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Introduction 

The community charge within England, Scotland and Wales is to be 
replaced by the council tax as from 1 April1993. This technical note 
discusses how the new council tax will be handled within the 
national accounts. It starts by describing the nature of the council 
tax, considers the current classification of general government 
receipts, the treatment of domestic rates and the community charge 
within the national accounts and concludes that the council tax 
should join the community charge within a category entitled 
"community charge/council tax" and should be treated as a non
discretionary payment from income. The article further notes that 
the introduction of the new council tax will, in itself, have no impact 
on estimates of GDP. 

The Council Tax 

Under the council tax each household in Great Britain will receive 
a single bill based on the value of the property and the number of 
adults living in it. The council tax will comprise both a personal as 
well as a property element. Where there are two or more adults living 
in the property, the council tax set will normally have to be paid in 
full. Single adult households will receive a personal discount, 
expressed as a 25 per cent reduction of the basic bill. Certain adults 
will be disregarded for the purpose of determining the number of 
adults in a household. 

Liability for payment of council tax will normally go with residence 
in a property. Where a property is occupied as a sole or main 
residence, the council tax will usually be paid by someone who lives 
there. If that property is owner-occupied, the owner will be liable; 
if rented, the tenant. If there are joint owners or renters, then any can 
be asked to pay. 

Each property will be allocated to one of eight broad tax bands. 
Houses and flats will be placed in an appropriate band, according to 
their value on 1st April 1991, as assessed by the Inland Revenue 
Valuation Office. Regular or frequentrevaluations are not expected. 
The amount of the council tax set for each household will, among 
other things, be determined by the band into which the property falls. 
Actual council tax bills will also depend on the budgets set by 
individual local authorities. 

Owners of an empty property or second home will be liable for 
council tax on the property. They will, however, benefit from two 
personal discounts on that property, so the tax payable will be half 
the council tax set. There will also be complete exemption from 
liability in certain cases. 

People on low incomes will be protected by rebate arrangements 
from making a disproportionate contribution to the new council tax. 
Rebates may meet up to 100 per cent of the council tax: there will be 
no minimum contribution. Transitional relief will be available to 
households who face large increases in their bills for council tax, 
before allowing for council tax benefit, compared with their bills for 
the community charge. 
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Domestic rates in Northern Ireland 

Domestic rates continue to be levied within Northern Ireland and 
these will continue to be classified as a tax on expenditure in the 
national accounts published in the United Kingdom. 

Current classification of government receipts 

General government consists of central government and local au
thorities and each of these can be subdivided into trading and non 
trading subsectors. The majority of government receipts are from 
non trading activities, these are subdivided in the national accounts 
into broad categories, the two most relevant of which are described 
below. (It is not necessary to describe the treatment of government 
interest receipts here.) 

One category of government receipts consists of taxes and other 
similar unrequited transfers which are currently subdivided in the 
United Kingdom accounts into the following: 

e Taxes on income: Income tax, Corporation tax, Petroleum 
Revenue Tax, etc. 

e Taxes on expenditure: Value Added Tax, excise duties on 
alcoholic drink, tobacco, petroleum products and gambling, 
vehicle excise duties, car tax, stamp duties, local rates, customs 
duties etc. 

e Social security contributions: National Insurance contri
butions etc. 

e Community charge 

e Other current transfers: Driving licences, public service 
vehicle licences, heavy goods vehicle licences, passport fees, gun 
licences, court fines and penalties. 

e Taxes on capital: Death duties, Capital TransferTax, Capital 
Gains Tax, Inheritance Tax. 

The classification of taxes and social security contributions in the 
national accounts is discussed in greater depth in sections 9.25 to 
9.30 of"United Kingdom National Accounts: Sources and Methods: 
Third Edition", CSO, 1985. 

A further category includes receipts from sales of goods and serv
ices, which arenettedoff in the estimation of government expenditure 
on goods and services. Examples of charges netted off in this way 
are entrance charges to swimming pools and leisure centres, charges 
for welfare services such as "meals on wheels", prescription charges, 
charges for pay and amenity beds in hospitals, sales of fixed assets 
etc. These charges are in all cases made in direct exchange for the 
provision of specific goods and services which purchasers have 
discretion whether to purchase or not, that is, they are requited on an 
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individual basis. These receipts are seen as reducing the cost of 
government expenditure, rather than as general purpose fmance. 
Such charges, when incurred by households, are included in con
sumers' expenditure and are taken to be met out of peoples' dis
cretionary income. 

Classification of Domestic Rates 

Rates, including domestic rates, are treated in the United Kingdom 
national accounts as a tax on expenditure. Taxes on expenditure are 
defined in the United Kingdom system as taxes which enter into the 
costs of production and distribution. Taxes on final buyers associated 
with the purchase, possession or use of particular goods and services 
are also treated as taxes on expenditure. 

Domestic rates were levied in each local authority area in a direct 
relationship with the estimated rental value of domestic properties 
occupied. They could therefore be regarded as a tax on the cost of 
consuming housing services, including housing services in both the 
rented and owner occupied sectors (in the case of the latter, the cost 
of these housing services is represented in the national accounts as 
consumers' expenditure on imputed rent, in line with international 
convention). Domestic rates were therefore classified as a tax on 
expenditure, they were not considered to be a tax on rental income 
because rates were levied on the basis of occupancy not of owner
ship. 

