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TITLE :
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RECOMMENDATIONS :
Members are requested to agree the consultation response.


EXECUTIVE SUMMARY :

This report sets out the details of a consultation paper issued by the ODPM which sets out proposals for local authorities to retain income from business rates on new businesses from 2005, and Salford's proposed response to the consultation paper.
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REPORT DETAIL

1. INTRODUCTION

1.1. The Government issued a consultation paper entitled "Local Authority Business Growth Incentives - A Consultation Paper" in July which sets out proposals for a scheme to allow local authorities to retain some of the revenue from business rates that are associated with business growth as a means of creating an incentive for local authorities to maximise economic growth.

1.2. Revenues from the scheme will not be ring-fenced and local authorities will be free to decide whether and how to maximise local economic growth so as to benefit from the scheme.

1.3. It is proposed that the scheme will be implemented from 1st April, 2005, with the primary legislation for the scheme being sought in the Local Government Bill (which has now been enacted as the Local Government Act 2003).

1.4. Responses to the consultation paper are sought by 31st October, 2003.

2. KEY FEATURES

· Local authorities will be able to retain business rate revenue from business growth above a pre-determined threshold.

· The additional revenue will not be ring-fenced, ie there will be no conditions or constraints on its use ; local authorities will be free to decide how to use it.

· Local authorities will need to achieve business growth above an annual average growth based on one of five proposed models, using growth data over the period 1995 to 2003.

· Additional rates revenue above the annual growth baseline will be shared between the Government and local authorities, with local authorities receiving the larger share, between a minimum of 60% and a maximum of 95%, dependant on the model preferred. The government’s share will go to the national business rate pool and be shared out across all authorities, as at present.

· There will be a system of floors and ceilings. No authority will be any worse off under the scheme, even if it is not active in promoting economic growth.

3. PROPOSAL DETAILS

3.1. Objectives and Principles

3.1.1. The Government's central economic objective is to achieve high and stable levels of growth and employment and improving the economic performance of every locality is an essential element of that objective.

3.1.2. Evidence suggests that productivity differentials are currently at least as great within regions as they are between them. Equally, there is a mismatch between the incidence of the costs of economic development, ie falling on local services, and the benefits from economic development, which accrue on a wider personal or national level.

3.1.3. Accordingly, the Government has decided to increase the incentives for local authorities to work in partnership with businesses and others to maximise local economic growth and so enable local authorities to reap some of the financial benefits by retaining some of the business rate revenues associated with business growth.

3.1.4. The Government therefore has two objectives for the scheme :-

· It should provide an incentive for all local authorities to maximise local economic growth ; and

· It should give successful local authorities additional revenues to spend on local priorities that are not ring-fenced in any way.

3.1.5. The scheme will need to operate consistently with other Government priorities and policies. They therefore propose the following principles to be followed :-

· The incentive must be applicable to all authorities and consistent, ie it does not create stronger incentives in high growth areas than in low growth areas and local authorities benefit from future performance rather than relative circumstances ;

· The distribution of benefits must be fair ;

· The scheme should be as intelligible and transparent as possible.

3.1.6. The Government gives two guarantees for the scheme :-

· That no business will pay more rates ; and

· No reductions in spending totals set in the 2002 Spending Review will be made.

3.1.7. The consultation question specifically asked by the Government is :

Q1 Do you agree with the principles of the scheme ?

Suggested Response :

The principles are supported, particularly the lack of ring-fencing.

Other Suggested Comments :

The guarantee concerning no reductions in spending totals set in the 2002 Spending Review may be a hollow promise, in that a new Spending Review will be announced in 2004 to apply from 2005 onwards, which may change future public expenditure plans, at the point at which the scheme will be introduced. 

The retention of business rates revenue by local authorities from new business growth will be at the expense of the national business rate pool. This will therefore require the Government to put additional RSG into funding local authority expenditure.

The Government should therefore give guarantees that :

· the retention of business rates from new business growth will be ignored for determining RSG ; and

· it will treat such revenue as truly additional to existing local authority funding.

3.2. Policy Rationale

3.2.1. The scheme is intended to contribute to national economic targets of raising annual growth above 2.5% and making sustainable improvements in the economic performance of all regions so as to reduce the growth gap between regions. 

3.2.2. Government analysis suggests that there is a strong correlation between business rate growth and GDP growth, and that creating incentives for local authorities to increase local enterprise and thus raise the business rate base will have a positive impact on the wider economy and the achievement of the Government's economic objectives.

3.2.3. Rising aggregate rateable values reflect the allocation of resource to their most productive use, higher levels of capital investment and employment. Therefore, if local authorities respond to the incentives created by this scheme there will be a beneficial impact on local and national economic performance.

