
Paper BoF (16): Options for Reform of Council Tax (by NPI)

BALANCE OF FUNDING REVIEW: PAPERS FOR MEETING 4

PAPER 16: OPTIONS FOR REFORM OF COUNCIL TAX
(PAPER BY NEW POLICY INSTITUTE)
______________________________________________________________________________________________

1. Summary 1

2. Introduction 3
The assessment criteria 3

3. Rolling forward the current system 5
Basic revaluation (scenario 1A) 5
Basic revaluation with lower band limits (scenario 1B) 6
Conclusion 7

4. Council tax reform within a national system 8
The number and structure of the bands 8
Multipliers proportional to average income (scenario 2A) 8
Multipliers proportional to property values (scenario 2B) 10

5. Council tax reform with sub-national variation 11
‘Horizontal’ or ‘Inter-regional’ equity 11
Sub-national reform or special measures 11
Regional bands with income-related multipliers (scenario 3) 12

6. Reform and the balance of funding 13
The balance of funding after revaluation or reform 13
A shift in the balance of funding at the same time as reform 14

7. Reforms to council tax benefit 15
The importance of council tax benefit 15
Review of the savings limits 15
CTB as a system for determining maximum liability to council tax 16

Appendix 1: Scenarios discussed in the paper 17
Scenario 1A: Basic revaluation 17
Scenario 1B: Basic revaluation with lower band limits 18
Scenario 2A: 10+ band revision, income proportional multipliers 19
Scenario 2B: 10+ band revision, property price proportional multipliers 20
Scenario 3: 10+ regional bands; income-related multipliers 21

Appendix 2: vertical and horizontal equity 22
Vertical equity 22
Horizontal equity 23

Appendix 3: CTB as a system for determining ‘maximum council tax liability’ 24



Paper BoF (16): Options for Reform of Council Tax (by NPI)

- 1

1.SUMMARY

1.1. This paper presents an analysis of the options for reforming the council tax, a subject with
which the New Policy Institute has been engaged for some years now.  Its remit only
covers reforms to the current system and so, for example, it does not look at the
possibilities for replacing council tax by a local income tax.

1.2. A list of criteria for evaluating the options has previously been agreed by the Balance of
Funding Review.  Some of these, for example buoyancy, in-year predictability,
collectability and administrative ease, are similar in all the options that we have analysed
and therefore do not help to distinguish between them.  Instead, the main criteria that we
use to differentiate between the options are progressivity, local accountability, evenness of
distribution and balance of funding.

1.3. Because the council tax system is a complex arithmetic model in which minor, technical
changes can actually make a lot of difference to outcomes, it is essential to pay attention to
detail when examining options for change.  On the other hand, since the system presents
endless opportunities for varying detail, there is a huge risk of becoming swamped by the
data.  The way we try to handle this twin challenge here is to set out what we think are the
key decisions faced by policy makers contemplating the reform of the council tax, and to
illustrate the choices by references to a number of scenarios that are derived from detailed
numerical analysis.

1.4. The three main questions about council tax reform that we believe policy makers face,
along with the scenarios presented in the paper to help highlight the issues, are:

� Would basic revaluation - that is, simply rolling the current system forward to take
account of house price inflation - result in a satisfactory outcome or is some degree of
reform needed? [Scenarios 1A and 1B].

� If the tax is to be reformed, should it be a moderate reform (with the big changes
restricted to the top and the bottom of the property ladder) or a much more radical one
(for example, with multipliers proportional to property values)? [Scenarios 2A and 2B].

� If the tax is to be reformed should it continue to be a system that is uniform across the
whole of England, or should it contain some sub-national (e.g. regional) variation?
[Scenario 3].

1.5. The table below summarises our analysis of the different scenarios.  As we make clear in
the paper, we do conclude that the answer to the first question has to be ‘no’ – in other
words, that basic revaluation is not enough.  Beyond that, however, while we do have
preferences among the various types of reform that could be attempted, it does seem to us
that the pros and cons in each case are much more evenly balanced.  It should also be
stressed that the flexibility of the council tax system means that there is almost always more
than one way of achieving a particular outcome..
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Scenario Main advantages Main disadvantages
Basic revaluation (i.e. no
reform) [1A and 1B]

Straightforward Band A homes in the North do not share in the gains
of those in higher bands in their area.  Band G/H
homes in the South do not share in the pain of those
in lower bands in their area.

Moderate reform: 10+
bands, some widening of
the multipliers at the top
and bottom [2A]

Band A homes in the North share in
the gains; band G/H  homes in the
South share in the pain.

Low band homes in the South still face big rises and
typically pay more than those on similar incomes in
other parts of the country.

Radical reform: multipliers
proportional to property
values or equivalent [2B]

The system becomes much more
progressive than currently.

Introduces a major new type of taxation - taxing an
unrealised and often never-to-be realised capital
gain.
Low band homes in the South still face big rises and
typically pay more than those on similar incomes in
other parts of the country.

Introduction of some
element of sub-national
variation [3]

Problems facing lower band homes n
the South are eased.
Council tax as a share of income in
any given band remains uniform
across country.

Departs from one of the three principles that define
the current national system.

1.6. The impact of council tax reform on issues surrounding the balance of funding depends on
whether reform precedes or accompanies any shift.  We conclude that:

� Unless council tax is subject to a very radical reform indeed, the system will never be
in a shape to accommodate a continuing shift from central funding to local funding.
Such shifts will always be regressive, to the disadvantage of lower income households.

� By contrast, there may be scope for what would in effect be a once-off shift in the
balance of funding that accompanied a radical reform of council tax.

1.7. Finally, we suggest that the Balance of Funding Review also considers the Council Tax
Benefit (CTB) system, as its effectiveness is vital to the success of any reform of council
tax for the simple reason that it offers a potential solution to the sensitive problem of the
person with a low income living in the large house.  There are, however, two major
practical problems with the current system:

� At present, the savings limits within CTB mean that it takes only around £10,000 of
additional saving  to wipe out all entitlement to a benefit worth typically £1,000 a year.
Since this is wholly disproportionate, the case for relaxing the impact of savings on
entitlement, if not abolishing it altogether, merits consideration.

� CTB has very low take-up - around three-quarters overall, around two-thirds for
pensioners and below 50% for owner occupiers.  While the recent announcement of a
new campaign by government to raise take-up is welcome, it does nothing to address
the resentment that some people feel in having to apply for a benefit. In the case of
CTB, however - a benefit to help pay a tax - the appearance and administration of the
system could be altered, so that instead of applying for relief, households apply for a
cap on their liability to council tax based on their income.  While arithmetically, this is
just the same as CTB, the relationship between the citizen and the state is quite
different, and to the advantage of the former.
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2. INTRODUCTION

2.1. We are pleased to have the opportunity to present our thoughts on the options for reform of
the council tax to the Balance of Funding Review.  We have been working on the subject
of council tax for five years now, during which time we have learned a great deal from
those we have worked with on this subject.  They include the Special Interest Group of
Municipal Authorities in the LGA, the Association of London Government, the trade
unions PCS and Unison, the Local Government Information Unit and Help the Aged.

