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EXECUTIVE

SUMMARY

The UK faces a significant fiscal challenge in the
near future, partly due to the costs of Covid-19 but
also due to structural factors, such as our ageing
population, that predate the pandemic. As part of a
wider programme of work at Demos examining who
should pay for this, we have investigated whether
the UK government can raise more revenue from
businesses, without causing economic or political
problems.

In our previous report, A People’s Budget, the public
told us that any attempts to raise taxes on individuals
must be accompanied by efforts to raise taxes

on businesses too. If not, tax rises on the general
population will be deemed unfair and illegitimate by
the public.

Business rates currently raise over £30bn: a
significant amount of revenue that we should at least
look at the potential for increasing, given the UK's
fiscal challenges. However, our research - drawing on
20 interviews with tax directors or equivalent at large
businesses with UK operations - finds a number of
legitimate issues exist with the current business rates
regime. Only once these have been resolved can we
begin to consider increasing the tax take in a way
that would minimise the backlash from businesses.

But tinkering with the existing regime is not enough.
This may make life a little better for some businesses,
but it will not remove the blocks - primarily

political in nature - which we identified to raising
more revenue from commercial property. Only by
abolishing the business rates system and replacing

it with a new Landlord Levy can we unlock the scope
for higher revenues while simultaneously delivering
the practical fixes that the system needs.

While business rates are not the root of the problem
for high streets, a shift to a Landlord Levy will also
deliver a much-needed boost to brick-and-mortar
retailers. Our proposed system would have several
substantial benefits for retailers. It would shift the
administrative burden of paying business rates

from tenants to landlords, it would remove existing
disincentives to invest in buildings and it would
create a system of payments that better reflects
changing market values and economic conditions.

We therefore propose that:

Commercial landlords become responsible for
paying tax on commercial property - in place of
tenants, who pay under the current system.

The tax base for commercial property is based
on land values only, rather than the land value
and the building value combined.

The level of tax payable by a commercial
landlord is set and revalued regularly, with
reference to rental values.

This proposal would benefit businesses by fixing
fundamental flaws in the current system, and benefit
taxpayers by unlocking the potential for higher
revenues going forward. There are, inevitably, some
administrative issues and practical concerns to
address if this is to be implemented, but these are
not deal breakers.

The need to raise more revenue as we emerge from
Covid-19 shows that the time has come to abolish
business rates and introduce the Landlord Levy.



INTRODUCTION

The UK faces significant medium to long-term fiscal
challenges. In the long term, our ageing population
will require significantly higher public spending

as we move into the 2030s. In the medium term,
particularly in light of Covid-19, there will be strong
pressure to invest more in our public services. For
example, a recent study by the London School of
Economics and the Lancet estimates that spending
on health and social care must increase by £102bn
over the next decade to improve the UK’s health.

Given there is little public appetite for more austerity
- particularly after the heroic efforts of public servants
during the pandemic - tax rises are expected to

fill the gap once the immediate economic crisis of
the pandemic is over. Indeed, this is already the
government’s direction of travel, with this year's
Budget delivering the biggest tax rises for 28 years.?

In light of this, Demos is investigating how taxes
should be increased, as part of a wider programme
of work. Last year, we examined how taxes should
rise on individuals and made recommendations for
personal tax increases.? During this research, the
public repeatedly told us that any attempts to raise
taxes on individuals must be accompanied by efforts
to raise taxes on businesses too. Otherwise, tax rises
on the general population will be deemed unfair and
illegitimate by the public.

Given this, we have been investigating how higher
taxes should be levied on businesses. In our recent
report, Race to the Top, we laid out a strategy for
raising additional revenue by increasing corporation
tax rates, based on our conversations with leading
UK businesses.* We also found that increasing
revenue by raising Employers’ National Insurance
Contributions (ENICs) would be economically
damaging and unpopular, so we ruled out proposals
focused on this form of tax.

In this report, we address an alternative source

of increased revenue: business rates. Business

rates are a substantial form of tax for the Treasury,
worth around £30bn per year.® In addition, they are
relatively easy to collect and very difficult to avoid. In
this context, we should at least look at the potential
to increase business rates, given the need to raise
revenue to pay for the costs of Covid-19 and the
desire to avoid increases in less appropriate forms of
tax, such as employer’s national insurance and VAT.

In this report we present a blueprint for doing this,
one which involves abolishing the business rates
system and introducing a new Landlord Levy on
commercial premises. As with our previous work on
tax, our aim is to present reforms which benefit the
taxpayer and the Treasury, but also minimise the
backlash from UK businesses.

We draw on research and interviews we undertook
to understand the future of the business tax system.
These primarily focused on corporation tax - to
inform Race to the Top - but some of the interviews
also involved discussion of business rates. Our full
research base included:

Desk-based research

A roundtable with experts and businesses.

10 interviews with NGOs, independent experts and
accountancy firms.

20 interviews with tax directors or equivalent at
large businesses with UK operations. Interviews
were carried out during March and April 2021.

