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REPORT DETAILS

1. WHAT IS THE BALANCE OF FUNDING REVIEW?

· Background

Up until 1990, local government gained over 50% of its revenue from locally raised taxes (domestic and non-domestic rates). National taxes accounted for less than 50%. The nationalisation of the business rate in 1990 shifted this ‘balance of funding’ so that the amount raised locally fell to the present average of about 25% (mostly council tax), while national taxes (Government grant and business rates) accounts for about 75%.

The 2000 Local Government Green Paper stressed the need for local freedom and responsibility. Its priority was to redress the ‘balance of control’ by reducing ring fenced grants and abolishing capping. But some respondents to the Green Paper believed that the priority should be to change the balance of funding by reducing Government grant and increasing locally raised taxes. They believed that over-reliance on central funding damaged local autonomy and encouraged voter apathy. There was also concern about “gearing” whereby a 1% increase in local authority budgets leads on average to a 4% increase in Council Tax.

The Government therefore committed itself in the 2001 White Paper Strong Local Leadership – Quality Public Services to establish a high level working group to look at all aspects of the balance of funding, reviewing the evidence and looking at reform options. The White Paper indicated that the Government did not think that there were any quick or simple ways of securing a major shift in the balance of funding. However, it recognised the need to be clear about what the longer term reform options were, and the need to consider whether there were more modest reform options that could be pursued more quickly.

· Aim of the Review

The overall aim of the Balance of Funding Review is to look at all aspects of the balance of funding in England, review the evidence and look at reform options. This can be broken down into two objectives:

Establishing the nature and priority of the issue. The Review will explore and test the criticisms levelled at the present balance of funding, establish the key issues, and determine the extent of their impact on different authorities.

Identifying and analysing options for change. Once it has examined the issues, the Review will consider short and long term aims for changing the current balance of funding, and the implications of each.

· Structure of the Review

The steering group is chaired by the Minister for Local and Regional Government. It consists of 22 people, including senior representatives of the LGA, local authorities, the accountancy profession, academia, the business community, the union movement, ODPM and HM Treasury.

The steering group plans to meet at least six times at intervals of 2-3 months. Papers from meetings are publicly available on the ODPM and LGA websites. A final report will be produced at the end of the process, which will discuss the options for change and the advantages and disadvantages of each. It will not make recommendations.

· Questions asked by the Balance of Funding Review

The Steering Group would be very interested in views on any or all of the issues below. However, this list is not exhaustive, and the Group welcomes realistic suggestions and views on other related issues.

Please note that the Group will not be examining specific options until late in 2003. It will accept comments in support of specific options, but requires that you make the case for them, if possible with reference to the principles laid out in the Principles and Objectives Paper (please see ODPM website for a copy).

The Group has raised 13 specific questions for considerations and these are set out below.

2. COMMENTS ON QUESTIONS RAISED

Q1. Do you think that a change in the balance of funding would improve local government’s accountability, efficiency, flexibility or other factors?

These are all factors which are relevant and should be taken into account in determining the balance of funding, with perhaps the more important being accountability, fairness and buoyancy. However, underpinning these prime factors the system should ideally also be understandable, flexible, encourage efficiency and value for money and support partnership working, where appropriate and practical. The latter might be considered to be secondary to those stated as more important. For example, an understandable system would be no use if it did not promote accountability and fairness or raised sufficient revenue, whereas the reverse situation could apply without making the system unworkable.
Q2. Are there serious problems with the current local government taxation system, and if so, what are they? How can we best address them?

The Steering Group has identified that the main problems with the current system are that it :-

· is difficult to understand

· blurs accountability

· creates instability

· reduces local freedom, flexibility and responsibility

· discourages efficient, diverse local service delivery

· contributes to low electorate participation

It also suggests that gearing is at the heart of these problems, but notes that it can also have positive effects such as driving down cost and hence restraining council tax increases. However, it should be borne in mind that the generalisation of the gearing ratio contains a wide range of gearing ratios from some London boroughs who raise less than 11% of revenue from council tax to the highest in Huntingdonshire who raise 70.8%. What is probably critical is the level of gearing at the point when a local authority needs to increase council tax to fund spending.

