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Liberal Democrat tax plans
What lies beneath
The small print of the Liberal Democrats’ new tax plans reveals:
· New pensions tax
· Local income tax
· New house price tax

· New bin taxes

· Stealth hike in inheritance tax

· New land tax on business

Local income tax – hitting families
Liberal Democrats plan to increase the burden of income tax, by introducing a local income tax on both the basic and higher rates of income tax.

Liberal Democrats remain attached to their plans for a local income tax. Although they claim they would reduce the national rate of income tax by 4 pence, this only applies to the basic rate (Reducing the Burden, p.6).
Yet local income tax is charged on all income above the personal allowance. They state that the top marginal rates of income tax will now be in close to 45 per cent, admitting, ‘the effective combined top marginal rate of tax would be 40 per cent income tax, plus 1 per cent NI plus LIT – giving a likely figure in the mid-forties which would be somewhat higher than at present in the UK’ (Fairer, Simpler, Greener, p.17).

Liberal Democrats say that the average rate of LIT will be 3.5 per cent. Yet many areas will face even higher bills, reflecting the inefficiency or efficiency of the council, their spending decisions and the local funding settlement from central government.  Liberal Democrats confirm this. ‘It may be that areas which currently have very high council taxes will have a slightly higher local income tax rate’ (Liberal Democrats, Labour’s unfair council tax: the facts, September 2003).

Council tax is based on two adults sharing, with a discount for single occupiers, reflecting the use of local authority services. Yet under local income tax, in houses with more than two adults – e.g. a shared house – their total tax bills would soar. In the words of Liberal Democrats’ own local government spokesman, ‘More people would pay local income tax than council tax’ (Lord Newby, Lords Hansard, 9 February 2004, col. 943).
New house price tax

Liberal Democrats want to move to a yearly tax on the value of your home – already introduced by Labour in Northern Ireland.

Despite replacing council tax with local income tax, last July, Liberal Democrats resolved to look into introducing a new, additional tax on domestic property. They talked up the prospect of an annual levy charged on the value of the house. This would have the effect of significantly increasing taxation on areas where property values have risen in recent years.

They have now re-affirmed these plans: ‘Domestic property… retaining a long-term commitment to a system of land value taxation’ (Reducing the Burden, p.13).
Their Treasury spokesman, Vincent Cable, has endorsed land value taxation, adding, ‘in the long term, what we should be trying to achieve is shifting the tax base onto land’ (Vincent Cable, cited by Press Association, 18 September 2007).

Liberal Democrats explain, ‘Liberal Democrat policy has the effect of removing the main tax on domestic properties (council tax) and replacing it via a non-property tax (local income tax). While we are persuaded of the strong arguments in favour of local income tax… this will leave the UK in a unique position internationally of having no direct taxation of property at all… Taxation of property should be retained if a better mechanism can be found’ (Fairer, Simpler, Greener, p.21)… ‘We believe land taxation potentially has an important part to play in a balanced overall tax system’ (Fairer, Simpler, Greener, p.22).

They have endorsed the Denmark model of a 1 per cent house price tax. ‘There are satisfactory models elsewhere, notably Denmark where a national 1 per cent property tax (with an allowance for low value property) has operated for 80 years’ (Fairer, Simpler, Greener, p.22). In England, given the average house price is now over £200,000, this would mean an average bill of £2,000 a year under such a system.

They admit that this would require house price tax revaluations - with ‘arrangements for valuation and subsequent uprating of values over time’ (Fairer, Simpler, Greener, p.22).

The Labour Government is already introducing such a form of taxation in Northern Ireland from April 2007, where domestic properties will be charged an average of 0.63 per cent of their capital value each year.

In November 2006, the Lib-Lab Scottish Executive published its report into town hall finances in Scotland by Sir Peter Burt (Local Government Finance Review Committee, A fairer way, November 2006). This also recommended the introduction of a 1 per cent house price tax with annual revaluations.

	
	Average house price
	Cost of a 1% tax

	East Midlands
	£165,880
	£1,659

	East of England
	£192,701
	£1,927

	London
	£313,122
	£3,131

	North East
	£155,188
	£1,552

	North West
	£152,510
	£1,525

	Northern Ireland
	£228,790
	£2,288

	Scotland
	£140,262
	£1,403

	South East
	£259,904
	£2,599

	South West
	£211,418
	£2,114

	Wales
	£163,328
	£1,633

	West Midlands
	£178,972
	£1,790

	Yorkshire & Humberside
	£149,051
	£1,491

	UK
	£196,525
	£1,965


(data source: Halifax house price data, for Q2 2007)
New pensions tax
Liberal Democrats will slash tax relief on pensions, worsening Britain’s pensions crisis.