2.2. With its bands and multipliers – that is, the ratios between the amount of council tax paid
by properties in different bands in the same local authority area – the council tax system
has a large number of ‘variables’ which policy makers can set to try to achieve particular
outcomes.  The trouble is, however, that with everything connected to everything else, even
small, seemingly technical, changes can have major nationwide implications.  Three,
interlocking elements of the council tax system are the cause of this:

1. that equal property value means equal band;

2. that equal band means equal tax (subject to local decisions about setting different
spending level from that identified nationally); and

3. that for each local authority, central government grant makes up the difference between
the council tax raised locally and ‘standard spending’.

2.3. Because the devil is in the detail, it is impossible to discuss options for reform of the
council tax without examining the numbers.  This paper is, therefore, heavily informed by
what are basically simple, but voluminous computer analyses of the ‘what happens if…’
variety.  Yet at the same time, it is not the numbers themselves which are important but the
issues that they highlight.  This paper therefore focuses on a discussion of those issues,
with numbers playing a walk-on part only when required.  A standardised selection of
numbers are presented as an exhibit accompanying each option.

2.4. The paper is divided into five sections, four on council tax itself – ‘do minimum’, reform
within a national system, reform with sub-national variation plus a more general overview
of the implications for the balance of funding - and the fifth on council tax benefit.  The
Audit Commission has called council tax benefit a Cinderella service, and while the subject
only occupies a small part of this paper, getting this element of the council tax system to
work properly is, in our view, vital.

THE ASSESSMENT CRITERIA
2.5. Paper 13, which was submitted to the third meeting of the Balance of Funding Review, set

out a non-exhaustive list of criteria against which options were to be examined.  Not all
these criteria are equally important for assessing council tax reform.  In what follows, we
describe and explain the summary measures we use to assess how each option fares against
criterion.  The supporting data provided for each option in the accompanying exhibits then
include information for the most relevant criteria.
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� Effect on the evenness of distribution.  The focus of interest is on the extent to which
the distribution of properties across the different council tax bands varies across the
country.  Our summary statistic is how the proportion of homes in bands below C
varies by region.  Changes in the distribution of properties also influences the
distribution of central government grant between local authorities.  Our summary
statistic here is the change in the annual amount of such grant going to the three
northern and two midland regions.

� Local accountability.  While we see no general implications for local accountability
from any council tax reforms, there may be some during any transition if households
are unable to distinguish how far any rise in council is due to the reform itself, and how
far to additional spending undertaken by the local authority.  We therefore see local
accountability as being closely tied to transparency of reform and whether a clear story
can be told about the how the reform has affected any individual households’ bills.

� Progressivity.  While council tax reform is inextricably bound up with ‘progressivity’ –
that is, the extent to which ‘better-off’ people pay more than others – it is problematic,
both because the rightness of the very idea is contested and also because ‘better-off’ is
open to varied and by no means consistent interpretation.  In assessing the various
options, we focus attention on the average percentage change in bills separately for
small homes and large homes and separately for the North West, the South West and
Inner London.  We also present a simple measure of the extent to which the tax is
progressive, that is, the ratio of the amount of council tax paid by the top fifth of
properties compared with the bottom fifth..

� Buoyancy.  Unless one introduces some automatic updating of underlying property
values, there is no buoyancy in the council tax system.  We therefore, we make no
mention of it in discussing the different options.

� In-year predictability, collectability and administrative ease.  As far as we can see,
none of the options for reform of the council tax has much impact on the extent to
which the revenue stream in a particular financial year is predictable, nor on how easy
the tax is to collect.  Administrative ease is, however, very relevant for council tax
benefit reform.

� Balance of funding.  There are two slightly different aspects to the question of the
connection between council tax reform and the balance of funding.  The first is what
difference reform makes to the impact of any subsequent shift in the balance of
funding.  The second is what the aggregate impact might be of a shift that takes place at
the same time as a reform.  Because of this complication, we reserve discussion of the
relationship between reform and the balance of funding for a separate section, after we
have discussed the various options for reform.
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3.ROLLING FORWARD THE CURRENT SYSTEM

BASIC REVALUATION (SCENARIO 1A)
3.1. By ‘basic revaluation’, we mean the rolling forward of the current, 8 band council tax

system, using new valuations and increasing the band limits in line with average house
price inflation across England as a whole since 1991, when properties were first valued for
council tax purposes.  The multipliers, which relate the amount paid in any particular band
to the amount paid in the reference band, band D, remain unchanged.  This revaluation,
which is due to take place in 2005 and come into effect in 2007, is effectively the ‘do
minimum’ option.  Before going on to consider options for reform, it seems very
reasonable to ask: what, if anything, is wrong with just doing this?

3.2. Our assessment of basic revaluation is presented as Scenario 1A, with the details given in
Appendix 1.  This analysis, along with the later ones, all assume that the total amount of
council tax to be raised nationally will remain unchanged from what it would be if there
were to be no revaluation.  In some ways, there is much to be said for it.

� Being unchanged in all details bar the level at which the council tax bands are set, it has
the merit of being familiar.

� Its effects are reasonably transparent.  We believe that Assumed National Council Tax
(ANCT) can itself remain unchanged (getting this to happen is all to do with exactly
how one defines average national house price inflation), as a result of which a home
remaining its current band sees an unchanged council tax.  In addition, there is a clear
explanation for why a home has gone up (or down) a band – ‘because its value has
risen by more (or less) than the national average’.  Local accountability in the year of
the change will thereby be clear.

� ‘Winners’ (those whose homes go down a band) out-number ‘losers’: 5½m to 3m.  12m
homes remain in their current band.

3.3. Once one looks into the detail, however, some more unsatisfactory results emerge.

� Because house price inflation has been higher across the South than the North and the
Midlands, there is huge variation in the distribution of homes across the different bands
in different parts of the country.  So in the North West, 75% of homes after revaluation
would be in bands A or B, compared with just under 40% in the South West and just
6% in London.  The substantial difference between the North West and London – much
greater than at present – would call into question the extent to which the council tax
system is really a truly national system.