The block grant system of the 1980s aimed to ensure that the same increase in rateable value delivered the same amount of additional spending per head in all local authorities. There may be lessons to be learned from that system.

Q3. What do you consider the most important principles and objectives and why? What are the implications of your chosen priorities?

See comment under Q1 above.

A paper from Professor Gerry Stoker to the Steering Group identifies 5 key principles : accountability, equity in resource distribution, fairness of the taxes raised, buoyancy and range of taxes, and a system supporting a joined up approach.

Professor Stoker recognises that these principles cannot all be consistently applied together and that there needs to be trade-offs. For example, accountability and equity may involve trade-offs, whilst also might transparency and flexibility. Certain choices are therefore inevitable.

Q4. Does the present local government finance system distort accountability? If so, how? Is accountability the most important (or even the only) key principle for a workable system?

Accountability is currently distorted by the gearing ratio. If the electorate sees that 75% of local government funding is coming from central government they will tend to hold central government more accountable for the quality of services. Local issues become secondary and bundled up with other central issues. 

A key principle of the Layfield review in 1976 was that "whoever is responsible for spending money should also be responsible for raising it so that the amount of expenditure is subject to democratic control". Layfield also considered the argument that the larger the proportion of expenditure met from grant the greater the accountability, due to the impact of marginal expenditure decisions on local taxes being magnified, but concluded that this argument is unsound because Parliament can rely on the accountability of local authorities only if the grant is not a preponderant nor a growing part of their revenue.

Accountability has also been distorted in recent years by specific decisions or demands, eg

· funding new services through a preponderence of specific grant, but where this has sometimes been insufficient to meet service pressures, or 

· where decisions lead to increasing cost pressures on local authorities, eg liability insurance, taxation on pension fund investment income, or 

· where services are demand led, eg children in care.

Many local authorities with a low tax base and high gearing effect (like Salford) cannot easily raise taxes to fund spending without causing hardship and a public outcry.

Accountability is an important principle. It has been long recognised as such and stood the test of time. The times where the balance of funding has become appreciably distorted, eg following the implementation of poll tax in 1990 and more recently as the Government has placed a greater burden on local taxpayers through changes to the RSG formula illustrate that.

However, accountability should not be seen as the only, key principle, eg fairness and buoyancy are also important principles, or necessarily the most important.

Q5. Are the balance of funding and local election turnout linked (directly or indirectly)? If so, how? Can the link be proved, and how? Does it have different effects in different areas or over time?

It can be argued that there is no direct link between the balance of funding and local election turnout. Where there have been changes to the balance of funding evidence suggests that there is no direct link to changes in electoral voting patterns. Local turnout and voting patterns may reflect a combination of a number of different influences, eg apathy that it will make no difference, national electoral and voting influences. Also, in the 1980s when there was a higher proportion of local funding, local autonomy declined, although more sophisticated analysis linked to national electoral cycles has detected an increasing turnout trend.

Notwithstanding this, the Parliamentary Committee considering the Layfield Report in 1977 concluded that there was sufficient circumstantial evidence to support the case that local accountability was best advanced through a higher proportion of local funding and rejected the argument that there is no link.

There have been attempts in recent years by a handful of authorities through local referenda to engage the local electorate more on local funding choices and this has improved turnout.  This can therefore be quoted as some evidence of a link. Whether this method is sustainable over a longer period of time is, however, open to debate. Equally, postal voting has helped to improve local turnout, although this is more due to accessibility than arguments over the balance of funding.

Q6. What else distorts the accountability of local authorities to their electorates? How and why? What can be done about it?

No comments.
Q7. How important is equalisation? Would a change in the balance of funding provide an opportunity for less equalisation or more?

Equalisation is the technical way by which a fair share-out of central government support is provided to local authorities to overcome the disparity across the country caused by differences in resource levels, ie low vs high taxbase, and so avoid huge disparities between levels of service and council tax. Equalisation has always been essential to the local government finance system to smooth out these differences.

