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EXECUTIVE SUMMARY

The Levelling Up White Paper
represents the Government’s
plan to address the massive
geographical inequalities that have
been haunting the United Kingdom.
Whilst many of its suggestions
are commendable, it lacks the
substance to reach the targets that
it has set itself, and also ignores
key areas that have contributed
towards the inequalities that exist.
This response focuses on one area
of that, namely, local taxation.

Council Tax and Stamp Duty both
impose its greatest burdens on
the least wealthy individuals in the
least wealthy areas. It is unfair, it
is outdated and it is economically
harmful, failing to meet any of the
criteria that good tax policy should
have1. This response will outline the
damage these two taxes create and
make the case for the introduction
of a Proportional Property Tax,
focussing on both its effects to
lessen poverty, support levelling up,
and also its political expediency.

Left-behind index
Least left-behind

Most left-behind
No data

Note: Darker red areas indicate
areas classified as in the most
‘left-behind’ fifth, with darker blue
areas in the least ‘left-behind’
fifth. Boundaries are for lower-tier
local authorities as of April 2019.
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WHAT IS LEVELLING UP?

By almost every metric, the United
Kingdom is more geographically
unequal than similar countries.
Deindustrialisation has allowed Britain to
develop strong comparative advantages
in the services trade; notably we can
see this in areas like financial, business
and professional services, as well
as in communications and tourism2.
This growth has allowed Britain
to gain relative economic strength
internationally, however it has largely
been concentrated in a minority of areas
in the country3. For example, the regional
share of GDP provided by London now
surpasses the entirety of the North
despite accounting for a significantly
smaller proportion of the population.

This has impacted people’s day to day
lives, in numerous ways; one of the most
damaging being population. In 2018,
London’s population was 31% larger
than it was in 1981; in contrast, the
North East has only grown by 1%4. These
comparative changes in population have
been driven chiefly by better employment
prospects in the South East. This creates
a downward spiral. The more people
leave, the worse the economies of these
areas become, encouraging yet more
people to leave. At this point, it seems
hard to imagine a reality where, if left
ignored, this situation could fix itself.

The present cost of living crisis will only
make this problem worse. Higher gas
bills impose a much larger burden on
the poorest individuals who tend to live
in the area left behind. This means we
can expect that these problems will only
grow further without intervention.

The philosopher John Rawls famously
invites people to examine politics
through what he calls a “veil of
ignorance” hiding all our knowledge of
our situation, both social and economic5.
Under this thought experiment, one
would find it very difficult to justify a
situation where the area of the country
where one is born has such a large
influence on the quality of their life. If
levelling up is to mean anything it must
mean closing these gaps by supporting
an increase in the standard of living for
those in the most deprived regions.

“In London income before tax and
benefits grew two-thirds faster than
the rest of the UK, and income
before tax and benefits is now
nearly 70% higher in London than
the rest of the UK, up from around
30% higher in 1997”.
Neil O’Brien
Member of Parliament for Harborough

THE LEVELLING UP
WHITE PAPER
Whilst ‘levelling up’ sounds simple, the
task is herculean. This is particularly
true when one acknowledges the
difficulty of achieving the goals the
Government has set itself in its recent
Levelling Up White Paper. For example,
the Government has pledged that “by
2030, employment and productivity will
have risen in every area of the UK, with
each containing a globally competitive
city, and the gap between the top
performing and other areas closing”.
Given the acceleration of London and
the South East’s growth over the last few
decades, this means either slowing down
their growth or spurring a new industrial
revolution everywhere else. The former
is clearly unpalatable, thus it seems that
the only option to achieve this growth is
that revolution.