Interviewees are kept anonymous in this report, with
quotes attributed to industries alone, rather than to
specific businesses. These industries are defined in
broad terms to protect anonymity and are described
as:

Consumer Goods/Retalil
Services
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CHAPTER 1
WHAT'S WRONG
WITH THE CURRENT

SYSTEM?

The current business rates system has received
considerable criticism, with repeated calls for reform.
The loudest objections tend to be raised by retailers
and businesses with physical stores on high streets
across the UK. We identified four main objections

to the current business rates system, reflecting the
views of retailers and others. These objections are:

Business rates deter investment (especially
green investment) in buildings.

Business rates are insensitive to economic
conditions.

Business rates are too expensive, especially for
high street businesses.

Business rates create an uneven playing field,
which unfairly advantages online retailers over
their brick-and-mortar competitors.

In this section, we evaluate whether these objections
are reasonable: should they affect the practicalities
of any new system or are they ultimately erroneous
and/or unjustified?

OBJECTION 1: BUSINESS RATES DETER
INVESTMENT (ESPECIALLY GREEN
INVESTMENT) IN BUILDINGS.

It's often argued that business rates act as a
significant disincentive to invest in commercial

premises. This is because any investments made by
a business in their property will increase the rentable

value of the premises, which, in turn, will result in
higher rates being charged from the next revaluation
period onwards. Businesses commonly cite this as a
major flaw in the current system:

“Some respondents, many from the retail sector,
called for the removal of P&M [plants and
machinery] from all assessments.” (Business Rates
Review, HM Treasury) ¢

“We think that they should... remove some

of these disincentives to invest, like removing
plants & machinery from valuations.” (Business
Organisation)

This objection is frequently linked to green
investment decisions. Many businesses argue

that the current system discourages spending on
improvements to their properties that could improve
energy efficiency or reduce carbon emissions:

“[The current business rates regime] was seen
as a disincentive to green energy investment in
property...” (Business Rates Review, HM Treasury)

“If you want to put solar power on your factory,
you're disincentivised to do so, because your
business rates bill goes up as well.” (Business
Organisation)

Yes, this is a reasonable objection to the current
system. Improvements made by businesses to

6 HM Treasury. Business Rates Review: Interim Report. 2021. Available at

[accessed 19/05/2021]
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the buildings they rent will result in higher rates
being charged, which can be expected to create a
disincentive to invest in premises. This is especially
true at the margins, where concerns about the cost
of business rate rises may deter investments which
are less obviously cost effective.

This disincentive to invest is a significant problem,
for several reasons. First, there are straightforward
economic benefits to such investments:
improvements to commercial premises may create
new jobs and opportunities in the local economy.
Secondly, investments can enhance existing shops
and premises, potentially helping to revitalise high
streets through the development of better quality,
more attractive city centres for customers. Finally,
green investments in commercial property - from
solar panels to insulation - are of course a vital
component of the UK's push to achieve its targets for
net-zero.

Given this, any sensible reform of business rates
should seek to amend this feature of the current
regime.

OBJECTION 2: BUSINESS RATES
ARE INSENSITIVE TO ECONOMIC
CONDITIONS.

A second objection argues that business rates are
insensitive to changing economic conditions, leaving
ratepayers with tax burdens that are excessive when
compared to the current business environment.

Business rates are determined during revaluations
conducted by the Valuation Office Agency (VOA),
with the level of rates remaining steady until the next
revaluation takes place. The latest such revaluation
for England and Wales took place in 2017, but was
based upon property values from two years earlier,

in April 2015.7 This means that the level of business
rates paid by tenants today is still notionally based
on economic conditions from over six years ago.

The Chancellor's Covid-19 measures mean that rates
have been reduced sharply in the current crisis,

with businesses in the retail, hospitality and leisure
sectors receiving a two-thirds cut in rates until the
end of the current tax year.t But once these expire,
businesses will once again be paying full rates,
meaning that in 2022, rates will be based upon the
economic conditions of 2015. This is exactly the kind
of insensitivity cited by stakeholders as an issue:

7  HM Government. Business Rates: Revaluation. 2021. Available at
19/05/2021]

8 HM Government. Business Rates Relief. 2021. Available at
07/06/2021]

“What we also hear quite a lot about it is, again,
some of the challenges around aligning rates

to the wider economic conditions. So, one of

the things we’ve caught, for example, within

the business rates review submissions, has been
around creating a more flexible evaluation system,
similar to what you see in Holland and | think the
US as well.” (Business Organisation)

“Several stakeholders drew a link with the
valuations process, noting that annual revaluations
would help to more rapidly align the tax burden
with economic conditions...” (Business Rates
Review, HM Treasury)

This problem has been exacerbated by extensions
to previous revaluation cycles, meaning that rates
reflect economic conditions from even longer ago:

“Many respondents referred to delays with
previous revaluations and commented that this
had resulted in payment liability being based
upon outdated valuations.” (Business Rates
Review, HM Treasury)

The Government’s Business Rates Review also notes
that stakeholders are supportive of shorter cycles,
with revaluations perhaps taking place once every
three years:

“A majority of respondents expressed a
preference for more frequent revaluations. Of
those who expressed a preference for increased
frequency, the greatest number were in favour of
3 yearly revaluations.” (Business Rates Review,
HM Treasury)

Yes, this is a reasonable objection to the current
system. While rents themselves are fairly insensitive
to changes in economic conditions (because rent
reviews are infrequent), rates tend to be even more
insensitive. This is because business rates are based
upon an official assessment conducted by the VOA,
which means that they cannot be negotiated in the
same way that rents can - though of course appeals
are possible.