A change in the balance of funding is still likely to require some equalisation. A paper to the Steering Group has illustrated how it might be possible to shift the balance of funding while maintaining current levels of equalisation.

For example, equalisation could be achieved by a system of 100% locally raised revenue, where transfers are made between authorities from the richer to the poorer or alternatively by "vertical" transfers from central government. Equalisation by central government grant would reduce the gearing ratio and spread of ratios between authorities (average 1.7, range 1 to 3.2) whilst transfers between authorities would produce an even lower gearing ratio and a lower spread of ratios (average 1, range 0.7 to 2). These two methods of equalisation could be used together if, for example, central government wished to retain some element of support in order to fix the balance of funding at a set ratio, such as 50 : 50.

An alternative approach suggested to reduce the gearing problem for low tax base authorities (like Salford) is a "dynamic" equalisation whereby authorities would receive the same additional revenue for the same tax rise, supported by a system of equalisation payments through a central pool or from tax rich to tax poor authorities. 

Q8. How easily would equalisation work if there were no central grant and local government were funded entirely from local sources?

Equalisation totally through local sources would have a greater overall perception of fairness as all local taxpayers would be expected to pay the same, although its effect on other key principles would need to be considered, eg

· Accountability - would be less satisfied, eg how would the level of tax relate to the service provided ? what would be the impact at the point of change when a tax rich authority needed to increase its tax substantially ? why should local taxpayers in a tax rich authority subsidise others ?

· Efficiency - could this be a disincentive to efficient and value for money services ?

Q9. Is the restriction of local government’s ability to raise taxes at will via ‘gearing’ a useful discipline or an undemocratic burden? Does it promote efficiency? Is gearing itself the problem, or its uneven distribution?

There is an argument that gearing helps to drive down costs by creating a disincentive against council tax rises and so encouraging local authorities to promote efficiency. However, there is a limit to how far efficiencies can be promoted. There comes a point where this can no longer be sustained and cuts in service, as opposed to efficiencies in service delivery, are often the result. Highly geared, low tax base authorities face the hardest choices in this respect.

Q10. How deeply should we be looking at other developed countries and why? What should we be looking for? Which countries should we look at and why? Do you know of any useful case studies?

Information presented to the Steering Group indicates that the UK has one of the highest proportions of central government support amongst developed countries. However, comparisons with other countries are never straightforward, as there are constitutional, social and economic differences, and need to set in the context of the overall tax raising impact upon the individual taxpayer.

The Steering Group is considering 4 options for research either individually or collectively into international experience :

1. Broad-based reviews - to assess the relative issues, merits, drawbacks of either/both centralised and decentralised systems across a broad range of countries

2. Focused reviews - of issues raised from the broad-based reviews or of a particular issue or initiative

3. Applying overseas experience in local tax raising

4. International seminar on overseas practice.

Q11. Should the Review commission research on different issues? Are the research proposals on the table realistic and suitable?

The Steering Group is considering the commissioning of other research into :

1. The connection between the balance of funding level, voter turnout and local authority spending decisions

2. A survey of public attitudes to the financing of local government and its impact on perceptions of service quality, accountability and participation.

Despite the mention of potentially different equalisation models, no further research seems to be proposed into this aspect. This could be an area where further research must be useful.

Q12. Do you think that the problems we (and you) have identified can be solved by a package of reforms to the existing system (e.g. changing the banding on council tax, encouraging local referendums on financial issues)? If not, please explain why you think major (and probably disruptive) change is needed.

So far, the Steering Group has not considered in depth how or whether reforms to the existing system can wholly solve the problems faced. 

The Government's proposals for changing the banding on council tax and the impact of the revaluation to be effective in 2007 need to be factored into the equation when the details are known and hence able to be assessed. These proposals, however, are only likely to have marginal impact as they are unlikely to radically change the relative position of a low or high tax base authority.