� The way that the council tax system works means that the shift in the distribution of
homes across bands leaves southern councils having to raise a greater share of their
money locally, so receiving less central government grant as a result.  For most
northern and midland councils, the opposite is the case.  In total, there is a £400m
transfer of government grant away from the South, to the North and the Midlands.
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� Although grant flows like this excite a lot of attention, whether they are good or not
depends on exactly which households within each region are losing and which gaining.
In this case, the detailed picture of winner and losers by region looks very
unfavourable.  In particular, although average bills in northern regions fall on average,
they do not fall for homes already in band A.  Actually it is obvious why this happens:
to get a reduction in bill your home has to go down a band – and homes already in the
bottom band clearly cannot do that.  By contrast, average bills for those now in higher
bands in the North do go down: for example, homes in the North West now in band F
are expected to see a fall in bills of on average 10%.  So while the North on average
‘gains’, the gainers are actually restricted to homes now in band B and above (a
minority of homes, given that more than half are in band A).

� In London, the reverse applies: bills on average rise, by 15% for homes now in band C.
This reflects the fact that most homes now in band C in London will go up one band –
and in a few cases two.  But homes now in band H – the top band – cannot go up, so
whereas average London bills rise, bills for those in the biggest homes do not.

3.4. In our view, these simple points about the detailed pattern of winner and losers mean that
basic revaluation is impossible to defend.  Arguments can be made for a shift in
government grant from South to North.  But it would surely be difficult to argue that the
half of the people in the North who live in smaller homes should not share in that gain, nor
that the most expensive homes in the South should not have to carry any share of those
regions’ increased overall burden.  We therefore conclude that some reform of council tax
is required

BASIC REVALUATION WITH LOWER BAND LIMITS (SCENARIO 1B)
3.5. Thanks to the way in which so many things are linked together, detailed - seemingly

technical - changes can make a lot of difference to outcomes.  One example of this, which
is worth mentioning both in its own right and as an example of this, is a variant to basic
revaluation in which the band limits on the eight council tax bands are put up by rather less
than average national house inflation.

3.6. Scenario 1B shows what a difference this can make:

� First, because the band limits are lower, more properties would go up a band than under
scenario 1A (7m instead of 3m) while fewer stay in the same band and fewer go down.

� As a result, the tax-base grows which means that the value of ANCT needed to bring in
the same total revenue is lower.  Homes that stay in the same band after revaluation
would therefore see a fall in their council tax: for example, by 4% for band A homes in
the North West.  Even though this would still be less than the falls enjoyed by band F
homes in the North West – down 8% - most homes across the North would now gain
something.
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� On the other hand, with more homes going up a band, more homes would lose than
under scenario 1A.  More homes, too, in the highest inflation areas, would go up by
two bands.  The costs of this are seen in London, where the average rise for homes now
in band C rises to 19%.  But this bigger increase for band C (and indeed all bands up to
G) is still not shared by the largest homes in the capital, with those in band H now
staying in band H and seeing, like band A in the North West but with nothing like the
justification, a 4% fall in their council tax bills.

CONCLUSION
3.7. Apart from demonstrating the importance of detail, the main conclusion that we draw from

this analysis is that there is no acceptable way forward within the confines of a national,
eight band system.  This is because the way that the system works means that:

� outcomes for the cheapest properties in the low inflation areas are inextricably tied to
the outcomes for the most expensive properties in the high inflation areas; and

� more expensive properties in low inflation areas are the ones who gain most from basic
revaluation (or its variant) while less expensive properties in high inflation areas are the
ones who lose the most.

3.8. Both of these seem to us to be highly undesirable from any perspective.  In the next two
sections of the paper, we consider some ways in which the government might break out of
this, either by adjusting the multipliers or the bands, or both.
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4.COUNCIL TAX REFORM WITHIN A NATIONAL SYSTEM

THE NUMBER AND STRUCTURE OF THE BANDS
4.1. Re-designing the structure of the bands may be the least contentious part of council tax

reform.  This is because the heart of the current banding system, that is, bands B through F,
follow a regular pattern in which the upper limit of each band is about 30% above the
lower limit for that band.  Short of moving to a very different looking system (for example,
one with many, smaller bands), there seems no reason to do anything to these bands other
than to bring them up to date.  Band re-structuring therefore needs to focus on A, G and H.

4.2. It is widely argued that band A should be split into two bands.  One reason for splitting it is
its size: band A currently has the greatest number of homes in it nationally and dominates
in the five northern and midland regions.  A second reason is that, in proportional terms, it
spans a very large range of property values from under £10,000 all the way up to £40,000,
which is far larger than any except perhaps band H.  A third reason is that splitting it is a
way of ensuring that at least some people in band A in low inflation areas see a reduction
in their bills after revaluation.

4.3. In our view band G, too, should also be split.  Stretching from £160,000 to £320,000, it is
clearly a double band.  One effect of this is that band G properties can increase in value by
a greater percentage than properties in bands A to F before they get moved up a band, and
get a higher council tax bill as a result.  Splitting band G about 40% of the way up would
create two bands of equal proportional size which more or less continue the regular
progression already present in bands B to F.

4.4. Splitting bands A and G into two creates a ten band system, which for the purpose of
analysis is as far as we go, thereby leaving band H as a single band.  In reality, though, H
itself could also be split into two, three or even more bands, following the pattern already
present in bands B to F.  In our view, getting the successor to band H right is a key part of
any reform: up-to-date information on property values above band G is vital.

MULTIPLIERS PROPORTIONAL TO AVERAGE INCOME (SCENARIO 2A)
4.5. Having settled on a scheme for restructuring the bands, attention shifts to what values to

choose for the multipliers.  While there is no limit to the number of precise possibilities for
the multipliers, we believe that the matter basically boils down to a choice between:

� moderate reform, in which the multipliers are similar to the current set, except chiefly
at the ends, that is, bands A, G and H; or

� radical reform in which the whole set of multipliers is tilted so as to increase the extent
to which council tax rises as property value rises.

4.6. Scenario 2A sets out the results for a version of the moderate reform strategy in which the
current multipliers for bands A2 (the upper part of the now split band A) through F remain
unchanged.  The new, lower part of A (A1) is given a slightly reduced multiplier of 5/9
while both parts of the now split G, and H, receive multipliers that represent an increase of
between 30% and 40% on what they pay now.



Paper BoF (16): Options for Reform of Council Tax (by NPI)

- 9

4.7. Many of the problems identified with basic revaluation are avoided in this scenario.  In
particular:

� Thanks to the rise in tax base, ANCT would fall slightly, meaning small reductions for
all those homes below band G that stay in their current band;

� There are larger average falls in tax for band A properties because some now get a
lower bill because the multiplier for A1 is lower.

� Thanks to the rises in tax for bands G and H, more expensive properties in high value
areas face larger rises than their more modest neighbours.

4.8. The one problem from basic revaluation that remains unaltered in this scenario is the fact
that band C properties in London continue to face substantial, double digit percentage rises,
well above anything faced by comparable properties (or comparable households with
comparable incomes) elsewhere in the country.