Liberal Democrats have re-affirmed their plans to cut tax relief on pensions. They would introduce ‘a single rate of tax relief at the basic rate of income tax’ (Liberal Democrats, Fairer, Simpler, Greener, July 2006, p.19), by abolishing tax relief on pension contributions for higher rate earners. They admit, ‘the benefits of saving linked to a pension for higher rate tax payers will be reduced’ (ibid.). They estimate this will raise £4.3 billion (Fairer, Simpler, Greener, supplementary costings).

This partial abolition of pensions tax relief would make Britain’s pensions crisis even worse and discourage people from saving. As pensions experts have responded:

‘It’s an extremely flawed plan, the LibDems need to have a serious rethink about this proposal... Pensions under these proposals would almost become pointless’ (John Lawson, head of pension policy, Standard Life, cited in IFAOnline, 11 August 2006).

‘[Tax relief is] a significant incentive for people to put money into savings... the removal of it would have a catastrophic effect on pension funding’ (Tom McPhail, head of pensions research, Hargreaves Lansdown, ibid.).

‘It’s really taking money away from pensions at a time when it’s needed to maintain support for the industry’ (Rachel Vahey, head of pensions development, Scottish Equitable, ibid.).

Even the Government’s Pensions Commission has concluded, ‘major reform of the tax relief system along the “equal rate of tax relief” principle is simply not practical in the near future and as long as DB [final salary schemes] plays a major role within the system, whether in the private or public sector’ (Second Report of the Pensions Commission, A New Pension Settlement for the Twenty-First Century, November 2005, p.321).

New bin taxes
Liberal Democrats support new town hall taxes for collecting bins. Such taxes threaten to harm the local environment by causing more fly-tipping and backyard burning.

Liberal Democrats endorse new bin taxes – new local taxes for the collection of household rubbish as recommended by Gordon Brown’s town hall tax review. They note, ‘Sir Michael [Lyons] proposes councils should have more leeway to raise service charges. The one he particularly focuses on is a charge for waste collection… Liberal Democrats support giving authorities the powers to introduce such schemes’ (Liberal Democrats, Reducing the Burden, July 2007, p.11).

Councils would need to pay for a complex and invasive system of monitoring to police a rubbish tax. Town hall bin inspectors would have to be hired to vet people’s rubbish bins. Locks would need to be placed on all bins and microchips fitted by stealth by town halls into wheelie bins to record and identify each household’s rubbish. Bin taxes would damage the local environment and public health by leading to a surge in fly-tipping and rubbish burning, and the poorest households would be hit the hardest by this highly regressive new tax. 

In the Republic of Ireland, Dublin City Council, as an example, charges £256 a year to collect 1 bin bag every week, £451 per year for 2 bin bags per week and £647 per year for 3 bin bags per week.

Stealth hike in inheritance tax

Liberal Democrat will increase inheritance tax by stealth, by increasing the scope on tax on gifts to family members and friends.

They actually plan to hike the burden of inheritance tax by changing the exemption rule for gifts from seven years before the death of the donor to ‘at least fifteen years before the death of the donor… this will raise additional revenue in the long-term’ (Reducing the Burden, p.9).
Stamp duty and inheritance tax black hole
Liberal Democrats have a black hole in their spending plans – meaning taxes would have to rise even more.

Liberal Democrats claim they want to increase the thresholds for these new taxes. Yet no provisions are made to fund the measures since they are ‘medium term objectives’ (Reducing the Burden, p.1), and no costings are provided ‘the FPC [Federal Policy Committee] will consider how to fund this change’ (Reducing the Burden, p.8).

New land tax on business

Liberal Democrats will clobber local firms with a new land tax.

Reflecting their plans for a new land tax for homes, Liberal Democrats re-affirm their plans to replace business rates with a new system of Site Value Rating (SVR), which they admit will increase taxes on firms, especially in parts of the country with higher land values (Reducing the Burden, p.12).
‘We propose to restructure the non-domestic rate to ensure that the rate is applied only to land values, not to the total value of the property including the structures on the site… It would better capture increases in land values… Total yield of SVR levied on owners will be greater than NDR [business rates] on occupiers’ (Fairer, Simpler, Greener, p.23).

They have previously admitted, ‘such a tax would raise significant sums’ and would effective be a tax on regeneration - ‘such a tax would also end windfall gains to which people contribute nothing’ (Adrian Sanders MP, as Liberal Democrat Housing Spokesman, Hansard, 24 July 2002, col. 277WH).
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