Rate revaluations are, simply, too infrequent and too
insensitive. When businesses in 2022 can expect

to pay rates that reflect the economic conditions

of 2015, it's clear there is a problem in the current
approach.

[accessed

[accessed
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To its credit, the government does recognise this. In
the 2017 Autumn Budget, they pledged to “reform
the revaluation cycle by increasing the frequency of
valuations to every three years following the next
revaluation”? - this is currently scheduled to take
place in 2023. So, any new proposal to reform the
rates system should either accept or go further than
this pledge: rates must be made more flexible,
reflecting the economic conditions that a business is
actually facing.

OBJECTION 3: BUSINESS RATES ARE
TOO EXPENSIVE, ESPECIALLY FOR HIGH
STREET RETAILERS.

One common objection is that business rates are
simply too burdensome. This argument suggests
that - even if the disincentives and inflexibilities built
into the current system were removed - business
rates would still impose far too high a cost upon
businesses, especially for high streets:

“A large number of respondents expressed the
view that the extensive reliefs regime is made
necessary by the high overall burden of business
rates.” (Business Rates Review, HM Treasury)

“So pre-Covid, if you took a mailbag test of the
biggest issues facing our members, business rates
would be at the top. And that’s not just tax, it's
across all business type issues... So probably it
would[nt] surprise you that our rules or approach
is to lower the overall burden on the businesses
from rates.” (Business Organisation)

This point was highlighted by many high street
retailers during our interviews. They noted both
the overall burden of business rates, but also the
significance of this cost when compared to other
forms of corporate taxation:

“It's a huge expense for us. Maybe £300 million
a year. It is a huge number for us.” (Consumer
Goods/Retail)

“We're a hybrid business, but we're a massive
bricks and mortar business and paying a shedload
of business rates, so it's the biggest single tax cost
in our business.” (Consumer Goods/Retail)

“It's the biggest tax we pay... from a business
rates perspective not many of the countries we
operate in have a similar thing.” (Consumer
Goods/Retail)

“Rates put up the cost of having that physical
presence, and businesses have to work out
whether the rents they can generate from their
business are sufficient to cover those. Yes or no,
isn’t it? And there seems to be a lot of people
saying, it's no at the moment...” (Services)

This objection is largely unreasonable. The economic
theory suggests that the burden of business rates
and commercial rents on high street businesses

is relatively fixed in the long run. This is because

any cut in rates leads to an increase in demand for
commercial space, as it becomes more attractive and
affordable to retailers. In the long-term, this higher
demand means that commercial landlords are able
to charge higher prices for this commercial space -
i.e. an increase in rents. As a result, the long-term
effect of any cut in rates is negligible for tenants, as
landlords raise rents in response to any reduction in
the burden of business rates.

Crucially, the theory appears to be borne out in
reality too. For example, Bond et al examined

the impact of changes to business rates on 3000
commercial premises in the UK. This research
found that: “increases in non-domestic rates put
downward pressure on rents, whilst decreases in
non-domestic rates put upward pressure on rents.” ™
In other words, the cut in business rates led to
higher demand for commercial premises, meaning
that landlords raised the prices (i.e. rents) paid by
tenants. The empirical evidence appears to match
the theory.

So, the objection raised is almost correct. It is true
that the combined burden of rates and rents can

be too high for commercial tenants. But it is not

the level of rates that creates this problem: as the
evidence shows, if rates are reduced then tenants will
simply pay more in rents, eventually. The real source
of the problem relates to the economics of prime
retail space: these are expensive premises which may
simply be too costly for many businesses to rent.

However, while business rates are not the primary
driver of pressures on the high street, some
elements of how they currently operate do harm
businesses. The inflexibility of the rates system and
the investment disincentives built into the current
regime - see Objections 1 and 2 - are problematic.
These smaller issues need to be addressed in any
new system.

9  HM Government. Business Rates: Delivering More Frequent Revaluations - Summary of Responses. 2018. Available at

19/05/2021]

[accessed

10  Bond, S. et al. Who Pays Business Rates? Institute for Fiscal Studies. 1996. Available at

[accessed 07/06/2021]


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/689236/Business_rates_revaluations.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/689236/Business_rates_revaluations.pdf
https://ifs.org.uk/fs/articles/fsbondetal.pdf

But it remains the case that, even if business rates
aren't really the main threat to the high street, they
are often seen as the issue by retailers.