4.9. So can any basis, other than pragmatism, be found for the set of multipliers examined in
scenario 2A?  The answer appears to be that it can be, in terms of the ratio of average
household income to the amount of council tax paid in each band.  The section on what we
call ‘vertical equity’ in Appendix 2 sets out the basis of this conclusion.  The key points
are:

� For each of bands B through F, average income rises in the same proportion as the
council tax multiplier rises.  While there are lots of caveats attached to this result, it is
important because it suggests that the focus of reform of the multipliers should be on
properties at the top and bottom, rather than in the middle.

� By the same yardstick, the tax –that is, the multiplier - is rather too high for band A
given their average incomes, and rather too low for both bands G and H.  The actual
values of the multipliers used in scenario 2A are basically those suggested by this
analysis.

4.10. Yet, although it is certainly helpful to be to find in average income both a justification for
some of the current multipliers and a basis for setting or altering the more extreme ones, it
remains a fairly pragmatic use of information.  In particular:

� While it is tempting to associate income with ‘ability to pay’, neither gross nor net
income is necessarily reflects that all that well.  Households containing children have to
spend more on food and clothes.  Housing costs are unavoidable.  The cost of living
varies between different parts of the country.

� While on average, higher income households tend to live in more expensive homes, the
relationship only applies in the aggregate: people with similar incomes can and do live
in very different sized and priced homes; and people in similar-priced homes can and
do have very different levels of income.

� While this ‘proportionality principle’ might lead most people to agree that cheaper
homes are over-taxed – it does not provide any guidance on how much more big homes
ought to be paying.  Income tax is, after all, not just proportional to income but
increases as a share of income as income rises.
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MULTIPLIERS PROPORTIONAL TO PROPERTY VALUES (SCENARIO 2B)
4.11. An alternative to the pragmatic approach above is to opt for a set of multipliers that rise in

line with property values.  This is far from the case at the moment, with the ratio between
the tax paid between bands H and A being just 3 to 1, compared with a ratio of underlying
property prices that could easily be 20 to 1.  Scenario 2B shows what would happen,
employing a set of multipliers that now stretch from 2/9 for band A1 to 48/9 for band H:

� Average bills for homes now in band A fall sharply, by around 40% across the North
West, and by around 30% across the South West.  By contrast, homes currently in F in
those regions rise by 6% and 30% respectively while bills for band H homes in London
rise by 175%.  As a result, the tax becomes more than twice as progressive than it is
now.

� While straightforward explanations for changes in individual bills are not always
available - for example, a home moving up from band B to band C would nevertheless
see a fall in its bill – the relationship between the new system and the old is clear,
namely, that in future, homes in bands below D will pay less and homes in bands above
D will pay more.

4.12. On the other hand, there are some serious difficulties too:

� The fact that option 2A entails a shift in balance of central government grant from the
South to the North and Midlands of something around £1.8bn a year would be very
controversial.

� As with all previous scenarios, band C homes in London continue to face big double
digit percentage rises – 18% in this particular scenario.

� Average changes can mask very large changes, both up and down, in the bills faced by
individual households.

4.13. Finally, as well as the practical difficulties with the approach, it is also necessary to
recognise that there are some issues of principle involved in taking the tax in this direction:

� For owner occupiers, it involves taxing the savings that went into the original deposit,
the mortgage outstanding and all the unrealised capital gain.  This is at odds both with
the usual taxation of saving (where what is taxed is not the saving itself but the income
derived from it) and with the usual taxation of capital gains (where the tax bites when
the thing is either sold or passed on, such as on death).  Treating council tax literally as
a tax on nominal property value would therefore represent a radical extension of capital
taxation.  Whatever the rights and wrongs of this in principle, we wonder how sensible
it would be to embark on such a course by applying it to the biggest asset that most
people own.

� For tenants, the tax is even more anomalous.  For if it is a tax on the capital value of
homes, it should be levied not on the person living there but on the owner – whether or
not they are able to pass it on.
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5.COUNCIL TAX REFORM WITH SUB-NATIONAL VARIATION

‘HORIZONTAL’ OR ‘INTER-REGIONAL’ EQUITY
5.1. The main problem that we find with seemingly any reform of council tax within a national

framework is the double-digit percentage increase in tax faced by people in cheaper
properties in high inflation areas.  In this paper, we have used the average percentage
increase faced by people now living in band C properties in inner London to exemplify the
problem.  But does this outcome of reform really deserve to be seen as such a problem?

5.2. If one takes the council tax literally, as a tax on nominal capital value of the property, then
this result poses no issue of principle –although that does not rule out the possibility of
some form of transitional relief, to cushion the impact of such a rise, at least in the first
year or two.  In our view, however, such an attitude is problematic.

� First, since half the band C homes (and a third of the band D homes ) in London are
rented, the objection to treating council tax as a tax on capital is especially pertinent.

� Second, after revaluation, London homes in any particular band would be paying a
greater share of their income in council tax than homes in that band across the country
as a whole.  Crucially, and with the notable exception of the South West, this is not the
case at the moment where, instead, the ratio of council tax to income in any given band
and in any particular region is usually very close to the national average for that band.

5.3. The idea that the council tax system should continue to exhibit this inter-regional equality
after any revaluation – in other words, that the ratio of council tax to income for homes in
any particular band should be the same across different parts of the country - is what we
call ‘horizontal equity’.  Appendix 2, which provides more details, shows the following:

� At present, the ratio of council tax to income in the South West is about 10% higher
than the national average across almost all bands.  If opposition to the council tax has
been stronger in the South West than elsewhere, this might suggest that, even though
artificial, ‘horizontal equity’ is reflecting something real.

� Any form of national, eight band revaluation reduces the degree of horizontal equity in
the system.  London joins the South West as an area where the ratio of council tax to
income is about 10% above the national average.  By contrast, the North West,
Yorkshire and Humberside and the Eastern region would see ratios below the average.

SUB-NATIONAL REFORM OR SPECIAL MEASURES
5.4. Problems that are strongly associated with particular parts of the country inevitably require

some kind of sub-national variation in the council tax system to solve them.  In order to
navigate a way through the many possible ways of doing this, it may be helpful to start by
deciding which of the three principles that define a national council tax system (para. 2.2)
are to be broken.

� Council tax bands with different limits in different regions or sub-regions would break
with the first of these principles, namely, that properties with the same value are always
placed in the same band.  Wales and Scotland, whose council tax bands have always
been set differently from those in England, provide a precedent for this.
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� Different multipliers for different regions or sub-regions would break with the second
principle, namely, that equal band means equal tax (subject to local decisions about
setting different spending level from that identified nationally).

