jocal The new system of

Tocal  government finance will  give  central
government dirvect control of about BO percent of
tocal authorities' dncome and eliminate local

variations in business rate poundages.

{e) The evidence:

it is not possible to decide & priori which theory
the Monetarist supply-side
perspective high and locally variable tax and
public  expenditure packages are particularly
damaging to  the Tocal and national
From the Keynesian damand-side pergpective they
are particulariy beneficial during deflationary
by  high of
unemployment} and any very Tocalised problems can
be overcome by spatially differentiated government

is  correct, From

econonias,

pariods {characterised levels

subsidies,

So what evidence is there to assess the impact of
business rates?
the main congern is with the local variability of
the business rate.

The foregoing has made clear that

Herce aggregative studies are
of Tittle use in this respect but they do  suggest
that B0 percent or more of the tax 18 borre by
reduced profits.  This result appears
the short term given

agreerents {for rents, wages and salaries etc) and

intuitively
correct  in Fixed price
alse in the longer term given the competitiveness
Hence it is difficult to pass
Furthermore  there

agreement that firmg receive

of many markets.
the tax forwards or backwards.
is alse general
tittle in the way of directly offsetting benefits
in torms of Tocal authority services.

A11 this s to some extent irrelevant because the
business rates
and no local tax but between business rates and an
alternative tax that raised the same
That comparison would require assumpiions about
the rate and structure of the alternative tax.
if by

proper comparison is not between

revenue.

Evern business rates were replaced

10

corporation tax there would have to be scew
changes  to the latter in order to raise the same
combined revenue, The results of the comparison
wou'ld vary according to the assumptions made,

However, given that the main concern is with the
local wvariability of rates it would appear to be
possible to see if relatively high rate bills were

associated with relatively Jow profits  and
investment and relatively high ounemployment
levels. The problem here is that many other

factors besides
prosperity

affect buginess
in particular locations. For example
an  urban area may have a concentration of
industries experiencing declining
employment  at both a national and a local
Urban areas as a whole have seen a sharp decline
the real levels and shares of grant paid %o
them by central government and they have therefore
tried to make up for the Toss of revenue by
increasing thelr rate demands. Hence relatively
high of  unemoloyment becomne
statistically associated with relatiwely high
business rate bills without there necessarily
being a direct causation from one to the otbher,

business rates

which are
level.

in

tavels may

Moreover, it is gifferences in business rate bills
which create an incentive for mobile economic
activity to seek the least cost location,
once ali  other
tevels  {industrial
regional policy etc) have been taken into account,
the employment pattern should be

correlated against rate bills per sguare metre of

Hence,
factors influencing employment
structure, wrbanization,
residual
floor space.

Differences  dn rate bills wiil have to be
significant and sustained over a period of years
to offset costs incurred in moving., Yhe optimal
time to move will be when any major reinvestment
in premises and/or plant is required. Existing
firms may endure relatively high rates for years
before operations become unprofitable and  they
close down or move elsewhera,

firms will take into account all
{of which rates are only a very small proportion)
in choosing their location so that the impact of
differencas  in rates will be meted and take time
to become apparent. Hence studies using short
time periods for their analysis will tend to
underestimate the impact on Time lags
cannot  be determired a priori and aggregative

Newly amerging
husiness costs

Jobs.

statistical analyses have to eéxperiment with
varying time TJags until the best 'fit'  {or
statistical correlation) OECUTS between



differences in rate bills and differences

enp loyment/unempl oymert,

in

& piece of research which attempted to take
aceount  of  structural
urban  structure

factors {(industrial and
particular} concluded that
after "one of the most extemsive studies of Tocal
employment change to have been undertaken
Britain, .....We are able to detect Tittle +f any
influence of rates on the locatien of  jobs"
{Crawford et al 1885 p. 82). However this study
was criticised (by Damania 1986) for ignoring time
1ags,

in

in

issues  and
the fact that, in driving busimesses out of an
area, relatively high rate levels may themselves
influence urban  structure, Allowing for urban
gtructure would therefore underestimate the impact
of rates on busiress location, Other studies had
been even more neglectful of methodolegical issues
teading Bernett and Fearnehough (1987 0. 25) to say
that:

for 1ts neglect of theoretical

"One can only express despair at the lack

of rigour in most of these previous
analyses and conclude that as yet there
s Tittle hard evidence to confirm or

deny the adverse effects of non domestic

rates on buginess., In this  rather
unzsatisfactory situation thers are two
main  ways forward: first, a  more
technically competent econometric
analtysis of short-term and  Jlong-term
incidence of non-domestic rates using
aggregative data; or secomd, a micro-

level survey of individual businesses.”