The paper notes that, “reversing
history requires long-lived, sustained
and consistent policy efforts that
are commensurate with the scale of
disparity”. To address similar problems
that arose after the fall of the Berlin
Wall in Germany, an estimated €2 trillion
was spent between 1990 and 2014 equivalent to about £71 billion each and
every year6. In contrast, the Levelling Up
Fund is just £4.8 billion total7. We can
see from the record of this investment
that it works - as Connor Macdonald
of Policy Exchange has pointed out
“in 2000 the post-communist German
state Saxony-Anhalt was poorer than
the West Midlands, Essex, Yorkshire,

Shropshire and Staffordshire, the Tees
Valley and Durham, and Lincolnshire. It
is now richer than all of them except the
West Midlands”8. Clearly the Treasury
is not prepared to consider the kind of
investment necessary to deliver that kind
of growth in these regions.

Moreover, the paper appears devoid of
any mention of the roles that taxation
has in furthering geographical inequality.
We know that taxes, like Council Tax,
pose a much greater burden on those
in left behind regions, and that this is a
great cause of poverty for those in these
regions. If the Government is determined
to relieve the most immediate causes of
financial difficulty, a necessary step to
achieving growth, then it is frustrating to
see that tax reform did not play a larger
role in the white paper. Indeed, given the
increasing cost of living we can expect
the contribution of regressive taxes to
inequality to only grow.

This is not intended to disparage any
single policy within the paper, and there
are many good ideas within it, however
those ideas are manifestly inadequate
in that they will not achieve the required
goals. Reform of Council Tax and Stamp
Duty would deliver massive gains to
both GDP, housebuilding, poverty and
unemployment - all of this concentrated
in areas where deprivation is highest - as
this essay will go onto explain.
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THE COST OF
WEALTH INEQUALITY
Whilst many may understandably
be sceptical of inequality-based
criticisms, it can be widely agreed that
opportunity is something that should
exist widely regardless of one’s outcome.
Indeed, in a 1975 speech Margaret
Thatcher famously described equality
of opportunity as “desirable” and
“practicable”9.

This is relevant because wealth inequality
represents a systemic denial of
opportunity to those unfortunate enough
to be born into less wealthy families.
This is because wealth persists across
families. Indeed, the Institute of Fiscal
Studies have found that 10% higher
parental wealth is associated with 3.7%
higher child wealth; and a 1% increase
in incomes is associated with a 0.095%
rise in average child earnings10. Moreover,
this relationship runs a lot stronger for
wealth than it does for earnings showing
it is not a simple problem of rich people
being better off.

“Parents ranked 10 percentiles
higher in the wealth distribution
(for their generation) have children
on average 3.7 percentiles
higher in the wealth distribution.
Moving 10 percentiles up in
parents’ earnings distribution is
associated with an increase of just
2.7 percentiles for children, on
average.”11
IFS
Institude for Fiscal Studies
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THE ROLE OF HOUSING
IN WEALTH INEQUALITY
Concerns about inequality are commonly
framed around people’s immediate
economic concerns. When examining
levelling up policy-makers often look
to income and productivity to monitor
progress and to assess which regions
are succeeding and which may require
support.

However, wealth inequalities paint a very
different picture. Whilst those higher
housing costs result in the South East
appearing comparatively less welloff, they also happen to translate into
property owners’ wealth soaring. Take
the following example, mean property
and financial wealth in the South East
grew 50% between 2008 and 2018;
meanwhile in the North East it grew
by just 3%12. This is particularly clear
in the graph below showing regional
breakdowns of house price growth since
200913.

Focussing purely on these areas could
provide a false impression that Britain
is becoming more, as opposed to less,
equal. This is because rising house
prices in the South East now forces those
living there to pay a greater proportion
of their salary on rent and mortgage
payments. As a result, income growth,
as calculated after housing costs, has
slowed relative to the fast growth seen
elsewhere.
Growth of house prices in England by Region
£600,000

London

£400,000

South East
East of England
South West
West Midlands
East Midlands
Yorkshire and Humber