And this perception is a significant problem for the
government. In fact, the prevalence of this objection
is one of the defining flaws in the current business
rates system. It ensures that it is politically toxic to
defend rates and, more importantly, it is politically
impossible to even suggest that they might be a
source of additional tax revenues. Our proposal
seeks to remove this long-standing political obstacle,
in an attempt to help identify where business

taxes could be increased to address the UK'’s fiscal
challenges.

OBJECTION 4: BUSINESS RATES CREATE
AN UNEVEN PLAYING FIELD, WHICH
UNFAIRLY ADVANTAGES ONLINE
RETAILERS.

The final objection we identified is that business
rates unfairly burden brick-and-mortar retailers, by
creating an uneven playing field that benefits online
competitors against their physical counterparts.
Some businesses we interviewed were often
concerned by this perceived issue:

“[We will] do the right thing as a corporate
citizen, but we also want a level playing field,
and we're back to anything you mentioned there
that doesn’t impact an online sales business, it
disadvantages us.” (Consumer Goods/Retail)

“So, you've got a lot of online businesses such
as Amazon, who are operating from distribution
centres and pay a very, very small fraction of the
business rates that we would pay.” (Consumer
Goods/Retail)

This issue is only heightened by the impact of the
pandemic and the increased rise of towards online
retailing:

“So why should you have... traditional retailers
paying 10 times the multiple of someone like
Amazon, whose business is rapidly developing
through Covid for example.” (Consumer Goods/
Retail)

“The review that’s going on at the moment
around business rates, actually has become more
urgent, in the pandemic, so you're seeing a lot of

businesses who are bricks and mortar essentially,
being hit harder than maybe digital type firms.”
(Business Organisation)

Given this, some businesses are supportive of new
taxes for online retailers. This is often perceived as
helping to balance out the burden of business rates
on physical retailers:

“Some respondents argued that an online sales
tax would be an opportunity to ‘level the playing
field" so that online retailers pay a tax on doing
business where benefit is derived...” (Business
Rates Review, HM Treasury)"

No, this is not a reasonable objection. In part,
this is because of the argument made in response
to Objection 3. A decision to reduce - or even

to abolish - business rates would not protect the
high street. Instead, reducing rates would increase
demand for commercial space, leading to higher
rents for landlords but a lower tax take. In other
words, the costs facing high streets reflect the
economics of the market for commercial space,
rather than being a consequence of a tax system
which is simply too punitive.

In addition, the assumption that online retailing

has extremely high margins (in contrast to offline
shopping) is unconvincing. Several businesses we
interviewed emphasised that online retailing often
operates on fairly slim margins, reflecting the cost of
delivery, the ease of online price comparisons, and
competition from other firms, which occurs online

as much as it does offline. There is, perhaps, an
unhelpful conflation of online retail, which is often
low margin, with the selling of particular high margin
goods produced by major technology firms, such as

Apple.

This is not to ignore other issues facing the high
street and the tax system - around corporation tax or
the Treasury’'s need to effectively raise revenue from
global technology firms - which we addressed in

our recent report, Race to the Top.'> However, those
issues are separate from calls to reform the business
rates system, the focus of this paper.

11 HM Treasury. Business Rates Review: Interim Report. 2021. Available at

[accessed 19/05/2021]

12 Sweetland, J., Seaford, C. and Glover, B. Race to the Top: A New Corporate Tax Deal for the UK. Demos, 2021. Available at
[accessed 07/06/2021]
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CHAPTER 2
FIXING THE SYSTEM

The objections raised in Chapter 1, coupled with the
need to increase the business tax take to address
the UK’s fiscal challenges, demonstrates that the
existing system of business rates is unsustainable. In
response, we propose an overhaul which will address
the reasonable concerns cited by business - around
insensitivity, investment disincentives, and the high
street - while opening the door for an increase in
revenue from this important source of tax.

Our goal is to deliver a politically plausible solution.
So, while this proposal will indeed aid the Treasury,
by unlocking the possibility of higher revenues
through raising rates, it also offers businesses

a 'deal’ in return. Our proposal would create a

new commercial land tax regime, which is more
flexible, removes the investment disincentives built
into the current system and reduces some of the
pressure on high streets. By offering something to
businesses and to the government in order to reach
a compromise which can prove mutually beneficial,
our proposal seeks to build consensus.

OUR PROPOSAL

Under our proposal for a Landlord Levy:

Commercial landlords become responsible for
paying tax on commercial property - in place of
tenants, who pay under the current system.

The tax base for commercial property is based on
land values only, rather than the land value and the
building value combined.

The level of tax payable by a commercial land is
set and revalued regularly, with reference to rental
values.

11

Under the current system, rates are charged to
tenants directly. They are responsible for paying
rates, appealing revaluations (where appropriate)
and applying for various kinds of relief. This is
burdensome and time-consuming, especially so
for smaller businesses, who may lack the expertise
needed to navigate an often highly complicated
system.

This also creates a political problem: as rates are
levied on tenants, it appears to many that retailers
are struggling because of the rates system itself.
This is not actually the case. As we have noted,

the total value of rates and rents is relatively fixed
over time, meaning that a reduction in rates can be
expected to lead to an increase in rents, eventually.
This is why cutting rates, as sometimes proposed,
would not benefit retailers and would instead offer
a windfall gain to commercial landlords. However,
because tenants pay rates, it appears that rates are
the problem. This makes any call for an increase in
business rates politically untenable, as it is perceived
as an attack on the high street.