Bennett and Fearnehough {1987) undertake a very
restricted micro-level survey of firms engaged in
hand tools marufacture. Because of their c¢lose
1n terms of size, production methods,
capital intensity and product range the authors
claim a tightly controlled sampling fFramework

One third of these firms are located in Sheffield,
the remaining two thirds being widely distributed
throughout Britain, "the
paper does provide considerable objective, as well

similarity

The conclusion is that
as subjective, svidence of major distortions to
competitiveness and to rates of return to  capital
in one high rated localtty” {op cit p.35).

However, the authors do point out the smallness of
the Tow
response rate to their survey {29 replies) and the
their

industry {approximately 105 firms) the

caution recessary in generalising from

rosulis,

A

Their analysis focuses on rate poundages and rate
Bilis 4n  total, relative 1o profits, to other
production  expenses and per smployee. The total

rata bill depends wpon ratesble value as well as
rate poundage and it is known that rateable values
vary widely between that

rate

different areas so

iocking at poundages is insufficient, Total

bills will also vary according to the size of
premises and  the equipment they contain and  dn
this respect it fs therefore misleading to use

nurber of employess as an dindicator of flem size.
Empioyees aren’t rateable capital. Furthermore, a
high proportion of rate bil11 to profits c¢an
indicate a high rate bill and/or Tow profits.
Profits will tend te be fow if productivity per
employee 15 low and that depends upon the degree
of capital dintensity and the age of plant and
machinery (generally, new equipment incorporates
technological improvements and tends therefore to
be wmore efficient). This in turn may be related
to rate burdens but rates will not necessarily be
the only influence on capital dintemsity. A& high
proportion  of rates to other production  expenses

may simply reflect backward shifting of rates

{e.g. high rates causing low remts) and a high
proportion  relative to employees may  simply
refiect a high degree of capitalisation per
employee  and/or  the maintenance of largely
regundant premises and plant which could be
demslished or disposed of without significantly

affacting produstion,

Bennett and Fearmchough's conclusions are stricily
anly valid for this ane industrial sector and not
recessarily  applicable to other business sectors
where market conditions (particulsrly the degree
of competitiveness) vary, Nor does their evidence
spectfically prove that business rates were the
primary influence on these firms' Tocattonal
decisions,
of theory and some limited evidence about the

fmpact of rates differentiais on local employment,

However, given the considerable amount

tt would be heroic to ¢laim that differerces  din
rate bilis had no adverse impact at  all, The
proper  guastion s whether that impact s so
substantial {and affects sc¢  many Tocat

asthorities) that it requires a radical reform of
rather than a
teeporary ad  hoc measures aimed at protesting

Tocal  business  taxation few

business in particular jocalities,

Restructuring business rates - the UBR

I business rates had Deen a central (rather than

a local} government tax the perceived problem



woitd have been resolwed long ago. A major reform
of corporation tax in the mid 1880s caused much
less controversy than the forthcoming reform of

husiness rates, despite the fact that the former
raises much more iax revenus than the latter, The
main cause of controversy is not just the Jocal

variabiltity of business rates but also because
they are the major source of own-tax revenue 10
tocal governmant,

Yo abolish them oubright would mean either a
in the Tocal poll tax {which
would hawe to more than double on average) andfor
a large central goverrment grants
{increasing by about half on  average). Passing
the whole of the financing burden onto the poll
tax would be seen as grossly ineguitable because
it % unreiated to income, except within the
nEArToW It would also be seen as
Tocal
government services (the poor being unable to bear
the extra financial burden of dncreasing Tocal
Passing the whole of the fimancial
burden onto central government grants would have
the central

magsive increase

inCrease in

rebate  range.
applying too strong a financial brake on

expenditures ).
mplications for levels of other
government Laxes.

