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Business Rates and Funding Sub-central Infrastructure 

 

The Infrastructure Forum’s Cities and Regions Working Group brings together companies and groups 

from a range of sectors involved in the delivery of infrastructure to local areas, including investors, 

lawyers, construction firms, trade associations, as well as public bodies. 

 

Recent devolutionary settlements and deals reflect both the provision of flexibility to local areas and 

a transference of risk away from the centre.  Within the context of this maturing relationship 

between local and central government, further evidenced by a deepening localism agenda and the 

emergence of Combined Authorities, there is a significant opportunity to shift the locus of power 

over business rates. With this in mind, this representation sets forth how business rates can be 

captured and utilised to contribute to an increase in infrastructure provision in local areas, thus 

driving growth. 

 

USING BUSINESS RATES TO ESCAPE THE BROKEN LOOP OF INVESTMENT AND REWARD 

 

It is widely recognised that increasing infrastructure provision can act as a catalyst for prosperity in 

local areas. However, councils currently have few financial incentives to prioritise this area to 

promote growth, with most of any subsequent proceeds being siphoned away.  

 

There is, in effect, a “broken loop” whereby if a council borrows to invest in economic infrastructure 

(and borrowing is the only possible route here as they do not have the cash budgets to draw on) and 

those investments drive GDP growth, HM Treasury will see roughly 35.5p in the pound of that GDP 

growth in higher tax receipts, after adjusting for the effects of displaced rather than additional 

economic activity. However, at the end of the investment the council still has the original debt from 

borrowing but no new revenue to pay it off with. This discourages councils from borrowing and 

taking a risk in the first instance – indeed the Prudential Code clearly says that it should not.  

 

The Business Rate Retention Scheme is a welcome attempt to get out of this loop by providing an 

opportunity for councils to participate in any growth generated by inward investment. However, by 

limiting the amount retained to 50%, it does not go far enough and should be incrementally ramped 

up to 100% local retention of business rates in all areas, providing that the local area exceeds a pre-

agreed revenue growth forecast by 0.5% or more.  

 

Moreover, retention rates are currently tied to an increase in floorspace, which means that built up 

metropolitan areas do not benefit as much as they should as they are already densely developed. To 

remedy this, the scheme should be reviewed to ensure that areas benefit from an uplift in business 

rates revenue as a result of public realm improvement as well as an increase in stock.  

 

This should be accompanied by a revision of the existing top-up and tariff system so that the 

system continues to offer protection to authorities with lower business rates taxbases and higher 

needs, whilst simultaneously ensuring those with the greatest potential have their incentives 

calibrated towards growth.  
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Under the current Business Rates Retention System, areas can borrow against future projected 

business rate revenue to fund investment under Tax Increment Financing (TIF) schemes. However, 

business rates only represent 2p of the 35.5p that is the tax to GDP ratio, meaning that they 

generate 2p per extra £1 of GDP. To make that ratio work from a financial perspective a project 

would need to create an economic return of 50:1 (for a £1 investment £50 GDP is created which 

drives £1 of business rates and so can pay back the original £1 investment, ignoring for the moment 

any interest costs). Deals with those kinds of returns are rare, and outside of Enterprise Zones 

(whereby there is 100% business rate retention for 25 years) the appetite for TIF schemes has thus 

been low. 

 

100% retention of business rates in all areas goes some way to ameliorating this problem of 

investment and reward. Nonetheless, the case for utilising TIF schemes should be strengthened by 

allowing local areas to borrow against any future projected uplift in business rates revenue and 

land value through TIF schemes, as well as loosening the requirement of the permission of the 

Secretary of State to borrow against anticipated Community Infrastructure Levy receipts. This would 

give local areas further revenue streams to help pay back the initial investment and would help 

further uptake of the scheme. 

 

ENABLING LONG TERM FUNDING OPTIONS 

 

The ability to fund capital programmes with business rates revenue emerging from the retention 

system is currently limited in terms of scale due to an effective cut-off point when the base level of 

the system “resets” in 2020, and every ten years thereafter. Extending this reset – for example, to be 

in line with the 25 year terms of Enterprise Zones - would be of benefit to the areas set to perform 

well and attract investment as they would be able to build a deeper revenue stream over a greater 

time, which would allow greater leveraging towards capital projects.  

