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The reasons why wealth needs to be subject to additional taxation has been discussed
in another Tax After Coronavirus (TACs) post, with all links being supplied there and so
it will not be repeated here.

What was also discussed in that post was that the necessary short term changes to
wealth taxation fall into three groups. They are, firstly, to equalise tax rates on
equivalent sources of income or allowances. Second, it is by reconsidering those things
that should be taxed that are not but might be if the goal of greater equality is to be
achieved, and vice versa. In other words, those parts of available tax bases subject to
exemptions and reliefs need to be reviewed. Third, it is about creating a more
progressive tax system by changing tax rates without challenging, as far as possible,
the first objective.

Reforming council tax 

Council tax is the main tax charged by local authorities in the UK. This commentary
relates only to that part of the tax paid by households and does not concern the charge
to business.

The comments made here relate only to England and Wales: different arrangements
apply in Scotland and Northern Ireland and those in Wales do differ in some ways from
those in England.

Council tax was introduced in haste in 1992 in Scotland and 1993 in England and
Wales. It replaced the deeply unpopular community charge, or poll tax, which had, in
turn, replaced local rates in England and Wales in 1990. Unlike the rates system, which
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was supposedly based on the rental value of a property the council tax is, again
supposedly, based on the property's market value, albeit that which it had in 1992
(even if it had not been built then).

In England every property is allocated to one of eight tax bands (A to H): there are nine
bands in Wales (A to I). This allocation is based on the deemed value of the
property in 1992. The higher the value of the property, the higher is the tax
band to which it is allocated, although all properties valued above £320,000
are in band H (or I in Wales).

By law band A tax owing has to be one-third of the tax due on Band H in
England.

The average Band D council tax in England - which is the average sum due - 
has changed as follows over the last decade:

Increases in recent years have considerably exceeded inflation rates.

The taxes due in each valuation band are always related to those due on Band
D, according to the following formula:

This is where the issue becomes very significant for the purposes of wealth
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taxation. What is readily apparent to even the most casual observer is that to
run a taxation system based on 1992 property values makes no sense: the
opportunities for the wrong tax rates being paid is enormous. This tax is by
no means as efficient as many claim as a result.

Second, it is readily apparent that income and wealth inequality in the UK
does not work on the ratio of those with the highest income or wealth having
no more than three times that which those with the lowest income or wealth
have. Median wages in the UK are around £30,420. But, over 900,000 people
in the UK have taxable income of more than £100,000 a year. 

It is apparent that there is a massive disparity in earnings in this country. In
the case of wealth the disparities are even greater.

In that case council tax is deeply regressive simply because insufficient
progressiveness is designed into it.

Potential reform

There are three very obvious immediate reforms that are possible to council tax.

First, there could be a revaluation. Online data now permits this with ease and low cost,
subject to appropriate appeals procedures.

Second, the idea of eight or nine bands has to be abandoned. There is no reason why
another eight or more could not be added at the top end, increasing the sums due on
high-value properties quite considerably, and providing a better basis for the taxation of
wealth (with those in retirement being allowed to roll up liabilities until death).

Third, more bands and exemptions are required at lower level: it is wrong that
households likely to have very low income should pay two-thirds of the sum due on an
average house when they are unlikely to have the capacity to pay that sum, whilst
those with low incomes and who are on essential benefits should be exempted from this
tax, which is not universally the case at present.

In the longer term the tax needs replacement: it is almost certainly the case that a land
value tax is fairer and more efficient. But in the shorter-term the reforms noted could
address a great deal of the inequality that this case creates.
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