£200,000

North East

£0
2010

2012

2014

2016

2018

2020

6

7

FAIRER SHARE

Driven by a shortage of housing,
caused by planning constraints and to a
lesser extent easier credit, a growth of
housing being treated as an investment
and greater immigration, this increase
in house prices has privileged those
homeowners with greater wealth14.
Consequently, the lure of property
ownership was less achievable for the
poorest individuals in these regions
and also made it more challenging for
people to move to them. Indeed, during
the 2010’s the amount of time it took
for the least well off individuals to save
up enough money to pay a 20% deposit
on a home increased by 50%15. As Lord
Willetts has pointed out,

“If a young person today saves for a
deposit out of average earnings in the
same way the boomers did it will take
them 19 years to build up the deposit
they need, as against three years
when the Boomers were young.”16
Lord Willetts
President of the Advisory Council and
Intergenerational Centre of the Resolution Foundation
2019

This is extremely problematic when one
realises that the growth in house prices
that has driven this rise in wealth is
concentrated to just a few regions. Given
most households across all regions are
owner-occupied17, it means that those
lucky enough to own in the regions that
have experienced greater house price
growth have become significantly more
wealthy than those in regions supposedly
‘left behind’. The harm speaks for itself
when one sees how concentrated wealth
is in Britain. As many as 24% of families
with wealth exceeding £2 million live in
London alone, despite its population only
making up 13.4% of the UK’s18.

HOW OUR TAX SYSTEM
MAKES THIS WORSE
In England there are two main ways by
which properties are taxed: Council Tax
and Stamp Duty.
Council Tax, based on 30-year-old property
valuations, varies wildly around the
country. Given the revenue for Council
Tax is kept locally, less wealthy councils
with higher social care bills are forced to
charge relatively more Council Tax than the
wealthiest ones with the highest property
values. For example, the median household
in the North East ends up paying 0.77%
of their property value in Council Tax every
year; in London it is just 0.28%19.
By putting the greatest burden on the
least wealthy individuals, inevitably
their already challenging situation is
exacerbated. As of March 2019 the total
amount of outstanding Council Tax debt
in England was £3.2 billion, an increase of
over 20% in just four years20.
In some cases unpaid tax has even led
to criminal penalties, with 305 people
sentenced to prison and 6,278 receiving
suspended sentences in 2017-18 for
Council Tax arrears21. When one has to
make a choice between keeping the heat
on and paying their Council Tax, most
would pick the former explaining why
these cases are so high. This is extremely
worrying given that for many people on the
energy price cap their bills are expected
to grow by as much as £693 in April.
Whilst the rebates will help some, as Jill
Mortimer, Conservative MP for Hartlepool,
has pointed out in The Times (right column).
It is no surprise that Council Tax is so
harmful when one realises how it came
into place. After the travesty that was the

“Even with the rebates, Council
Tax will still be a system that
favours millionaires rather than the
millions.”22
Jill Mortimer
Conservative MP for Hartlepool

poll tax, the Government needed to rush
through something more palatable than
the poll tax - but not necessarily good.
Council Tax now resembles Thatcher’s
community charge more than ever. Like
poll tax, its burden falls mostly on the
poorest people. Indeed, some features like
the single person discount still remain,
even though this unnecessarily encourages
under-occupation23.
Council Tax’s partner in crime is Stamp
Duty. A tax levied when property or land
changes hands, Stamp Duty is collected
on transactions worth over £125,000,
with discounts offered to first-time
buyers purchasing properties worth
less than £500,000. By taxing property
transactions, Stamp Duty discourages
homeowners from moving – be it an older
couple downsizing or a growing family
upsizing – that would lead to a more
effective use of housing24. This has wider
economic consequences when it leads to
people turning down job opportunities
outside of their local area due to the cost
of moving home. In their report, “Pulling
Down the Ladder”, the IPPR suggest this
could increase GDP by over £3 billion per
year25. Moreover, the Adam Smith Institute
has found that it is as much as four times
more harmful to economic efficiency than
income taxes, and eight times worse than
VAT.26
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A SOLUTION?