3.2.4. The scheme is intended to be consistent with the Government's approach to economic growth, ie - it must be bottom-up ;

· the worst off areas must be given the opportunities to grow to the levels of the strongest, closing gaps in employment, economic activity and enterprise, whilst giving high growth areas the freedoms and flexibilities to continue to grow ;

· the development of enterprise is an important part of regenerating disadvantaged areas ;

· local authorities should be free to develop their own strategy suited to local economic conditions.

3.2.5. To assist local authorities to develop their own initiatives, all revenues from the scheme will be non-ring fenced and can be used in the way that local authorities consider will best maximise local outcomes. Local authorities will not be penalised if they choose not to respond to the incentives and will continue to receive the same level of government grant as they would otherwise have done.

3.2.6. The Government does not want to distort local decision making, eg planning matters, but would hope that the extra revenue will help to speed local planning decisions. They also see the scheme promoting healthy competition between local authorities to attract new business to their area. However, they believe the rewards will not be of sufficient magnitude as to encourage poaching and that many neighbouring authorities may find it mutually beneficial to work together under this scheme.

3.2.7. The scheme is not meant to pre-judge the outcome of the review of the balance of local government funding.

3.3. Baseline for the Scheme

3.3.1. This is the key technical issue for the scheme.

3.3.2. The Government intends to use the eight year period 1995 to 2003 to set the trend for when the scheme goes live on 1st April, 2005. This period has been chosen to reflect a sufficiently long period to cover a full economic cycle.

3.3.3. An annual average rate of growth in rateable values will be determined for this period, which will then reflect the projected baseline future annual growth for the scheme.

3.3.4. Local authorities will retain any additional revenue raised above the baseline annual average rate of growth.

3.3.5. The Government has identified five different options for grouping local authorities to determine the baseline, as follows :-

1. National model - adopting a single national baseline
2. Regional model - adopting separate baselines for each of the 9 regions
3. National Historic Growth model - 5 roughly equal groups according to historic growth
4. Sub-Regional model - regional groupings sub-divided into three roughly equal groups according to historic growth
5. Local Authority model - each local authority treated individually against its own historic model.
3.3.6. The following table illustrates the average annual baseline growth targets for Greater Manchester.

Indicative Baselines for each of the 5 models
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3.3.7. The consultation paper evaluates each of the options against :

· The strength of the incentive
· The fairness of the incentive distribution
· Intelligibility 
3.3.8. As a result of the evaluation, the Government concludes that it favours the National Historic Growth and Sub-Regional models, the reasons being :-

· Incentive - the National and Local Authority models do not provide a good incentive for all authorities as they place too much or too little emphasis on historic performance. The remaining 3 models provide a relatively balanced incentive to improve local economic growth.

· Fairness - the Regional model does not have a good distributional fit

· Intelligibility - there is no clear cut judgement. The model gets progressively more complex as one progresses from the National through to the Local Authority model.

3.3.9. The Government's reasons for rejecting the other models is that :-

· The National model places too little emphasis on the historic performance of individual authorities

· The Local Authority model places too much emphasis on historic performance

· The Regional model has the worst distributional fit.

3.3.10. The consultation questions specifically asked by the Government are :

Q2 Do you agree with using an eight year period for setting the trend ?

Q3 Are there models for setting the baseline that the Government has not considered that need to be considered ?

Q4 Which of the baseline models is your preferred option and why ?

Comment :

The preference for the baseline model may well be heavily influenced by the local perspective as to where each authority is positioned by each model and their outlook on the prospects for future business growth rather than which model represents an appropriate balance between incentive, fairness and intelligibility.

Certainly, from the table, Salford would benefit more from the Government's preferred models, National Historic Growth and Sub-Regional, than the other three in that it would have a lower growth threshold to achieve than the other 3 models. It may be argued that this is appropriate to stimulate regeneration in an area where it is needed, which is a factor the Government is keen that the scheme should promote.

Manchester, for example, may equally support these models or the local authority model as they give them a low threshold to overcome knowing full well that future business growth over the forthcoming years will comfortably exceed this figure. The 3-year average growth for 2000/01 to 2002/03 reflects the recent scale of redevelopment which more than likely will continue through the point of implementation.

Conversely, Trafford, who have demonstrated high growth between 1995/96 and 1999/2000, presumably because of the Trafford Centre, yet much less since, may not favour these models and prefer either the National or Regional models. 

The Sub-Regional model provides the lowest threshold for the majority (6) of GM authorities, whilst the Regional model is the next lowest (3). 