The Steering Group is mindful of other equalisation options, but further detail is required to be able to see the impact of any change at individual authority level and determine how this might impact upon the key principles.

The main change in the present system which many commentators favour is the return of non-domestic rates to local control. Again, the impact needs to be modelled.

Q13. What specific options for major change would you propose or support? What changes might you oppose? Why? What are the pros and cons of each of these options?

The Steering Group have received information which suggests that other options for new local taxes and charges consideration might be :

· a local sales tax

· a local income tax

· congestion and road usage charging

· retention of part of the local business rate

· environmental degradation charging

3. PROPOSED RESPONSE

A draft response from the LGA is attached at Appendix 1 for information.

Salford's proposed response is as follows :-

Q1. Do you think that a change in the balance of funding would improve local government’s accountability, efficiency, flexibility or other factors?

Yes. A change in the balance of funding that provides for more local funding would help to improve accountability.

Q2. Are there serious problems with the current local government taxation system, and if so, what are they? How can we best address them?
Yes. Even if there is no radical change, the current system requires a review of the existing taxation bands to more properly reflect property prices and ability to pay. However, such reform will only provide a marginal change to local resources and more radical change is needed because council tax is basically regressive in nature. Local authorities need access to additional local revenue, and this could be achieved by returning business rates to local control and/or considering other, more radical options such as a local income tax and/or a local sales tax. Underpinning all or any of these systems would be the likely need to continue with some form of equalisation. 

Q3. What do you consider the most important principles and objectives and why? What are the implications of your chosen priorities?

The most important principles should be accountability, equity in resource distribution and fairness in taxation. The main implication is the need for a system of resource equalisation.

Q4. Does the present local government finance system distort accountability? If so, how? Is accountability the most important (or even the only) key principle for a workable system?

Yes. The present gearing distorts accountability and makes local government more accountable to central government than the local electorate. Central government also distorts accountability through its use of specific grants to direct local expenditure towards national priorities and through passporting in Education, with the indications of the latter beginning to creep into other services.

Accountability should not be seen as the most important or the only key principle. Equity in resource distribution and fairness in taxation should also be seen as equally important.

Q5. Are the balance of funding and local election turnout linked (directly or indirectly)? If so, how? Can the link be proved, and how? Does it have different effects in different areas or over time?

Research is probably needed in this area.

Q6. What else distorts the accountability of local authorities to their electorates? How and why? What can be done about it?

See earlier comments about specific grants and passporting.

Q7. How important is equalisation? Would a change in the balance of funding provide an opportunity for less equalisation or more?

Equalisation will continue to be essential with any local funding system as it is impossible to envisage any form of taxation which will match local resources with local needs. Papers submitted to the steering group have illustrated that equalisation can be achieved differently within the present system of funding whilst also improving the gearing ratio.

Q8. How easily would equalisation work if there were no central grant and local government were funded entirely from local sources?

A paper submitted to the steering group illustrates how a system of equalisation between authorities would work under a system of a single range of council tax charges across the country. Further research is probably required to identify in greater detail some of the practical implications of such a system. It might improve the perception of fairness in certain quarters, but be seen as less fair in others, eg why should local taxpayers in a tax rich authority subsidise others ?

Q9. Is the restriction of local government’s ability to raise taxes at will via ‘gearing’ a useful discipline or an undemocratic burden? Does it promote efficiency? Is gearing itself the problem, or its uneven distribution?

Gearing can help to drive down costs by creating a disincentive against council tax rises and so encourage local authorities to promote efficiency. However, there is a limit to how far efficiencies can be promoted. There comes a point where this can no longer be sustained and cuts in service, as opposed to efficiencies in service delivery, are often the result. High need, low tax base authorities face the hardest choices in this respect.

Q10. How deeply should we be looking at other developed countries and why? What should we be looking for? Which countries should we look at and why? Do you know of any useful case studies?

Some research into this area is needed, but it is important that any comparisons with other countries take into account constitutional, social and economic differences, and take into account the impact upon the individual taxpayer.

Q11. Should the Review commission research on different issues? Are the research proposals on the table realistic and suitable?