� Supplementary grants for regions or sub-regions where horizontal equity suggests that
council tax is high relative to income, breaks with both the second principle and third,
namely, that for each local authority, central government grant makes up the difference
between the council tax raised locally and ‘standard spending’

REGIONAL BANDS WITH INCOME-RELATED MULTIPLIERS (SCENARIO 3)
5.5. Scenario 3 uses the income-proportional multipliers of scenario 2A within a 10 band,

regional council tax system.  The uplift for each region’s band limits – uniform across all
bands for a  region – is in line with average house prince inflation since 1991 for the
region.  The one exception to this is that bands in the South West have been increased by
an extra amount in order to try to eliminate some of the horizontal inequity in the current
system for the South West.  The main results are:

� Although more homes go down a band (3m) than up (2½m), the tax-base rises thanks to
the increases in multipliers in the higher bands, allowing ANCT to fall by about 2%.
Homes staying in the same band therefore see a slight fall in their bill.

� There is very little change in the evenness of the distribution, with just £80m
government grant flowing to the northern and midland regions.  The proportion  of
homes below band C in the North West  falls to 60% - slightly below the current level.
15% of homes in London remain below band C, also slightly down on now but much
higher than the 6% in scenario 2A.

� Band A homes enjoy on average larger falls in their bills (6%).  On average, band C
homes in inner London still face a rise, but it is now a more modest 4%.  Thanks to the
changes in multipliers, the overall degree of progressivity in the system is higher than
now.

5.6. Because this scenario deals with the problem of the big rises faced by cheaper homes in
high inflation areas, we look favourably on this scenario.  There are, however, many
potential variants to it, so even if government opted for some form of sub-national banding,
many questions would remain to be answered, for example:

� Whether to stick with the idea of a single band A but instead reducing the multiplier –
and therefore the bill - for many more cheaper homes.  Splitting band A makes a great
deal of sense in a national system, but is nowhere near as important in a system with
sub-national variation.

� Whether, with sub-national bands, higher multipliers than those used here could be
justified for the top bands.  Multipliers proportional to income are, moreover, not the
last word in progressivity.

� Whether regions are the best basis for sub-national variation.
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6.REFORM AND THE BALANCE OF FUNDING

THE BALANCE OF FUNDING AFTER REVALUATION OR REFORM
6.1. The effect of a basic revaluation on a subsequent shift in the balance of funding (away

from central government funding raised via income tax, towards local government funding
raised via council tax) was the subject of our submission to the Balance of Funding Review
in September 2003.  The way that we have developed to look at this issue is via a table that
shows the net change in tax according first to the household’s property quintile and second
to the household’s income quintile.  Rather than the precise numbers, it is the pattern of
gainers and losers that we are most interested in.  The following table, which is based
directly on the one contained in our submission, shows this pattern for a shift equivalent to
a penny off the basic rate of income tax, financed by a rise in council tax.  Cells in the table
that gain appear white while those that lose appear dark grey.  The result is clear cut:
households in the lower three fifths of the income distribution lose while those in the upper
two-fifths gain.

Shift in the balance of funding: gainers and losers after basic revaluation
INCOME QUINTILES

(net household income after housing costs, per annum, 2000/01)
PROPERTY QUINTILES
(prices in 2002 Q1)

I1 (<£6,000) I2 (£6,000 -
£10,500)

I3 (£10,500 -
£16,500)

I4 (£16,500 -
£25,500)

I5 (>£25,500)

P1 (less than £55,000)
P2 (£55,000 to £90,000)
P3 (90,000 to £120,000)
P4 (£120,000 to £175,000)
P5 (above £175,000)

Key: Losers Gainers

6.2. It is clear, of course, households towards the bottom left of this table are bound to lose out
as a result of a shift from income tax to council tax while those towards the top right are
bound to gain.  The question is, therefore, how far can reform alter the pattern, away from
the left/right split above?  The next table, for a scenario that is effectively a midway point
between scenarios 2A and 2B (that is moderate/radical reform) suggests fairly clearly that
the answer is: not very much.

Shift in the balance of funding: gainers and losers after moderate/radical reform
INCOME QUINTILES

(net household income after housing costs, per annum, 2000/01)
PROPERTY QUINTILES
(prices in 2002 Q1)

I1 (<£6,000) I2 (£6,000 -
£10,500)

I3 (£10,500 -
£16,500)

I4 (£16,500 -
£25,500)

I5 (>£25,500)

P1 (less than £55,000)
P2 (£55,000 to £90,000)
P3 (90,000 to £120,000)
P4 (£120,000 to £175,000)
P5 (above £175,000)



Paper BoF (16): Options for Reform of Council Tax (by NPI)

- 14

6.3. Since these tables take no account of council tax benefit (CTB), they are in one respect too
pessimistic because many of those in the lowest income quintile would be spared any
increase in council tax thanks to the protection, whether full or partial, provided by CTB.
CTB will be of much less help to the second income quintile, however, and it is the
contrast between this quintile, with losers on average at every property quintile, and the
fifth, quintile with gainers everywhere, that strikes us as hugely significant.

6.4. The conclusion that we draw from this is that, unless council tax is subject to a very radical
reform indeed, the system will never be in a shape to accommodate a continuing shift from
central funding to local funding.  Such shifts will always be regressive, to the disadvantage
of lower income households.

A SHIFT IN THE BALANCE OF FUNDING AT THE SAME TIME AS REFORM
6.5. When a shift in the balance of funding is combined with reform, however, the outcome

does start to look different.  The next table shows the effect of shifting the balance of
funding by the equivalent of one penny off income tax, at the same time as a revaluation
and a moderate/radical reform of the council tax (midway between scenarios 2A and 2B).
The main difference compared with the previous two tables is that households in the top
income quintile/top property quintile now lose, while those with cheaper properties in the
second income quintile now gain.

Shift in the balance of funding: gainers and losers after moderate/radical reform
INCOME QUINTILES

(net household income after housing costs, per annum, 2000/01)
PROPERTY QUINTILES
(prices in 2002 Q1)

I1 (<£6,000) I2 (£6,000 -
£10,500)

I3 (£10,500 -
£16,500)

I4 (£16,500 -
£25,500)

I5 (>£25,500)

P1 (less than £55,000)
P2 (£55,000 to £90,000)
P3 (90,000 to £120,000)
P4 (£120,000 to £175,000)
P5 (above £175,000)

6.6. Aggregate presentations like these – averages of averages – really can do no more than
help identify options or strategies that might be worth further, much more detailed
investigation.  One major concern is there are still many losers on below average incomes –
and since this is a reform within a national system,  these include those in London now in
band C who will probably figure in this table in the fourth property quintile.  Whether
council tax reform, even quite radical reform, really helps with the balance of funding,
remains in our view an open question.
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7.REFORMS TO COUNCIL TAX BENEFIT

THE IMPORTANCE OF COUNCIL TAX BENEFIT
7.1. An effective system of Council Tax Benefit (CTB) is vital to the success of any reform of

council tax, for the simple reason that it offers a potential solution to the problem of the
poor person living in the large house.  This person, usually cast as elderly and living on in
what was once the family home, is often seen as severe problem to any kind of property-
based tax.  Yet with CTB this should not be so because, provided their savings are not too
high and depending upon their exact level of income, this person’s council tax bill will be
met in full or part by this means-tested benefit.  Perhaps more importantly still, when the
council tax next goes up, CTB will take the strain for so long as their income remains
unchanged.