 

However, a lot of less attractive, and less commercial, areas would be left behind as the relative 

disparity between areas increased. Ultimately this would have the perverse outcome of greater 

centralisation as these areas became more dependent on central government grants.  

 

The need for a degree of equalisation between areas with regard to business rates revenue is 

therefore given.  However, the “reset” system could be improved in two ways. First, equalisation 

should be phased in within broad geographical groupings of areas. Analysis by the Local 

Government Association estimates that 85% of the required redistribution of resources between 

authorities is intra-regional. Facilitating this would therefore greatly decrease sub-central 

dependence on the centre. The boundaries of these areas need not be coterminous with combined 

authorities – they should be bigger in size and try to encapsulate both high and low performing 

areas. 

 

Second, whilst the reset horizon of ten years finely treads the balance between incentivising growth 

and equalisation, the arbitrary calendar date ascribed to it is problematic. Under the current system 

local areas have a bigger incentive to stimulate development and encourage business rate growth at 

the beginning of the ten-year cycle, and little incentive to do so at the end as they would only be set 
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to gain for a short period of time. This in turn generates market distortions and less predictable 

income streams.  

 

Replacing the current system with one whereby areas keep the benefits of business rate retention 

from a development for ten years from the date that it came on-stream would solve this problem. 

It would allow areas to reap the full benefits of stimulating growth in the form of a longer-lasting, 

deeper, income stream. It would also serve to even out market distortions by mitigating against the 

aforementioned temporal incentives. 

 

 

REFORMING THE BUSINESS RATE SUPPLEMENT 

 

The Business Rate Supplements Act 2009 introduced a discretionary power for the highest tier of 

local authorities to levy up to a 2p in the pound supplement on top of the area’s usual business rate 

revenues to contribute towards the funding of a major project in an area. There are many conditions 

attached to this power including: a rateable value threshold on applicable properties, a strict 

hypothecation to one project, and the majority (in terms of number and value) approval of a ballot 

of business owners. This latter restriction was brought in the 2011 Localism Act – prior to this, only 

BRS schemes that were to raise more than a third of funding for the given project had to have a 

ballot. 

 

The only area with a BRS scheme in place is the Greater London Authority’s Crossrail Business Rate 

Supplement, introduced in April 2010, which draws a levy of 2p on non-domestic properties with a 

rateable value of over £55,000 across London Boroughs to contribute over £4bn to the Crossrail 

project. This threshold means that businesses in the zones most likely to profit from Crossrail – i.e. 

those in the central boroughs, and Canary Wharf – pay a fair share, whilst 80% of small and medium 

businesses are exempted. However, the Crossrail BRS benefitted from being exempted from the 

need to hold a ballot of business stakeholders in Section 27 of the Business Rate Supplement Act 

2009.  

 

The Crossrail BRS has been remarkably effective thus far, and has been achieved with little 

controversy. Most recent estimates suggest that, if the next revaluation of rates goes ahead in 2017, 

it is going to finish paying off the estimated £4.1bn borrowed by 2030 – seven years ahead of 

schedule. This total is over a quarter of the originally estimated £15.4bn cost of Crossrail. This shows 

the power of the additional levy in contributing to projects. 

 

However, the fact that no other area has publically contended the suggestion of implementing a BRS 

speaks volumes for the current iteration of a policy. The stringent requirements should therefore be 

relaxed to encourage further uptake and facilitate local growth. This could take two forms: first the 

funding threshold for applicability of a ballot of business owners should be reinstated. The original 

level of a third of total funding of a project reflected a fair balance between democratic 

accountability and the ability to drive some of these much needed projects through.  
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Second, instead of functioning under a strict hypothecation to a single project, the BRS, operating at 

the same level of 2p in the £1, could become a ring-fenced fund for listed projects that will promote 

economic growth, a “Local Project Fund”. This would need to be established in a completely 

transparent way that ensures there is still a burden of proof on the local area to demonstrate to 

local paying businesses: (a) the BRS is a necessary additional tax to help push through some of these 

otherwise un-fundable projects; (b) that the projects identified will meaningfully contribute to 

economic growth in the area. The Local Project Fund would be limited to a duration of 25 years and 

would encourage areas to develop a pipeline of projects to help drive local economic growth. This 

would help foster a continuity of rolling multilateral development, as opposed to the current BRS 

which is intended to function as a “one-off” power to help push through a single project. 
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