Exemplifications of the impact of different taxation and equalisation options upon all local authorities should be provided. 

Q12. Do you think that the problems we (and you) have identified can be solved by a package of reforms to the existing system (e.g. changing the banding on council tax, encouraging local referendums on financial issues)? If not, please explain why you think major (and probably disruptive) change is needed.

Reform to the existing system is required. Changing the banding on council tax and possibly increasing the tax ratio between bands is needed and would lessen its regressive nature, but only at the margins. Returning business rates to local control is essential to improving gearing and local accountability. These measures can be achieved fairly quickly, whilst other measures are considered as possible longer-term supplements to council tax. Underpinning these measures would be the need for equalisation.

Q13. What specific options for major change would you propose or support? What changes might you oppose? Why? What are the pros and cons of each of these options?

Other longer-term options for change which should be considered are a local income tax and a local sales tax.

The one option which would be opposed would be the funding of local expenditure totally from national taxation.

4. RECOMMENDATION

It is recommended that members approve the proposed consultation response.

ALAN WESTWOOD

Director of Corporate Services
Appendix 1

DRAFT LGA RESPONSE

Introduction

The outcome of the Balance of Funding Review is crucial to the future of English local government.,  Over the last six years the government has demonstrated its commitment to a view of local councils as more than delivery agencies for central government, through an explicit recognition of their role as community leaders, and legislation to provide a general power to promote well-being.  In this context, the local government finance system is an anomaly, a hangover from a different epoch dominated by a very different view of local government, of its role, its trustworthiness and its relationship with central government.  This submission shows how present arrangements undermine the capacity of councils to play the role they aspire to, and which both central government and local people want them to play.  Its central aim is to show that, for the Review, no change cannot be an option.

Principles which should govern a local government finance system
In the opinion of the LGA, the key principles which should govern a local government finance system are:

· accountability  There should be a clear relationship between local authorities and local taxpayers, through the local tax system, so that local taxpayers can see that the level of tax that they pay makes a difference to the level of service they receive;

It has been argued that as both councils and government are seen as accountable for local government services, that services such as education and social services are national services which are locally administered.  The LGA does not agree with this argument.  All council services are provided within bounds set by statute, which allow greater or lesser local discretion.  With the possible exception of housing benefit, this discretion is sufficiently real to allow for genuinely local choices, even if these are constrained by national prescription.  It is these choices for which the local authority is responsible and should be held accountable.

· transparency  Taxpayers should be able to understand the connection between the executive decisions taken by their local authority and the level of council tax levied by that authority;

· fairness  Taxes raised should be fair, both in the way they affect individuals and in their incidence on authorities.  The system should equalize for differences between needs and resources for authorities, which, if not equalized for, could lead to taxpayers in different areas paying different amounts for a similar level of service.  There is sufficient headroom in the system for equalization to be carried out through the grant system.  As papers from LGA and ODPM to the Balance of Funding Review have shown, the total amount needed to equalize for needs in the current system is £12.1bn and for both needs and resources is £16.9bn;

· sufficiency  There should be sufficient resources from a variety of sources to enable local government to secure the delivery of services to a satisfactory standard;

· variety/buoyancy of income  Authorities should have access to a variety of sources of local income, a substantial proportion of which should be buoyant;

· support for partnership working and supporting the new powers given to local authorities  The finance system should promote partnership working at a local level with a wide variety of local stakeholders, in sectors such as health and social care, housing and further education, enabling authorities to work jointly with bodies in these areas, to pool budgets to bear down on social issues, to hold them up to effective scrutiny and to take decisions on resourcing.  It should also enable authorities to support the new power to promote economic, social and environmental well-being and allow authorities to take advantage of the new prudential capital system;

· efficiency and value for money  The system should enable efficiency and value for money in the delivery of services and should seek to minimize administrative costs.