Our proposal would help resolve this. We would
place the responsibility for paying rates on landlords,
rather than tenants. This would reduce complexity
and the administrative burden facing retailers -
benefiting smaller businesses in particular. But most
importantly, it would align the payment of rates with
the incidence of rates - i.e. on the landlord. This will
reduce the political price of calling for higher rates,
given that commercial landlords lack the popular
support that high street retailers enjoy. This opens up
the possibility that rates could be increased, to help
address the UK's fiscal challenges.



The current business system is flawed, in part
because it charges rates on the value of both
buildings and land. The problem this creates, as
outlined in Chapter 1, is simple. If an increase in the
building’s value leads to higher rates for a tenant,
then there is a strong disincentive to invest in
improvements to premises.

Our proposal deals with this problem by levying
rates solely on the value of land, rather than the
value of buildings and land combined. Identifying
the land value can be achieved by comparing the
rental value of a plot of land and the buildings

on it with the rental value of very similar land and
buildings in the cheapest area.

One often hears that delivering such a system of
land valuations is impossible. We reject this claim,
for two reasons. First, cogent and detailed blueprints
for delivering land valuations already exist. A
notable example is the full methodology laid out
by Dixon et al. in their proposal for a Commerecial
Landowner Levy." Their model bases valuations on
a combination of VOA and HMRC data, publicly
available information on commercial rents and
purchases, and prices for vacant plots. Second,
there are many land value taxes in operation in
other countries around the world - for example in
Denmark, Estonia and throughout Australia.™

A more UK-focused objection relates to the Land
Registry, the government database of property
ownership in England and Wales which would

help deliver any land value calculation. Critics of
proposals like ours often claim that the Land Registry
is simply not complete enough to meet this task.
This may be a reasonable problem at present, but
there is no reason this cannot be addressed through
additional resources. Indeed, the Land Registry
already has coverage of the vast majority of land

in England and Wales: around 87% in total, as of
2019." Enhancing and updating the Land Registry to
reach this final 13% is important - but it is clearly not
an insurmountable barrier to change.

A final question relates to how business rates should
be levied on empty properties. Today, landlords are
generally liable to pay rates on their premises when
no tenant is in place. However, there is an initial

three-month relief period, in which landlords are
exempt from paying rates after a tenant has left the
property empty. This relief comes at substantial cost,
with taxpayers losing out on around £1bn per year in
total.™®

This relief also increases the bargaining strength of
landlords against their tenants, as the incentive to
keep a tenant in place is far lower than if full rates
were payable once a property became vacant. This
makes it easier for landlords to charge higher rents,
harming high street retailers, but also provides
landlords with a short-term subsidy for holding
empty premises. Therefore, our proposal calls for
these reliefs to be abolished, to benefit tenants and
to play a small part in revitalising the high street, by
reducing the incentive for landlords to hold empty
shops.

The infrequency of rate revaluation is widely
acknowledged as an issue with the current system.
The government, to its credit, has responded to this
and is moving towards a three-year revaluation cycle
from 2023 onwards. This is a valuable development,
one which would ensure that rates paid match
current economic conditions more closely.

However, our proposal goes further by calling for
annual revaluations. Under the government’s plan
for a three-year cycle, rates will continue to diverge
substantially from economic conditions. This is
because revaluations are based on market values
from two years prior - e.g. the 2017 revelation was
based on 2015 rateable values. This means that,
even under a three-year cycle, rates quickly become
out-of-date.

By contrast, annual revaluations will guarantee

rates are flexible, responding much more quickly to
changes in market conditions - if the past year has
shown anything, it is that a great deal can change

in 12 months. This change will, of course, place a
higher burden on the Valuation Office Agency (VOA),
meaning that more resources will be required to
deliver annual revaluations. But it remains a wise
investment.

In summary, our proposal delivers the following
changes:
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WHO PAYS?

RATES

CHARGED ON?

WHAT ARE

WHEN
ARE RATES
ASSESSED?

WHAT ABOUT
EMPTY
PROPERTIES?

OUR PROPOSAL | andlords Land only Annually Exemptions for
empty properties
are scrapped

CURRENT SYSTEM  Tenants Building value Every five years | Landlords receive

and land value
(combined)

currently. Every
three-years from
2023

100% exemption
from paying rents
for three months

HOW DOES OUR PROPOSAL BENEFIT
HIGH STREETS?

As we noted in Chapter 1, the major challenges
facing the high street are largely unrelated to
business rates, reflecting changes in consumer
preferences and the high rental prices that prime
commercial retail space commands. Thus, even
though our proposal does not recommend a

cut in rates (for the reasons laid out in response
to Objection 3 earlier), it still offers significant
advantages for high street retailers.