7.2. People on Housing Benefit receive CTB as of right.  But the key point is that, especially for
pensioners, there will be an entitlement to some CTB on incomes way above the minimum
guaranteed level.  For example, a pensioner couple with a net weekly income of £250
would be entitled to at least some CTB provided their council tax bill was above £780.  A
pensioner couple with a net weekly income of £300 would get some help provided their bill
was above £1,300.  These levels of income are well above those that count as poverty.  At
the very least, it is now a substantial minority of pensioners who are entitled to CTB.

7.3. CTB, however, faces two problems:

� Households on low but not very low income rapidly lose entitlement to CTB if they
have even modest amounts of savings.  At the risk of over-simplifying, savings of up to
£6,000 leave the entitlement based on household income unaffected.  But as savings
rise, so entitlement falls, disappearing altogether with savings above £16,000.

� The take-up of CTB is very low – around three-quarters overall, around two-thirds for
pensioners and below 50% for owner occupiers.  These take-up rates are way below
those for other benefits.

REVIEW OF THE SAVINGS LIMITS
7.4. The present CTB savings limits mean that it takes only £10,000 of saving (from £6,000 to

£16,000) to wipe out all entitlement to a benefit worth typically £1,000 a year.  This is both
punitive and a form of ‘taxation’ on small amounts of capital that does not apply ordinarily.

7.5. As part of the reform of council tax, therefore, these limits need to be raised.  How far
night they be raised?  Since CTB entitlement declines by 20 pence for each extra pound of
income, one approach would be to handle savings by reducing CTB in proportion to an
estimate of the income that those savings would yield.  On that basis, the limits could be
raised considerably, as far perhaps as £100,000 in order to wipe out a CTB entitlement of
£1,000 a year.  While that may seem too much, it implies that a doubling or even a trebling
of the present limits would not be obviously out of order.
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CTB AS A SYSTEM FOR DETERMINING MAXIMUM LIABILITY TO COUNCIL TAX
7.6. Despite being the means-tested benefit with the highest number of claimants, CTB receives

very little attention from policy-makers.  This certainly needs to change if council tax
reform is to work – and perhaps the thing that might spur interest in it is the rather
remarkable fact that the CTB system is algebraically equivalent to a form of local income
tax with a marginal tax rate of 20%.  Looked at like this, what a household actually pays is
the lesser of either its normal council tax bill, or this ‘maximum liability to council tax’
determined on the basis of the households’ income.  Appendix 3 explains this further.

7.7. An attractive idea would be to transform both the appearance and administration of the
CTB system (at least for those other than on housing benefit, for whom the present
arrangements make good sense) into one that openly determines a household’s maximum
liability to council tax on the basis of its income (and savings).  This change would do
nothing to alter either the algebra or the arithmetic of the underlying system or the amount
of ‘benefit’ that central government would have to pay to local government to make up for
the fact that not everyone pays the full amount of council tax.

7.8. This idea has major attractions under the headings of transparency and ease and efficiency
of administration.  The key to it is the fact that as ‘maximum liability’ depends only on a
household’s income (and savings) and on various thresholds set by the Chancellor of the
Exchequer.  Thus it can be calculated nationally, without the need to know either what
band the property is in or what local authority area.  As a result:

� ‘Maximum liability’ could be calculated by the Inland Revenue or the Pensions
Service.  Ideally, this should be done automatically, as part of the normal assessment of
income tax, or entitlement to pension credit, thereby avoiding the need for a separate
application.

� For pensioners at least, with stable and predictable incomes, the annual reassessment of
their maximum liability is trivial – unlike the annual reassessment of CTB.

� National organisations and national media can give clear, generally applicable guidance
about what the maximum liability is for a particular level of income and household
composition, in a way that they cannot with CTB.  This is bound to be an aid to wider
understanding and an encouragement to people to apply.

7.9. The aim of all of this would be to raise take-up, especially among the low income owner
occupiers who are the bulk of those not claiming their entitlement at the moment.  This is
the key group as far as council tax reform is concerned and making sure that the systems
which are supposed to protect their interests actually do so is vital.  But if government is
really to crack this problem, it has to accept that the problem that many of these people
have with CTB is not just a ‘lack of information’ but the way in which ‘seeking assistance’
is seen as demeaning.  This is fiercely resented – and in the case of a benefit to provide
relief from a tax, entirely unnecessary.  By administering it as a tax, individuals are
transformed from supplicants seeking relief, into taxpayers seeking an objective assessment
of the maximum amount they have to pay.  Algebraically it is all the same – but the power
relationship is subtly different, and people are left with their dignity intact.
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APPENDIX 1: SCENARIOS DISCUSSED IN THE PAPER

SCENARIO 1A: BASIC REVALUATION
Technical details
Current, national 8 band system is simply rolled forward, with the same multipliers and  with new
band limits rising in line with national average house price inflation – up 95%.  The tax-base
remains unchanged and therefore ANCT remains unchanged.

Upper Limits for New Bands, by region (£000’s)
A B C D E F G

Current 40 52 68 88 120 160 n/a
This option 80 100 130 170 230 310 620

Evenness of distribution
� Properties in bands below C: NW – 75%; SW – 38%; London – 6%.
� Change in RSG to three Northern and two Midland regions: +£430m.

Transparency
� Home goes up/down a band if value up/down by more than national average house

price inflation.
� 5½m homes go down one band or more: CT falls.
� 12m homes stay in same band: CT unchanged.
� 3m homes go up one band or more: CT rises.
� Overall: clear explanation for change in individual home’s band and CT bill.

Progressivity
� Average bill change for those in NW now in: A – no change; F – down 10%.
� Average bill change for those in SW now in: A – up 1%; F – up 2%.
� Average bill change for those in Inner London now in: C - up 15%; H - up 1%.
� Ratio of tax-base share of top fifth to bottom fifth: 2.05 (c.f. 2.07 now).
� Overall: more regressive than now, with no gains for current band A anywhere and G

and H in London doing better than elsewhere in London.
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SCENARIO 1B: BASIC REVALUATION WITH LOWER BAND LIMITS
Technical details
As scenario 1A (i.e. revaluation, eight national bands, current multipliers) except the band limits
are set at lower levels – up 75%.  Compared with scenario 1!, this has the effect of lifting more
properties up a band, thereby increasing the total number of band D equivalents, so lowering
ANCT by 5%.