How the current system falls short of these principles
· It distorts accountability.  This is due to the following reasons :

· the effect of gearing, which means that, on average, for a 1% rise in expenditure which is not covered by Government grants, there is a 4% rise in council taxes;

· increases in council tax have increasingly been called upon to pay for national, rather than local pressures, for example the shortfall in schools’ funding in 2003/04.  Thus people cannot see any clear connection between local taxes and local decisions to spend and there is no ‘marginal accountability’ for increases in local taxes;

· turnout in local government elections is low partly because people do not think that their vote makes a difference to the kind and level of services that are provided locally.  Work by Professor John Gibson has shown that, when the effects of the national electoral cycle are taken into account, turnout in local elections rose in the 1980s when the balance of funding was more even between central and local sources of income and fell after 1990;

· pressure to increase spending on particular services, notably education, in line with increases in formula spending shares (‘passporting’) means that the government, rather than local people, in effect take decisions on how local taxes should be spent

· ring-fenced grants which distort accountability to local people.  The proportion of government grant income to local authorities that is ring-fenced has risen from 4.5% in 1997 to a current level of over 12%.  Again this means that the government, not local people, are taking decisions on how local taxes should be spent.  The LGA welcomes the pledge in the December 2002 ‘freedoms and flexibilities’ paper to reduce this level to 10% by 2005/06, but would like to see it reduced further, to the 4.5% level of 1997.

· It is not fair among local taxpayers ;

· The council tax, which is the only local tax, was explicitly designed not to be a progressive tax; 

· Council tax is based on property values at a point in time; it disregards changes in values since that time and ignores current income, except in the extreme where council tax benefit applies;

· Local businesses benefit from improvements in local services financed from local taxes they are not required to pay

· Nor is it fair among authorities ;

· Although grant is distributed on the basis of an equalizing formula which takes account of different needs and differing council tax raising abilities of different authorities, there is much criticism of the grant system which is called upon to bear too much of a weight, so that failure to take account of these pressures within grant formulae has, through gearing, a disproportionate effect on local council taxes;

· Different authorities have different gearing effects.  Thus an increase of expenditure of 1% can lead to higher rises in council taxes in areas which are more highly geared.

· As the high council rises in 2003/04 demonstrate, local government’s income is not sufficient to cope with the various demands

· authorities are heavily dependent on the grant system, which does not cover every expenditure pressure or Government aspiration.  In 2003/04 the government assumed that budgets would rise by 6%.  In fact they rose by 8% and these additional pressures had to be borne by the council tax, with gearing multiplying the impact on council tax payers on average by four.  A larger local tax base would mean less pressure on the council tax as well as giving authorities resources that would enable them to make a real difference locally;

· as an example, the school funding crisis of 2003 came about because local authorities did not receive a sufficient increase in grant to cope with the sharp increase in costs; due to factors such as increases in teaching on-costs such as pensions and national insurance, which were nationally determined

· Local government is too reliant on income from one local source, the council tax, whereas central government has access to a large range of taxes.  The council tax is not a buoyant tax.  This is due to the fact that :

· increases in taxbase due to, for example, new housing developments, do not automatically lead to more council tax income, because of the way the grant system works ;

· a council has to take an annual decision to change the level of council taxes in order to secure more council tax income.  Central government, on the other hand, enjoys more income from buoyant taxes such as income tax as the economy grows ;

· national non-domestic rates are collected by authorities, paid into a pool and redistributed on a per head basis, so are effectively part of grant (Current government proposals (Local Authority Business Growth Incentive) will lead to authorities being able to keep a proportion of the growth in their business rate taxbase but, welcome though this is, the effect is expected to be marginal when set into the context of the system as a whole).

· The local government finance system does not promote partnership working between authorities and other parts of the public sector

· because different local services are funded in different ways; either through the local government finance system or, overwhelmingly, through government grant, either direct, as in the case of the NHS, or through an agency, as in the case of Learning and Skills Councils or housing bodies, the local government finance  system does not promote such partnerships working.