The Govermment wishes to avoid both outcomes,
Since relates to the Jecal
variability of business rates {and the supposed
impact on  the growth and prosperity of local
firms)} the solution has been to impose a Uniform
Business Rate {(UBR)} throughout Englamd and Wales
1890 and, ultimately, in Scotland. Rateable
will be determined as at present (with a
ravaluation in 1930} and the central government
will set the UBR on an anrual basis sufficient to
increases in yield to the rate of
in this way the total real burden on
will be kept constant with  the
of that burden being redetermined
periodically at each revaluvation {supposediy every

its main  concern

in
waiues

constrain
inflation,
bus inesses
distribution

five years).

This solution to local buginess problems creates
new ©Cnes which may be equally as severe, Whilst
Tocal government as a whole 15 not being denied
rate revenue from businesses, the UBR system will
considerable redistribution of  that
revenue. Local  authorities will  sti11 be
responsible for collecting business rates but they
pool,
tocal

CALSE -]

will then pay the revenue into a national
Funds will then be redistributed to
authorities as a given amount per head of adult
population sufficient to exbaust the national

12

pool. This will tend to disadvantage those
authorities with relatively high proportions of
young peocple {aged 17 or in  their
populations which w11l receive less per head of
total population than other authorities with
relatively older populations. In principle it
possible  to offset this effect through the
distribution of grants.
However, as part of the radical restructuring of
the whole system of Tocal goveroment finamce, the
method for assessing the expenditure rneeds of
local authorities {and thereby making payments of

tess)

ig

central  government

gramts) s to be simplified and, by dimplication,
made less  sensitive to differing neads,
Furthermore, a population-based distribution of

UBR revenues will bear little relationship to the
distribution of local authorities’
Jocal business,

services to

in setting a standard rate poundage the UBR will
cause business rate bills to rise in previously
Jow rated areas and to fall in previously high
The latter effect may be of benefit
to the businesses located in inper ¢ity areas but
the former effect will be disadvantageous to firms
located This redistributional
affect will also be accompanied by 3 revaluation
of ratesble values which will generally benefit
the North of England relative to the South. Given
that the last Engligh revaluation wasg 1973,
propertias  in the depressed industrial areas of
the North are Overvalued whilst those in the
prosperous South are undervalued. This is because
rateable values sti1] reflect rental Tevels in
1973 despite their relative rise in the South and

rated areas.

in  rural areas.

in

falt in the North, The combined effect of
introducing  the UBR simultanecusly with a
revaluation 1n 1950 will be to cause a massive

redistribution of rate burdens generally favouring
in MNorthern finmer cCity areas and
disadvantaging those in Southern prosperous outer
urban areas. In the short term the spesd of
read justment of rate bills will be dampened by a
serios of safety nets and other mechanismg  such
that the intermediate cutcomes cannot be precisely

businegses

determired in advance. Over the Tlonger pertiod,
howaver, the final distributive impact will be
substantial.

One s prompted to guestion whether such an

administratively cumbersome procedure a5 the UBR
is really justifiable. Since business rates will
effectively become an assigned From
central 1o local goversment, there s HHttle real
distinction betwean the UBR financed grant and the

reverue
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other grants paid by central government  and
financed from other taxes. In practice central
goverrment will have the powsr to vary the real
tevel of the UBR in accordance with its priorities
regarding that tax and the revenue it produces for
tocal government.
compticated arrangements ¢iving small businesses
ratief against the UBR, the tax will be wumralated
o profits and so still a burden on the marginal
firm on the edge of financial viability, It will
be & porpetual source of oriticism and have Hittle
real Justification for its survival other than
that business rates have been in existence for a

Excapt for  even mere

very Jlong time. Merging rates with corporation
tax would take account of ability o pay and
achieve considerable economies in  administration,
I an asgigned roverue was deemed necessary then a
fixed proportion of corporation tax revenues could
be turned over to local avthorities,