Upper Limits for New Bands, by region (£000’s)
A B C D E F G

Current 40 52 68 88 120 160 n/a
This option 70 90 120 150 210 280 560

Evenness of distribution
� Properties in bands below C: NW – 70%; SW – 28%; London – 4%.
� Change in RSG to three Northern and two Midland regions: +£520m.

Transparency
� Home goes up if value up by national average house price inflation less 10%.
� 3m homes go down one band or more: CT falls.
� 10½m homes stay in same band: CT falls.
� 7m homes go up one band or more: CT rises.
� Overall: no clear explanation for change in individual home’s band and CT bill.

Progressivity
� Average bill change for those in NW now in: A – down 4%; F – down 8%.
� Average bill change for those in SW now in: A – down 2%; F – up 2%.
� Average bill change for those in Inner London now in: C - up 19%; H – down 4%.
� Ratio of tax-base share of top fifth to bottom fifth: 2.10 (c.f. 2.07 now).
� Overall: more progressive than now, with gains for current band A everywhere except

London; low/middle income Londoners face bigger rises than option 1; and bigger falls
in H.
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SCENARIO 2A: 10+ BAND REVISION, INCOME PROPORTIONAL MULTIPLIERS
Technical details

� Current, national 8 band system is rolled forward, with new band limits rising in line
with national average house price inflation – up 95%.  Bands A and G are split.

Upper Limits for New Bands, by region (£000’s)
A1 A2 B C D E F G1 G2

Current N/a 40 52 68 88 120 160 n/a 320
This option 40 80 100 130 170 230 310 440 620

� Current multipliers for A through F now apply to A2 through F.  New multipliers set in
line with ratio of average income in the band to average income in band D.

New Multipliers for new bands
A1 A2 B C D E F G1 G2 H

Multiple (no. of 9ths of band D) 5 6 7 8 9 11 13 16 20 25
Average band income as 9ths of
band D 5.6 6.1 7.3 8.1 9.0 10.5 12.8 16.0 17.7 25.2

Evenness of distribution
� Properties in bands below C: NW – 75%; SW – 38%; London – 6%.
� Change in RSG to three Northern and two Midland regions: +£650m.

Transparency
� Home goes up/down a band if value up/down by more than national average house

price inflation.
� 5½m homes go down one band or more: CT falls.
� 12m homes stay in same band: CT falls slightly (ANCT down 1%).
� 3m homes go up one band or more: CT rises.
� Overall: clear explanation for change in individual home’s band and CT bill.

Progressivity
� Average bill change for those in NW now in: A – down 9%; F – down 10%.
� Average bill change for those in SW now in: A –  down 2%; F – up 1%.
� Average bill change for those in Inner London now in: C - up 15%; H - up 39%.
� Ratio of tax-base share of top fifth to bottom fifth: 2.37 (c.f. 2.07 now).
� Overall: more progressive than 1B, with gains for current band A everywhere except

London; low/middle income Londoners still face big rise; but so too now does H.
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SCENARIO 2B: 10+ BAND REVISION, PROPERTY PRICE PROPORTIONAL
MULTIPLIERS
Technical details

� Current, national 8 band system is rolled forward, with new band limits rising in line
with national average house price inflation – up 95%.  Bands A and G are split.

Upper Limits for New Bands, by region (£000’s)
A1 A2 B C D E F G1 G2

Current N/a 40 52 68 88 120 160 n/a 320
This option 40 80 100 130 170 230 310 440 620

� Current multipliers for A through F now apply to A2 through F.  New multipliers set in
line with ratio of average income in the band to average income in band D.

New Multipliers for new bands
A1 A2 B C D E F G1 G2 H

Multiple (no. of 9ths of band D) 2 4.5 5.5 7 9 12 16 23 32 48
Av. band value as 9ths of band D 1.8 3.6 5.4 6.9 9.0 12.0 16.2 22.5 31.8 48.0

Evenness of distribution
� Properties in bands below C: NW – 75%; SW – 38%; London – 6%.
� Change in RSG to three Northern and two Midland regions: +£1,800m.

Transparency
� Home goes up/down a band if value up/down by more than national average house

price inflation.
� 5½m homes go down one band or more: CT falls if now in E or below; else rises.
� 12m homes stay in same band: CT falls if below, rises if above, D.
� 3m homes go up one band or more: CT rises if now in C or above; else falls.
� Overall: complicated explanation for change in bill; but system fundamentally simpler.

Progressivity
� Average bill change for those in NW now in: A – down 44%; F – up 6%.
� Average bill change for those in SW now in: A –  down 30%; F – up 30%.
� Average bill change for those in Inner London now in: C - up 18%; H - up 175%.
� Ratio of tax-base share of top fifth to bottom fifth: 5.0 (c.f. 2.07 now).
� Overall: far more progressive than 2A, with gains for current band A everywhere.

Low/middle income Londoners face big rise; but higher bands face bigger rises still.
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SCENARIO 3: 10+ REGIONAL BANDS; INCOME-RELATED MULTIPLIERS
Technical details

� 10+ band system as per options 2A and 2B, with income-related multipliers as per
option 2A.  Band limits set to reflect average regional house price inflation since 1991,
with additional uplift for the South West to address underlying horizontal inequity.
Note that one of the defining council tax principles, namely that property value means
same band everywhere, does not apply under this option.

Upper Limits for New Bands, by region (£000’s)
A1 A2 B C D E F G1 G2

Current N/a 40 52 68 88 120 160 n/a 320
NE, NW; Yorkshire 30 60 80 110 140 190 250 350 500
Yorkshire and H. 30 60 80 100 130 170 230 320 460
E. Midlands 35 70 90 120 150 200 270 380 540
W. Midlands 35 70 90 120 150 210 280 390 560
Eastern 40 75 100 130 170 230 300 430 610
SE 40 80 100 140 180 240 320 450 640
London and SW 45 90 120 160 200 280 370 520 740

Evenness of distribution
� Properties in bands below C: NW – 60%; SW – 50%; London – 15%.
� Change in RSG to three Northern and two Midland regions: +£80m.

Transparency
� A home goes up/down a band if value up/down by more than regional average house

price inflation.
� 3m homes go down one band or more: CT falls (if now in G or below).
� 15m homes stay in same band: CT falls slightly (now in F or below).
� 2½m homes go up one band or more: CT rises.
� Overall: fairly clear explanation for change in individual home’s band and CT bill,

although story in SW is more complicated.