Suggested Response :

Q2
An 8-year period would appear to be a sufficiently long enough period to establish a trend, although there is probably no ideal period that will be suitable to all circumstances because of local variation in economic activity, some of which may be individual to the locality rather than the economic cycle. Presumably, periods which begin on revaluation dates are preferred to eliminate the effects of revaluations, therefore a 1990 start date would be the only logical alternative, as 2000 would provide too short a period. 

Q3
A possible variant to the Sub-Regional model could be a county level model. However, it is not known whether this would offer any significant advantages over those preferred by Government.

Q4
The sub-regional model is the one preferred as this provides the greater incentive to areas such as Salford which have greater redevelopment needs and reflects regional economic policy.

3.4. Floors, Scaling Factors, Ceilings and Tiers

3.4.1. The Government intends to adopt a system of floors and ceilings to enable a lower cut-in factor than the historic threshold to apply in order to provide sufficient incentive and wider distributional impact for authorities, whilst at the same time capping gains by applying a ceiling, which will help to balance out the cost of applying a floor and avoid windfall advantages for some authorities at the expense of others.

3.4.2. The Government believes that the best variable for setting the ceilings at is Formula Spending Shares (FSS) and propose a ceiling of 1% of FSS per annum (in Salford's case this is currently £2.6m per annum) and a floor of 0% of FSS. They cite the use of total rateable value as an alternative, but believe this can be too heavily skewed towards those authorities with a high level of business activity.

3.4.3. To maintain equity the Government proposes a scaling factor which distributes gains between a local authority and the business rate pool and that this should be set at between 60% and 95% to ensure that there is sufficient incentive at the minimum for authorities to do better whilst ensuring that all local authorities gain at least something from any improvement in economic conditions.

3.4.4. The Government has therefore suggested 2 options for consideration :-

· A high floor/high scaling factor option - which would benefit only around 50% of authorities without improving performance, but those that do gain will get to retain a high proportion of revenue above the floor of say 95% ; under this option around 25% of authorities may be limited by the ceiling, falling to less than 20% in year 3.

· A medium floor/medium scaling factor option - whereby 75% of authorities benefit from the floor, but may only be able to retain say 65% of revenue above the floor ; around 30% of authorities may be limited by the ceiling, falling to 20% in year 3.

3.4.5. The Government does not favour an option where say 90% of authorities gained at the floor because the scaling factor would need to be low at around 35% which would not provide sufficient incentive.

3.4.6. A scheme of sharing benefits between different tiers of authority is proposed in order to acknowledge the role of counties and the GLA in economic development. This does not apply in the case of Police and Fire authorities, it only applies to shire counties/districts and London, and so would not impact on Salford.

3.4.7. The consultation questions specifically asked by the Government are :

Q5 Which of the two preferred options for floors and scaling factors (high/high and medium/medium) do you think provides the best balance between financial support and financial incentive ?

Q6 Do you agree with using formula spending shares as the measure for determining ceilings ? Do you agree that a 1% ceiling in year one of the scheme rising in line with the scheme (ie reaching 3% in year three) provides an adequate balance of incentive and cap on gains ?

Q7 How do you think that benefits should be shared between different tiers of local government ?

Suggested Response :

Q5 A medium floor/medium scaling factor would be preferred on the basis of more authorities being able to benefit whilst still offering a significant incentive, at a 65% scaling factor. However, the floor should not be set at less than 0%. A high floor/high scaling factor may act as a disincentive.

Q6 Agree with the proposal to use a % of FSS to determine the ceiling, although a cash-limited option might be considered alongside it so that the ceiling could be the lower of the two and allow additional resource to support the floor.

Q7 No comment.

3.5. Next Steps
3.5.1. Following consultation, the Government will draw up appropriate secondary legislation and will consult on this in 2004, following which it will be introduced into Parliament in December 2004 for implementation 1st April 2005.

3.5.2. Administrative arrangements regarding the operation of the new scheme will need to be considered in advance. The Government proposes to operate an administrative dry run during 2004 to test and refine arrangements.

3.5.3. Evaluation of the scheme will take place 2 to 3 years after implementation to help the Government decide on the design of a longer-term approach to the scheme and the Government will draw up an evaluation specification by late 2004.

3.5.4. The consultation questions specifically asked by the Government are :

Q8 (If you represent a local authority) Would you like to volunteer to be part of the administrative dry run ?

Suggested Response :

Q8 Salford would like to be considered as a volunteer for the dry run in 2004.

4. RECOMMENDATION

4.1. Members are requested to agree the consultation response.

CHARLES GREEN


ALAN WESTWOOD

Director of Strategy and Regeneration
Director of Corporate Services
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