The problem with this arrangement s  that the
apsoiute value of that proportion would vary
reflecting business prosperity linked to the state
of the economy, Local avthorities would nead to
hold Jarge balances 1n order +to overcome Such
Fluctuations in their finances possibly Jasting
several years or more, However, the cost of
guaranteeing an {almost) precise sum from the UBR
5 to make payment of the tax unrelated to
business profits and so perpetuate one of the
major disadvantages of business rates. Making UBR
paymants  allowable against corporation tax will
not help those firms simultanecusly faging ‘low
profits and fixed UBR payments,

The outcome will be largely the same for central
government Tinances irrespective of whether the
assigned revenue is derdved from the UBR or from
covrparation fax, The  latter wol td =]
administratively easter, cheaper to operate and
inherently mwore justifiabple than the former

Other than being tidy book keeping, there appears
tittle if any ratiorale for separately identifying
business rates within total business taxation,
The cost of such tidyness is  the administrative
machingry reguired %o coliect the UBR and the
regressive tax burden placed on business.

The Scottish dimension

There has been an intense debate in Scotland about
the new systems of business rates and the impact

on Scottish businesses, The feared scenario s as
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follows: from April 1989 Scottish rate poundages
are indexed to the rate of inflation, A year
tater the UBR s introduced dinto England  and
Watles, reducing rate bills in northern Erngland and
increasing them in the South for the reasons noted
Hence the English UBR will reduce rate
bills din the wvery area of England most  in
competition with Scotland for the attraction of
businesses, Meanwhile Scotland gets no  such
relief until harmonisation of the wvaluation
process and introduction of a SBritish UBR 4n 1995
at  the very earliest, The currently higher rate
Seotiand (for premises
comparable with those in Emgland} will not only

gariier,

Bilis  in business

remain - they will be greatly exacerbated.

It has been estimated that the anmual rates bild
for businesses in Northern England will fait by
about £700 milidion, although i1 will be phased in
in addition the Scottish
Council for Bevelopment and Industry has estimated

over five years or more,

that Scottish busingsses would see a reduction of
€300 mitldien a year in rates liabilities ¥
valuation practices were harmonised with those in
fngtand and Wales and if a revaluation took place
throughout Britain,

At present the commercial sector is worst hit.
Scettish offices, shops hotels and pubiic houses
pay more than double the rates of egquivalent
premises in fIngland. Scottish manufacturing s
tess  adversely affected since it benefits from
industrial derating {currentily 40 percent) which
roughly brings rates burdens into line with those
on industrial premises in fngland., There may be
some  tax  gapitaligation {e.q. tower  renis)
offsetiing burden,
Noratheless  there will be an ingreased  incentive
for mobile private sector jobs in offices etq.,
not to locate in Scotland and this at a time  when

part of the higher rate

the service sector is seen as the main source of
Efforts  to
encourage firms to locate in Scotland couid easily

rew  Jjobs and economic  growth.

e frustrated if business rates are a significant
influence on firms' locational decisions,

Within Scotland itzelf, the eventual introduction
of a UBR would tend to benefit businesses 1in

currently  highly rated areas particulariy
Strathelyde, Lattvian, Shettand, Dundee  and
Stirling. Businesses in relatively low rated

areas such as Borders, Dumfries and Galloway,
Grampian ang Orkney would tend to pay more din
The actual outcome

primarily on the relaticonship between the average

buginess  rates, depends



business rate poundage in Scotland and the UBR
England  and at the time of full
harmonisation, if the Scottish average rate is
substantially g¢greater than the UBR socuth of the
border then most Scottish businesses will gain,
those in Strathciyde eto.. gaining much more than
those in Borders ete. If the Scottish average
rate and the UBR are close together fewer areas

in

Wales

will gain. The precise cutcome for individeal
Scottish businesses will also depend on  the
chanpges  in wvaluation practices and whether

Scotland's move close to England’s or vice versa.