Progressivity
� Average bill change for those in NW now in: A - down 6%; F - up 2%.
� Average bill change for those in SW now in: A - down 6%; F - down 8%.
� Average bill change for those in Inner London now in: C - up 4%; H - up 38%.
� Ratio of tax-base share of top fifth to bottom fifth: 2.32 (c.f. 2.07 now).
� Overall: more progressive than now, with fairly good outcomes for most low/middle

income homes.
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APPENDIX 2: VERTICAL AND HORIZONTAL EQUITY

VERTICAL EQUITY
By ‘vertical’ equity we mean the extent to which the amount of council tax paid as a proportion of
net income in one band compares with the proportion paid in another.  Clearly, such a concept can
only be used to refer to the average amount of council tax paid by a group of households (since
there is great variation between income and property value at the level of the individual
household).  Nevertheless, we think it is useful to help assess whether the multipliers set for the
different bands have any real justification to them.

The following table shows: first, average weekly household income by band for England under the
current system; second, that income expressed in relation to the band D average, expressed as a
number of 9ths; and third, the council tax band multipliers, also expressed as number of 9ths.  What
is most remarkable about this table is the degree to which the income ratios correspond to the
multipliers for each of bands B to F.

Net Weekly Household Income by band: England – and ratios: 8 band national1

A B C D E F G H
Net weekly average income £274 £342 £394 £457 £562 £675 £910 £1,520
As a number of 9ths of
band D 5.4 6.7 7.7 9.0 11.1 13.3 17.9 29.9
Current CT multiplier 6.0 7.0 8.0 9.0 11.0 13.0 15.0 18.0

The implication of this table is that to bring the multipliers into line with the average incomes,
requires reducing the multiplier in A to 5½ (from 6) and increasing the multipliers on G and H to
18 and 30.  It would also suggest that some increased progressivity in the other bands could be in
order, but in the interests of simplicity, we do not pursue that further here.  In practice, data on
band H is so scant that we are not inclined to follow the implications of these numbers slavishly.
On the basis of this information, we therefore implement an income-proportional multipliers as 5/9
for A1, 6/9 for A2, 16/9 for G1, 20/9 for G2, 25/9 for H and the current values for bands B through
F,

The income proportions under the 10 band, regional system (option 3) do differ slightly from those
in the national 8 (or 10) band system.  It does not make much difference though, as the following
table shows:

Net Weekly Household Income by band: England – and ratios: 10 band regional
A1 A2 B C D E F G1 G2 H

Net weekly average
income £289 £298 £371 £420 £478 £562 £675 £844 £935 £1,417
As a number of 9ths
of band D 5.4 5.6 7.0 7.9 9.0 10.6 12.7 15.9 17.6 26.7
Modelled CT multiplier 5.0 6.0 7.0 8.0 9.0 11.0 13.0 16.0 20.0 25.0
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HORIZONTAL EQUITY
By ‘horizontal’ equity we mean the extent to which the amount of council tax paid is the same
across the country for households on the same income.  As with ‘vertical equity’, and for the same
reason, such a concept can only be used to refer to the average amount of council tax paid by a
group of households.  Despite this, however, we believe that this is an important concept which
can provide a check on whether burden across the country for people in similar circumstances
either guidance or a check principle on which to help design a system of regional bands.

The following table shows the average income of households in each band in each region,
expressed as a percentage of the England average for the band in question.  The final column gives
the regional average.  A figure below 100% implies that the corresponding band/region is has low
income relative to tax while a figure above 100% implies the opposite.

Our reading of this table, which focuses really on the regional total as the only individual figures
of sufficient reliability, suggests strongly that the current arrangements adhere rather well to the
principle of horizontal equity – except in the South West, where the income is low relative to tax.

Net Household Income by Band and Region as % of England: Existing Situation1

A B C D E F G H Total
North East 98% 97% 106% 102% 97% -* -* -* 99%
North West 103% 105% 104% 101% 98% 92% 101% -* 102%
Yorkshire & the Humber 100% 107% 99% 97% 101% 89% 131% -* 101%
East Midlands 101% 106% 103% 105% 101% 91% 99% -* 102%
West Midlands 99% 102% 99% 108% 95% 95% 106% -* 101%
Eastern 97% 102% 105% 102% 98% 107% 106% -* 102%
London 92% 87% 96% 103% 103% 110% 99% 120% 99%
South East 102% 99% 102% 98% 103% 103% 100% 95% 101%
South West 95% 92% 91% 89% 94% 82% 79% -* 91%

By contrast, after basic revaluation, the previous high degree of horizontal equity has largely
disappeared, with the ratio of council tax to income being some 20% higher in the South West than
it is in the North West.

Net Household Income by band and region as % of England (see Exhibit 1)
 Post-Revaluation With Eight Bands
A B C D E F G H Total

North East 96% 111% 113% 116% 117% 101%
North West 104% 111% 112% 116% 111% 110% 107% 107%
Yorkshire & the Humber 103% 108% 109% 118% 112% 122% 138% 106%
East Midlands 100% 106% 108% 114% 110% 100% 105% 104%
West Midlands 99% 100% 104% 112% 104% 102% 113% 102%
Eastern 94% 99% 104% 105% 104% 110% 110% 102%
London 86% 80% 85% 91% 93% 95% 94% 105% 91%
South East 98% 95% 100% 99% 104% 104% 101% 99% 100%
South West 90% 87% 89% 90% 95% 85% 80% 89%
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APPENDIX 3: CTB AS A SYSTEM FOR DETERMINING ‘MAXIMUM
COUNCIL TAX LIABILITY’

Underneath the veneer of a means-tested benefit, the algebra of council tax benefit (CTB) works in
exactly the same way as a formula for determining a household’s ‘maximum liability to council
tax’ on the basis of its income:

� Up to a threshold level of income (determined elsewhere within the benefits system) this
liability remains zero.

� As income rises above that level, so the maximum liability rises by 20 pence for every pound of
income.

� What the household then actually ends up paying by way of council tax is either the full council
tax bill for their home, or the ‘maximum liability’, whichever is the lesser.

Looked at like this the CTB system is just a form of local income tax with a marginal rate of tax of
20 pence, albeit one that is heavily disguised.  The following table provides some examples to
show how it works, using a pensioner couple where at least one of them is aged 65 or over.  The
key to seeing the CTB system in this different way is to recognise that involves shifting attention
from that part of its normal council tax bill that the household does not have to pay (which is the
part covered by CTB) to that part of it which it does have to pay (which is its ‘maximum
liability’).

‘Maximum council tax liability’ approach: pensioner couples (at least one aged 65+)

Example 1 Example 2 Example 3 Example 4
Normal amount of council tax due £18.75 £18.75 £18.75 £22.50
Net income £155.80 £225.00 £275.00 £275.00
Threshold below which zero liability £175.00 £175.00 £175.00 £175.00
Excess of income over threshold N/a £50.00 £100.00 £100.00
Maximum council tax liability (20% of excess) £0.00 £10.00 £20.00 £20.00
Amount of council tax to pay £0.00 £10.00 £18.75 £20.00
Council Tax Benefit £18.75 £8.75 £0.00 £2.50