The removal of buildings from the calculation of
rateable value removes the disincentive to invest, in
turn encouraging high street shops to improve their
premises and attract customers. The shift to annual
revaluations creates a more responsive system,
replacing the current model where brick-and-mortar
retailers can be charged far in excess of what current
market conditions might suggest is reasonable. Rates
will also be paid by landlords directly, minimising the
administrative burden facing tenants, especially small
businesses. Finally, our proposal to scale back reliefs
for landlords on empty properties will benefit high
street retailers too, by strengthening their hand when
negotiating rents with landlords, who will now have a
far greater desire to retain their tenants.

HOW DOES IT ALIGN WITH WHAT OTHERS
HAVE ARGUED FOR?

Our proposal would represent a major reform to the
current business rates regime. It would change who
pays rates, by shifting the burden from tenants to
landlords. It would change what rates are levied on,
evaluating land values only, rather than buildings
and land combined. And it would change how
frequently rates are calculated, by moving to annual
revaluations.

But, while this is a significant shift, our proposal has a
long political heritage. Ideas like ours reflect a broad
base of support for efforts to abolish business rates
and tax commercial land values instead. Crucially,
this support extends across the political spectrum.

In 2018, the Liberal Democrats called for a
Commercial Landowner Levy to replace business
rates; this work in particular has shaped our
proposal.” In recent times, the Green Party has also
called for a land value tax.” The Labour Party’'s 2019
manifesto also pledged to “... review the option

of a land value tax on commercial landlords as an
alternative.”"
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At the time, the Labour Party’s proposal was met with
criticism from the Conservatives and in parts of the
media, and was labelled a ‘garden tax’.? But calls for
a tax on land values are not exclusive to the political
centre or left. In fact, much of the support for this
change comes from independent and right-leaning
think tanks and organisations.

The independent Institute for Fiscal Studies has long
promoted a land value tax as a superior alternative
to the business rates regime - first endorsing it in
the Mirrlees Review in 2011, but repeating their
endorsement in 2019, for example.?’ On the right,
the Adam Smith Institute has advocated for this
policy - noting in particular “the confusion that the
current system produces” in public discussion.?? The
Centre for Policy Studies has also endorsed a new
approach in line with our plan, describing business
rates as “outdated and inefficient” and calling for
land values (rather than buildings) to determine taxes
paid.?® The same argument has been made by the
centre-right think-tank Bright Blue, in recent years.?

The point is not simply that there is consensus
around the problems with the business rates system
- though broadly speaking, there is. What this shows
is that there is appetite from across the political
spectrum for similar solutions too.

WHY NOW?

It's clear that there is a long history of support for
ideas like ours and that this support comes from
across the political spectrum. But why is this the time
for change?

From the perspective of the government, the major
difference is the context of Covid-19. The UK already
faced fiscal challenges pre-pandemic - around our
ageing population and other structural issues - but
the pandemic has added a new urgency to these
issues. Paying for the cost of Covid-19 will require
raising more revenue from business taxation and, as
our research shows, corporation tax - as we argued
in Race to the Top - and business rates, if reformed
along the lines set out in this paper, appear the least
damaging sources of new revenue.

But other events also make this an opportune
moment. The Treasury is currently conducting its
Business Rates Review, looking at the flaws in the
current system and consulting with a wide range of
businesses across different industries. The Chancellor
has introduced new, time-limited reliefs, designed

to minimise the burden of business rates throughout
the pandemic. As the review ends and as these
reliefs expire, we face a natural breakpoint for the
government to announce a programme of reform.

Finally, the wider impact of Covid-19 has brought
greater focus to longstanding issues facing bricks-
and-mortar retailers. The surge of online shopping
and home delivery over the past year has revived
discussion about the decline of the high street,
especially if these pandemic trends are here to
stay. A proposal like ours, which aims to incentivise
investment in physical shops and create a far more
flexible commercial land tax system, would give the
government something to offer high street retailers
who are struggling in the current economic climate.
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RECOMMENDATIONS

The UK faces an extraordinary fiscal challenge in the
near future, partly due to the costs of Covid-19 but
also due to structural factors, such as our ageing
population, that predate the pandemic. As we have
argued in our other report looking at corporation
tax, Race to the Top, while the government needs
to raise additional revenue to pay for these fiscal
challenges, it should aim to do so in a way that
minimises the backlash from businesses.? In other
words, we need a new ‘deal’ across the business tax
system: this should include business rates too.

Rates currently raise over £30bn: a significant
amount of revenue that we should at least look at
the potential for increasing, given the UK's current
and long-term fiscal challenges. Our research finds,
however, that a number of political and economic
issues exist with the current business rates regime.
Only once these have been resolved can we increase
the tax take. To achieve this requires business rates
to be abolished and replaced with a new Landlord
Levy:

A tax on commercial land values, paid by landlords,
with the level of tax revalued on an annual basis

This would be different from the existing rates
regime in three main ways:

Rates would shift from being paid by tenants to
being paid by landlords

Landlords would become responsible for

paying rates, applying for reliefs, and appealing
revaluations, if necessary. By shifting the burden
from retailers to landlords, our proposal helps tackle
the political toxicity of business rates, which are so
often presented as ‘killing the high street’. Instead,
by charging landlords, our proposal could unlock
the scope for rates to be increased in future, to help
address the UK's fiscal challenges.