· the current system prevents local people from taking decisions on resourcing which make a significant difference within these sectors, due to the gearing effect on council taxes of additional expenditure and the pressures on authorities to deliver services for which they themselves are responsible;

· the current system also means that local authorities cannot take full advantage of the new prudential capital system.  The new system allows authorities to borrow to fund capital spending, up to a prudential limit, but such borrowing, if unsupported, may have an effect on council taxes;

· the current system also means that authorities cannot devote the resources they would like to supporting the new power to promote economic, social and environmental well-being and the duty to implement community strategies

· The efficiency of the system is an important consideration and can be achieved through various channels, such as the involvement of professional bodies and the Audit Commission in ensuring effective financial reporting and audit arrangements and in promoting value for money, through the Comprehensive Performance Assessment process and through Local Public Service Agreements.  However, the following is not conductive to efficiency:

· the lack of meaningful financial accountability of local authorities to their local electorate;

· the attempt to dictate patterns of local service delivery from the top, through ring-fenced grants and Whitehall imposed programmes;

· the proliferation of different grant regimes for different services at a local level

Local Government thus faces a financial system which is less accountable, buoyant and transparent than that faced by central government.  This is not in accordance with the European Charter on Local Self-Government, to which the UK is a signatory, which refers to local authorities having financial systems which are of a “sufficiently diversified and buoyant nature to enable them to keep pace as far as practically possible with the real evolution of the cost of carrying out their tasks”.

Options which the review should consider
The view of the LGA is that for a finance system based on the principles set out in this paper to be fully effective, local government needs to have access to more local income.  The following are the leading options which we would like to see the review examining.  Their inclusion in this submission does not imply the support of the LGA for any or all of them.

· Return the setting of business rates to local government, with guarantees to prevent increases above the council tax and a mechanism to ensure that areas do not suffer or gain disproportionately because of their resource base.  The advantages of this are that it would restore the situation to the position before 1990, it would not require any new arrangements to set up, and it would restore a link between local authorities and local businesses and thus support partnership working.  Business rates are also a more buoyant tax

· Introduce a local income tax to fund local services, possibly alongside the council tax or a similar property tax, in place of a proportion of national income tax and therefore grant.  This would provide a new source of local income for local authorities which is more buoyant than council tax (i.e. would automatically rise with income without requiring additional decisions); it would be fairer than council tax, enabling a direct relationship with ability to pay, as it is a progressive tax (i.e. it rises in line with income).  Computerisation, the fact that a majority of people are already within the PAYE system, the availability of postcodes and self-assessment has made it a more feasible option than it was at the time of Layfield.  It is well established in many other countries (particularly in Scandinavia).  Past studies have estimated that a rate of around 7p in the £ would provide around 25% of total authority income.

· making the council tax fairer and less regressive including changes to the council tax benefit system.  This might enable there to be an increase the share of expenditure met by council tax from 25% to perhaps 30%.  This could be done gradually or by a step change.  The increase could be balanced by a reduction in either income tax or VAT.

Other options which the review could look at are :

· assign a proportion of the revenue from a national tax to pay for local services.  Local government would be assured of the income but would have no control over the rate.  Proponents argue that this would give local government a more buoyant source of revenue.  In Germany income tax, corporation tax and VAT are divided on this basis between different tiers of government;

· a local sales tax in a wider range of areas, for example graffiti removal, CCTV, home energy services.  The current Local Government Bill does give authorities power to charge in a wider range of areas than they do at present.  Congestion charging has been implemented in London and Burham and is being studied by other authorities.  The review could examine the scope for increasing income from charges across local government services, remembering that they have been criticised for their regressive nature and fairness is one of the principles set out above;

· freedom to trade, in conjunction with the new prudential capital finance regime.  New powers in this area are also included in the Local Government Bill;

· other ideas which have been raised include a tax on road openings to be paid by utilities and a tourist tax, based on visitor bed nights

No change is not an option
Finally, the LGA emphasises that no change is not an option.  The lesson of the current local government finance system since 1990, and particularly the council tax rises of 2003/04, are that a modern, forward looking local government needs a finance system which can meet the principles set out above.  The LGA looks to the review to provide the impetus for change.