The simplest answers are normally the
best ones, and this certainly applies
with levelling up. The above analysis
has shown that inequality is worsened
by our tax system, and that Council Tax
massively discriminates against those
outside of London. Thus, the solution is
to move to a new tax to replace Stamp
Duty and Council Tax.

Adam Smith wrote in the Wealth of
Nations that any taxes should be: fair,
certain, convenient and efficient27. The
tax that fits these rules most closely
has to be the Proportional Property Tax
as advocated by Fairer Share. Sitting
at a flat 0.48% rate this would tax
annualised property values, and serve
as a replacement to both Stamp Duty
and Council Tax. There would also be an
additional 0.96% rate on second homes,
empty homes and foreign-owned homes.
This would be particularly popular
amongst voters; indeed, YouGov found
that 69% of Britons supported a higher
rate of tax for second homes28.

“The proposals from Fairer Share
would reform the system to simplify
property taxes, introducing a
proportional property tax which would
see a huge boost for households on
the lowest incomes”.
Dehenna Davison
Member of Parliament for Bishop Auckland

WHY WOULD THIS
HELP LEVELLING UP?
The way Council Tax is banded presents
its most obvious harm. This is because
Council Tax is levied equally within 8
bands (9 in Wales). Accordingly, the
lower valued properties in each band will
pay a significantly higher tax rate than
the higher ones.

“The lowest-value tenth of properties
in band A in the North East of
England were worth £65,000 or less
in 2015-16 while the highest-value
tenth were worth at least double at
£130,000 or more. Given they faced
the same tax bill, this resulted in
effective Council Tax rates at least
twice as high at the bottom of the
band as at the top”.
Resolution Foundation
Independent British Think Tank

As an example, the average household in
Hartlepool has paid £40,802 in Council
Tax since 1994, whilst the average
household in Westminster has paid less
than half of that at just £16,361. These
are not isolated examples. A report
from IPPR found that there is a strong
association between the median value of
property in any given area and a lower
level of Council Tax. By setting nationally
a single level of taxation, these
inequalities are automatically eliminated
resulting in greater disposable income
for those in less wealthy areas. In turn,
this will support the Government’s
levelling up agenda.
Such reform would instantly result in
75% of households, or 18 millions
households, being better off; including
4.6 million single occupants.
Additionally, £6.5 billion per year
would be saved by households outside
central London, representing a huge
boost to countless communities and
their local economies. Moreover, 8.7
million households would be removed
from property tax altogether, as the
obligation to pay is transferred to the
landlord. This would save tenants time
and local councils £400 million in annual
administrative costs.
Across all regions, the majority of
people would see net savings from a
Proportional Property Tax, but this would
be particularly concentrated in the areas
the Government is seeking to level up.
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Based on this impact, overall poverty
across the whole country is expected
to fall by 0.8% according to important
research by Landman Economics.
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Additionally, levelling up is not just about
geography. It is also important that the
least well-off people in every region of
the country benefit and a Proportional
Property Tax would do exactly that. As
is shown in the graph ‘Percentage of
least wealthy 20% who gain from PPT
by region’ the vast majority of the least
wealthy people in the least wealthy
regions will benefit.
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“Abolishing Council Tax and Stamp
Duty and replacing them with a
fairer property tax is the right
thing to do for millions of people
up and down the country. It is also
the right thing for the Conservative
Party to do if we are serious about
delivering to those who voted Tory
for the first time in a generation.
This policy can help us turn the
Red Wall into a Blue Barricade.”
Aaron Bell
Conservative MP for Newcastle-under-Lyme
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FOCUSSING ON
HOUSE PRICES
The effects on house prices will also
be particularly profound. Stamp Duty
prevents people from moving homes, so
naturally decreases both the demand
and supply of housing - since people are
less likely to move if they have nowhere
to move to. Moreover, high Council Tax
burdens (Council Tax as a percentage of
property value) will reduce the incentive
to move into an area reducing the
demand for housing in those locations.