Rates would be charged on commercial land
values only, rather than the value of land and
buildings combined

Under the current system, rates are levied on
commercial land values and the value of premises
combined. If businesses decide to improve their
properties - to attract customers, cut costs or make
green investments - then the value of their building
rises, meaning that they are met with a higher rates
burden at the next revaluation.

This deters businesses from making investments
which could benefit themselves and the wider
economy, through creating new jobs and
opportunities. It also hampers progress on
sustainability: businesses are clear that this
disincentive to invest prevents them from spending
on projects aligned with commitments to net-zero.
Our proposal removes this problem, by levying rates
solely on land values, to ensure that investments
and improvements made by business are no longer
punished with higher rates.

Rates would be set annually, rather than operating
through a five or three-year revaluation cycle

Our proposal would see the level of rates set
annually, in contrast to the current system, where
they are assessed through a five-year revaluation
cycle (dropping to three years from 2023). This will
ensure that rates are much more flexible and are
more closely tied to the current economic conditions
facing businesses, rather than reflecting land values
from several years ago.

This will place a higher burden on the Valuation
Office Agency (VOA), meaning that more resources
will be required. It will also mean more investment
to complete and update the Land Registry. But
together, this is a shrewd investment to make, as it
resolves one of the key issues which businesses have
identified with the current rates system.
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We also recommend:

Eliminating the business rates’ relief which landlords
can claim for empty premises

Currently, landlords are fully exempt from paying
business rates for the first three months that a
property stands vacant. By eliminating this relief, we
would strongly incentivise landlords to retain their
tenants, perhaps by cutting rents.

This will strengthen the hand of tenants in
negotiations with landlords and will reduce the
chance of high street premises remaining empty. It
will also yield its own financial benefits, given that
this relief costs the taxpayer around £1bn per year at
present.
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Licence to publish

Demos - Licence to Publish

The work (as defined below) is provided under the terms of this licence ('licence’). The work is protected by
copyright and/or other applicable law. Any use of the work other than as authorized under this licence is
prohibited. By exercising any rights to the work provided here, you accept and agree to be bound by the terms
of this licence. Demos grants you the rights contained here in consideration of your acceptance of such terms
and conditions.

1 Definitions

a 'Collective Work’ means a work, such as a periodical issue, anthology or encyclopedia, in which the Work in its
entirety in unmodified form, along with a number of other contributions, constituting separate and independent
works in themselves, are assembled into a collective whole. A work that constitutes a Collective Work will not
be considered a Derivative Work (as defined below) for the purposes of this Licence.

b ‘Derivative Work’ means a work based upon the Work or upon the Work and other pre-existing works, such as
a musical arrangement, dramatization, fictionalization, motion picture version, sound recording, art reproduction,
abridgment, condensation, or any other form in which the Work may be recast, transformed, or adapted, except
that a work that constitutes a Collective Work or a translation from English into another language will not be
considered a Derivative Work for the purpose of this Licence.

¢ 'Licensor’ means the individual or entity that offers the Work under the terms of this Licence.

d ‘Original Author’ means the individual or entity who created the Work.

e 'Work’ means the copyrightable work of authorship offered under the terms of this Licence.

f "You’ means an individual or entity exercising rights under this Licence who has not

previously violated the terms of this Licence with respect to the Work, or who has received

express permission from Demos to exercise rights under this Licence despite a previous

violation.

2 Fair Use Rights

Nothing in this licence is intended to reduce, limit, or restrict any rights arising from fair use,
first sale or other limitations on the exclusive rights of the copyright owner under copyright law
or other applicable laws.

3 Licence Grant

Subject to the terms and conditions of this Licence, Licensor hereby grants You a worldwide, royalty-free, non-
exclusive, perpetual (for the duration of the applicable copyright) licence to exercise the rights in the Work as
stated below:

a to reproduce the Work, to incorporate the Work into one or more Collective Works, and to

reproduce the Work as incorporated in the Collective Works;

b to distribute copies or phono-records of, display publicly, perform publicly, and perform publicly by means of
a digital audio transmission the Work including as incorporated in Collective Works; The above rights may be
exercised in all media and formats whether now known or hereafter devised. The above rights include the right
to make such modifications as are technically necessary to exercise the rights in other media and formats. All
rights not expressly granted by Licensor are hereby reserved.