Classification of the Community Charge 

Community charge is treated in the United Kingdom national 
accounts as a compulsory unrequited payment from the personal 
sector to the government. The community charge, which fell on 
individuals rather than the household collectively, might be seen as 
a contribution towards the cost of local services. It could be argued 
that individuals can choose where they live and therefore, within 
certain limits, how much they pay and what local services are 
available to them. Within each area, however, there is no direct link 
between the charge levied on individuals and the quantity of services 
they receive. The community charge is not considered therefore to 
be the receipt from the sale of goods and services which should be 
netted off in the calculation of local authorities' final expenditure. 
Within the national accounts, the community charge is treated as an 
unrequited transfer akin to a tax. 

Although akin to a tax, the community charge does not fall satisfac
torily into the standard categories of taxes and similar revenue which 
were used prior to 1990; these were taxes on income, taxes on 
expenditure, social security contributions, other current transfers 
and taxes on capital. The Central Statistical Office therefore decided 
that the community charge should appear as a separate category in 
its own right. It was also decided that the community charge should 
be treated as a deduction from income, in the personal sector 
account, along with other compulsory payments such as taxes on 
income and social security contributions, in calculating personal 
disposable income. The reasons for this decision were outlined in an 
article published in the August 1989 edition of Economic Trends. 

Classification of the Council Tax 

This section examines the possible classification of council tax in the 
national accounts and concludes it too should be treated as a 
compulsory unrequited payment to government. 

The council tax has some similarities to domestic rates in as much 
as the liability falls on the occupier of a dwelling arid also that the 
amount of the occupiers' liability is related to the value of the 

dwelling. However, whereas the liability to domestic rates was 
based on the rental value of the dwelling (that is, to the value of 
housing services consumed), the amount of council tax due will be 
related to the capital value of the dwelling. The link between the 
amount of council tax paid and the value of housing or other services 
consumed is thus more tenuous than with domestic rates and its 
treatment as a tax on expenditure less appropriate. 

But, despite its link to the value of the dwelling, the council tax is not 
a recurrent tax on capital because the liability for council tax, as 
mentioned above, generally falls on the occupier and not on the 
owner of the property: the occupier is not necessarily the owner of 
the capital. 

The council tax is not a tax on income within the existing United 
Kingdom system of classification because the amounts levied are 
not directly related to the individual's income. 

The council tax has little in common with the minor items, such as 
driving licence fees, passport fees, gun licence fees, fines and 
penalties etc. classified to miscellaneous current transfers in the 
government accounts. This category comprises fees related to the 
cost of regulating certain activities which are not devices to raise 
revenue for general purposes. It is therefore not appropriate to 
classify the council tax as a miscellaneous current transfer. The 
council tax is clearly also not a social security contribution. 

Thus, like the community charge, the council tax does not fit easily 
into any of the standard categories. The Central Statistical Office has 
therefore decided that it should appear in the national accounts 
alongside the community charge as part of a category entitled 
"community charge/council tax". The council tax will also appear 
as a deduction from income in the personal sector account. This 
conclusion has some benefit, in thatitcauses no further discontinuity 
in estimates of GDP at market prices, in contrast to the discontinuity 
caused when the community charge replaced domestic rates. 

Impact of the introduction of the Council Tax on the 
national accounts 

The council tax replaces the community charge in Great Britain in 
April 1993, while domestic rates remain in Northern Ireland. The 
council tax will be classified in the same way as the community 
charge within the national accounts. The change from the community 
charge to the council tax will, in itself, therefore have no effect on the 
estimates of GDP at either market prices or factor cost. There will 
also be no discontinuity to the overall implied GDP deflators or that 
for consumers' expenditure. As both the community charge and the 
council tax will be treated in the same marmer within the personal 
sector account, there will also be no change caused to this element 
of the national accounts. 

The current estimates for the community charge and domestic rates 
in the national accounts are shown for information: 

TABLE A 

Value of domestic rates and community charge within the national 
accounts: 

Domestic rates 8431 

Community charge 

1989 

8949 

586 

£million 

2361 169 

8629 8162 
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Treatment of the Council Tax in the Retail Prices Index 

The Retail Prices Index (RPI) Advisory Committee has been con
vened to consider the treatment of the council tax within the RPI. 
The recommendations of this committee to the Chancellor of the 
Exchequer are likely to be published in January 1993. 

Non Domestic Rates 

The introduction of the council tax has no effect on the treatment in 
the national accounts of non domestic rates. The system for 
calculating non domestic rates was changed on 1 April 1989 in 
Scotland and 1 April1990 in England and Wales. These changes 
were discussed in the technical note in the August 1989 edition of 
Economic Trends. Non domestic rates remain a central government 

tax for the whole of Great Britain due to the "uniform business rates" 
used. Non domestic rates in Northern Ireland will continue to be 
treated as a local authority tax since they are determined by the local 
authority. 

Conclusion 

Council tax receipts will be treated within the national accounts as 
a deduction from income and classified alongside community 
charge in a category of non-discretionary deductions from income 
to be called "community charge/council tax". The change from the 
community charge to the council tax will, in itself, have no effect on 
the sector accounts and also will require no revision or adjustment 
lo long run dala series. 

Central Statistical Office~~~~~~ 

146 

AN EXECUTIVE AGENCY OF GOVERNMENT 

The CSO Blue Book 
Concerned with macro-economics? Have you considered 

CSO's Blue Book- or UK National Accounts? 
If not, you should. 
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