Based on this assumption we can expect
that a Proportional Property Tax will
result in lower prices in highly productive
and higher taxed areas and higher prices

for the less productive and lower taxed
areas of the country. This assumption
is consistent with forecasts provided by
Landman Economics. Indeed as shown
below they find that the median home in
both London and the South East would
see a fall in prices.

This would be especially dramatic in the
areas which have benefited from low
Council Tax. As is revealed below areas
with low Council Tax, like Wandsworth
and Tower Hamlets, will experience
decreases in residential property values
improving housing affordability in these
locations.

Impact of PPT on Band D Homes by Region
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Impact of PPT on house prices in selected Local Authorities
Change in House Prices
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As stated earlier a huge reason for
increasing wealth inequality over the last
three decades has been the dramatic
rise in house prices in the South East
and London. By helping to decrease
home values in the areas which have
experienced the most price growth and
caused the most geographic inequality,
overall wealth geographical inequality
will fall helping to support levelling up
objectives.
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This will be supported by stronger
spending from those regions which have
had low levels of growth like the North
East. Since higher house price growth
translates to additional perceived wealth,
as well as lower borrowing constraints,
there is a strong correlation between
house price growth and consumer
spending31. Accordingly, the greater
house prices that will be seen in the
North East and Yorkshire (shown below)
will add to the levelling up agenda.
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WIDER BENEFITS OF LOWER
HOUSE PRICES IN LONDON
Whilst the focus of this paper is on
levelling up, it would be foolish to ignore
the considerable benefits of lower house
prices in London. Since the Great
Recession Britain has suffered from
stunted productivity growth. Indeed,
real equivalised household disposable
income, even if you ignore housing costs,
has barely recovered since 200832.

This is relevant because one of the
areas holding back economic growth the
most is housing. Of the three productive
inputs: labour, capital and land, it is
labour that is often the most flexible. If
you can recruit the best workers from
the best places, then naturally you will
be a more productive, innovative and
profitable workforce. However, high
house prices in the most productive
cities throughout the country discourage
the people who may be the most
productive workers from moving there,
as it is simply too expensive.

The evidence suggests more people
move into cities is the best thing that
can happen for productivity. For example,
those in Spain who moved from small
cities to larger ones gained a wage
premium when they did so that lasted
their lifetime, even when they left that
larger city33. Moreover, evidence from the
United States suggests that when cities
double in size productivity per worker
will grow by as much as 11%34.

There is more than enough space for
this to happen. Indeed, just 6% of the
UK is actually built upon35, and there is
more than enough room for densification
in our cities. For example, Tokyo’s
population density sits substantially
higher than London’s, despite being
much larger36.

When one considers the impact of this
across a population, the effects on GDP
can be massive. If every company can
recruit the best staff, their combined
work can lead to dramatic increases in
output benefitting the nation as a whole.
Landman Economics’ data suggests
that these cost savings would be
extremely pronounced throughout much
of London, and thus we can expect a
significant increase in overall GDP. This is
particularly clear when one realises that
high house prices in just New York and
the San Francisco Bay Area lowered US
GDP growth by 36% between 1964 and
200937.

Given stagnant productivity since the
Great Recession38 the case for any steps
that would achieve higher levels of
output will very much be appreciated.
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There is also strong evidence that
urban inequality would be reduced by
this measure. This is because when
productivity does grow in cities, then
the entirety of the gains are held by
landowners when supply of housing does
not grow to accommodate it. This is
because the workforce cannot expand to
meet the productivity growth. As a result
the increased demand for housing that
comes from the increase in output will
not be met by greater supply resulting in
a rise in prices of land39. By abolishing
Stamp Duty, there will inevitably be an
increase in the turnover of homes due
to the greater ease of making housing
transactions; in turn making for a more
efficient usage of housing nationwide40.
Whilst, Stamp Duty abolition is no
substitute for meaningful planning
reform, this will allow some of the
productivity gains that do occur to go to
labour rather than landowner helping to
reduce inequality41.