Freezing real rate poundages until  harmonisation
1995 will effectively prolomg any adverse
impact of high rate bills on
decisions,

in
tocational
have been

Firms*
Moraover those bills will
artificially inflated by any grant peralties
by local  authorities  because  of

axpenditures.  Businesses such
authorities will therefore have to bear an extra
rate burden until 1995,
since, having no vote, business ratepayers are not

incurred
Yexcess tve" in

This is manifestly unfatr

responsible for such excess spending.

Conclusions

One could perhaps accept the Governments®' case
that business rates are inappropriate as a locally
variable tax becsuse of the supposed impact on
Jobs ete, However, it is much more difficult to
see  how a national UBR overcomes the problem of
lack of acoountability between local authorities
and businesses within their administrative areas.
A hest, the UBR means that local authorities will
not be able to ‘burden shift’
domestic rate/poil tax payers and non-voting rate
paying Tirms. At worst the UBR completely severs

petween vobing

the link between local business and  Jocal
government., Local authorities will simply be
collecting agents, passing UBR revenues  onto

central government. Nor will the UBR solve the
problems caused by the lack of a relationship
between profitabitity and liability for rates,
from financially hard-pressed firms,

facing fixed UBR payments, will continue,

Complaints

Thee rational solution would be to scrap business
rates and continue to tax firms
{corporation  tax, added  tax etc).
Atternative  proposals have inchuded a  local
profits tax on firms but this would cause the same
problems for Firms' Jocstional decisions as a

in  othar ways
value
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Tocally wvariable business rate. The only way of
re-gstablishing a truly accountable relationship
between authorities and indigenous
businesses is to charge them directly for services
rendered specifically to businesses. In this way
they will see what they are getting for what they
are paying., National business taxes can continue
to be used to finance local services which benefit
businesses dndirectly (roads, education etc).
This appreoach would be consistent with a supply-
side philosophy and where local authority trade
refuse and other business related services are
increasingly baing contracted after
competitive tendering.

tocat

out

The one sutstanding problem created by abelition
of business rates would be the clear acceptance
that the poll tax is the only source of own tax

income  for local government. At present the
Governmant claims that the UBR 45 a Tocal tax
because 1t is based on local property values. In

fact 4t is an assigned revenue,  Abolishing the

UBR would highlight the need for another truly

independent  local tax based on property or
porsonal  incomes.  This dis the real reason that
the Government has failed to follow the Jogical
consequences  of 1ts own arguments which reguire

business rates, to be abolished,

I {as 45 most likely) the UBR is  retained, it
canniot  be taken for granted that the problems of
tocal business taxation are finslly resolved,
There will be a continuing need for research to
1s happening. It will be
necessary to monitor the impact on rate bills of
the warious ad hoc transitional  arrangements
implemented separately for England and Wales and
Scottand. Changes in valuation practices during
the harmonisation shoutd b
monitored since they could affect particular types
of business property in unforseen

see precisely what

axercise also
arnd perverse
WiYS,

The interaction of the poll tax and UBR should
also be investigated. For example a quarter of
businesses are run from the home amd the
fine detail of valuation could penalise them by
requiring payment of both the poll tax and the UBR
{on that part of the home assigned to business
Such  an outcome would be perverse and
contrary to current policy which allows an offset

small

usSes}.

of business rates against domestic rates where
part of the home is used for business purposes.
This will not occur under the new system since the
poll  tax/community charge {which 15 to replace



3

domestic rates) is not a property tax and so no
relief will be given against it for the UBR. Such
‘double taxation' of these emergent small
would hardly seem desirable and s¢ research is
required 1o assess the extent of the problem and
the effectiveness of any measures introduced to
deal with 1t

firms

As  a local tax, the UBR is a sham, Worse stil}
the Government has failed to deliver its promise
t¢ relieve the rate burden on business, The UBR
15 unnecessarily complicated and expensive window
dressing. Tittle more than  the
increased  subjugation  of local  to  central
goveroment  and a sharp spatial redistribution of
the burden of business taxation, However, this
could benafit Scotland quite substantially in the
long run,

It achieves
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