4 Restrictions

The licence granted in Section 3 above is expressly made subject to and limited by the following restrictions:

a You may distribute, publicly display, publicly perform, or publicly digitally perform the Work only under the
terms of this Licence, and You must include a copy of, or the Uniform Resource Identifier for, this Licence with
every copy or phono-record of the Work You distribute, publicly display, publicly perform, or publicly digitally
perform. You may not offer or impose any terms on the Work that alter or restrict the terms of this Licence or
the recipients’ exercise of the rights granted hereunder. You may not sublicence the Work. You must keep intact
all notices that refer to this Licence and to the disclaimer of warranties. You may not distribute, publicly display,
publicly perform, or publicly digitally perform the Work with any technological measures that control access or
use of the Work in a manner inconsistent with the terms of this Licence Agreement. The above applies to the
Work as incorporated in a Collective Work, but this does not require the Collective Work apart from the Work
itself to be made subject to the terms of this Licence. If You create a Collective Work, upon notice from any
Licensor You must, to the extent practicable, remove from the Collective Work any reference to such Licensor
or the Original Author, as requested.
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b You may not exercise any of the rights granted to You in Section 3 above in any manner that is primarily intended
for or directed toward commercial advantage or private monetary compensation. The exchange of the Work for
other copyrighted works by means of digital file sharing or otherwise shall not be considered to be intended for
or directed toward commercial advantage or private monetary compensation, provided there is no payment of
any monetary compensation in connection with the exchange of copyrighted works.

c If you distribute, publicly display, publicly perform, or publicly digitally perform the Work or any Collective
Works, you must keep intact all copyright notices for the Work and give the Original Author credit reasonable to
the medium or means You are utilizing by conveying the name (or pseudonym if applicable) of the Original Author
if supplied; the title of the Work if supplied. Such credit may be implemented in any reasonable manner; provided,
however, that in the case of a Collective Work, at a minimum such credit will appear where any other comparable
authorship credit appears and in a manner at least as prominent as such other comparable authorship credit.

5 Representations, Warranties and Disclaimer

a By offering the Work for public release under this Licence, Licensor represents and warrants that, to the best
of Licensor's knowledge after reasonable inquiry:

i Licensor has secured all rights in the Work necessary to grant the licence rights hereunder

and to permit the lawful exercise of the rights granted hereunder without You having any obligation to pay any
royalties, compulsory licence fees, residuals or any other payments;

ii The Work does not infringe the copyright, trademark, publicity rights, common law rights or any other right of
any third party or constitute defamation, invasion of privacy or other tortious injury to any third party.

b Except as expressly stated in this licence or otherwise agreed in writing or required by applicable law, the
work is licenced on an ‘as is’ basis, without warranties of any kind, either express or implied including, without
limitation, any warranties regarding the contents or accuracy of the work.

6 Limitation on Liability

Except to the extent required by applicable law, and except for damages arising from liability to a third party
resulting from breach of the warranties in section 5, in no event will licensor be liable to you on any legal theory
for any special, incidental, consequential, punitive or exemplary damages arising out of this licence or the use
of the work, even if licensor has been advised of the possibility of such damages.

7 Termination

a This Licence and the rights granted hereunder will terminate automatically upon any breach by You of the
terms of this Licence. Individuals or entities who have received Collective Works from You under this Licence,
however, will not have their licences terminated provided such individuals or entities remain in full compliance
with those licences. Sections 1, 2, 5, 6, 7, and 8 will survive any termination of this Licence.

b Subject to the above terms and conditions, the licence granted here is perpetual (for the duration of the
applicable copyright in the Work). Notwithstanding the above, Licensor reserves the right to release the Work
under different licence terms or to stop distributing the Work at any time; provided, however that any such
election will not serve to withdraw this Licence (or any other licence that has been, or is required to be, granted
under the terms of this Licence), and this Licence will continue in full force and effect unless terminated as stated
above.

8 Miscellaneous

a Each time You distribute or publicly digitally perform the Work or a Collective Work, Demos offers to the
recipient a licence to the Work on the same terms and conditions as the licence granted to You under this Licence.
b If any provision of this Licence is invalid or unenforceable under applicable law, it shall not affect the validity
or enforceability of the remainder of the terms of this Licence, and without further action by the parties to this
agreement, such provision shall be reformed to the minimum extent necessary to make such provision valid and
enforceable.

¢ No term or provision of this Licence shall be deemed waived and no breach consented to unless such waiver
or consent shall be in writing and signed by the party to be charged with such waiver or consent.

d This Licence constitutes the entire agreement between the parties with respect to the Work licenced here.
There are no understandings, agreements or representations with respect to the Work not specified here. Licensor
shall not be bound by any additional provisions that may appear in any communication from You. This Licence
may not be modified without the mutual written agreement of Demos and You.
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DEMOS

Demos is a champion of people, ideas and
democracy. We bring people together. We bridge
divides. We listen and we understand. We are
practical about the problems we face, but endlessly
optimistic and ambitious about our capacity,
together, to overcome them.

At a crossroads in Britain’s history, we need ideas
for renewal, reconnection and the restoration of
hope. Challenges from populism to climate change
remain unsolved, and a technological revolution
dawns, but the centre of politics has been
intellectually paralysed. Demos will change that. We
can counter the impossible promises of the political
extremes, and challenge despair - by bringing to
life an aspirational narrative about the future of
Britain that is rooted in the hopes and ambitions of
people from across our country.

Demos is an independent, educational charity,
registered in England and Wales. (Charity
Registration no. 1042046)

Find out more at www.demos.co.uk
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