THE POLITICAL BENEFITS
OF HIGHER HOUSE PRICES
Whilst political expediency is no
substitute for good policy, it is true that
it will be beneficial to the Conservatives
that the higher house prices that occur
in many regions from the Proportional
Property Tax will yield electoral gains
to the party. Higher house prices have
an impact on homeowners’ politics.
Homeownership operates as a form of
‘private insurance’ in that higher prices
can operate as a windfall against any
lost income. This is because equity
may be released, or the house may
be sold if the homeowner needs to
cover bad times. In turn, this results in
homeowners becoming less supportive
of redistribution policies given they
are less likely to be in need of them,
and more likely to have to contribute to
them42.

This is consistent with recent empirical
studies finding a direct correlation
between support for the Conservative
Party and increasing housing
unaffordability. Ben Ansell and Asli
Cansunar, both of Nuffield College
Oxford, have recently found that a
£50,000 increase in house prices is
associated with a 1.5% increase in the
Conservative Party’s vote share43.

Moreover, there are direct gains to
homeowners from rising house values.
During a period of stagnating growth in
incomes, the housing boom has created
millionaires across the industrialised
world. It is not difficult to realise why
this is the case; for the vast majority
of homeowners their home is their
most valuable asset. Given the price
of housing has historically grown
faster than inflation, this allows real
wealth gains for the vast majority of
homeowners. This is why the affordability
crisis for some people appears to closer
resemble a success.

For example, Durham Unitary Authority
contains both Sedgefield and Bishop
Auckland constituencies. Bishop
Auckland had been Labour since 1918,
and had never voted Conservative.
Sedgefield had been Labour since 1935.
These areas will be key battling grounds
at the next election, and it is likely that
the result will be determined based on
how well the Conservatives manage to
keep these seats.

The regional breakdown of where the
highest house price increases will occur
based on the modelling conducted by
Landman Economics indicates that the
‘Red Wall’ seats that will be fiercely
competed for in the next election will see
some of the largest increases in house
prices.
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Impact of PPT on House Prices in Durham UA
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20%

15%

10%

5%

0%

A

B

C

D

E

Band

As is clear from the above, houses across
every band in Durham UA will see price
increases. This is especially important,
because the identified positive impact
of house price increases is particularly
strong when less expensive houses grow
in value.

A £50,000 increase in the 90th
percentile house price only yields a
0.1% increase in Conservative support,
whereas a similar increase in the 10th
percentile house price yields a much
larger 2.2% increase. This tells us two
things: firstly, if the value of the house
increases, the owners are more likely to
vote Tory; and secondly, that less well-off
homeowners, who are typically Labour
supporters, are likely to switch to voting
Conservative if their house’s value grows.
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CONCLUSIONS

The Government has set levelling up as
the heart of its political agenda. This
means recognising that wealth gains
within the United Kingdom have not been
shared fairly. The evidence is clear that
our tax system has played a key role in
exacerbating this problem. Council Tax
is fundamentally regressive and imposes
an additional burden on the areas that
have missed out on wealth gains.

Stamp Duty, whilst not directly
undermining levelling up, acts as an
adhesive to a working fluid housing
market preventing new homes from
coming on to the market and impacting
everyone, especially younger generations.

The Proportional Property Tax would
eliminate both of these taxes, helping
to ensure everyone nationally pays
a fairer share of property tax and
removing barriers to a vibrant mobile
workforce. This would spur economic
growth, reduce poverty, and kickstart
a housebuilding revolution - all yielding
favourable electoral benefits for the
Government. It is, therefore, a surprise
that the policy has played no role in the
Levelling Up White Paper. The targets
are ambitious, but the proposals are dry,
and will not get us to the place the paper
envisions. The Proportional Property Tax
would help.
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