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Transcript of Agenda Item 4: Question and Answer Session with London Finance 

Commission 

 

Darren Johnson (Chair):  We then move to item 4, which is the question and answer session 

on the London Finance Commission (LFC) and we welcome Professor Tony Travers, the Chair of 

that Commission, to answer questions.  Each group has a lead-off question, but we will begin 

with a brief opening statement from Professor Travers.   

 

Professor Tony Travers (London Finance Commission):  Thank you, Chair, and thank you, 

Assembly Members, for inviting me back.  You kindly had me before you to speak while we were 

still doing our work and now it is done and the report is published.  We are in a process now of 

trying to ensure that, as many people have said, the report does not just sit on a shelf and 

remain untouched there after the date of publication. 

 

Anyway, I will just say a very few brief words about where we ended up.  When I came before I 

explained how we had gone about our work, which had involved commissioning research, taking 

written and oral evidence that we had encouraged people to send in or asked people to come 

and give.  Beyond that we then deliberated over several months, in the best traditions of 

reports, and in the end decided that we should make our recommendations through the lens of 

the city’s growth.  This is the population growth that we all know, which is projected by the 

Office for National Statistics as showing the city’s population rising to 9 million, then 10 million 

by 2030, and that is going to require an enormous amount of infrastructure to underpin it, to 

make the city civilised and frankly usable at the point those large numbers of extra people are 

living with us in London. 

 

So we decided that the London government system - sub-national government, the Greater 

London Authority (GLA) and the boroughs - needed a wider tax base from which it would be 

possible to borrow money to invest in the infrastructure that would, in the longer term, produce 

a higher tax yield, which then could be capable of being captured to reinvest it.  So we thought 

that the existing tax base for London is very small by international standards, we had a research 

paper done by the University of Toronto to make this point, we commissioned research and it 

made this point:  That by international standards, the UK, and London within it, have very high 

levels of dependency on central Government support and very low levels of access to taxation.  

So we decided that, if the growth that we were discussing is to be underpinned by decent 

infrastructure, and indeed economic growth more generally to be incentivised, then London 

needed a bigger tax base. 

 

With this in mind, we looked at the full suite of taxes, many of them looked at by earlier reports 

of this kind. We decided that, partly because of the permeability of the London boundary with 

so many people travelling in both ways across it every day, that income tax, value-added tax, 

corporation tax, Customs duty and Excise duty, were probably not appropriate at this time.  

Anyway, realistically this is a relatively conservative (with a small ‘c’) country and if we are to 



make an argument for reform it probably has to be modest at the first point of making the 

argument, even if we have longer-term hopes to go further. 

 

So, the Commission in the end decided that it would argue for the full suite of property taxes to 

be devolved to London.  So keeping council tax of course and going beyond the Government’s 

business rate retention proposal, which is to keep 50% of business rates locally, but to go to 

100%, which in fairness is what the Government itself originally said it wanted to do.  In 

addition, to hand to London’s government stamp duty and one or two other small property-

related taxes, and indeed the control over Section 106 and Community Infrastructure Levy (CIL), 

so that in future that full suite of taxes will be available to London’s government. 

 

To give you a sense of what that would mean, if you look at the proportion of the taxes paid in 

London which are in any sense local or sub-national, then the 2012/13 the figure was 5% with 

the retained business rate 2013/14 it might be up to 7%.  With these proposals it would be 

12%.  So radical it may look by the standards of what we know in the past, but it would still 

mean 88% or 89% of the taxes paid by Londoners were paid to national government, so there is 

still plenty of opportunity for national government to influence public policy and public 

expenditure within London. 

 

If these reforms were to take place, obviously the council tax and business rate in our view 

would need to be set locally.  Now that sounds very, very radical, but it is only going back to the 

world of the early- to mid-1980s, council tax and business tax rates and multipliers would have 

to be linked together, one would not be able to go up without the other.  Now of course we 

understand that business might find that slightly ominous - removing the existing constraint of 

having the business rate multiplier linked to inflation annually - but I think, if I can sort of move 

away from the LFC report and just add my own gloss on this, given how cautious most London 

boroughs and the GLA now are about putting up council tax, I think there is a fair chance that, 

if business rate were set locally but linked to council tax, it would go up by less in future than it 

does now linked to inflation.  So I think business could support, or I hope they will be able to 

support, this localisation of business rate, because local government in London is absolutely 

different to what some of the people have conjured up as a sort of memory of it in the past.  

These days I think by localising council tax and business rate you get a much closer relationship 

between London’s government and businesses and great care in how the business rate was 

used. 

 

Darren Johnson (Chair):  If you could sum-up now. 

 

Professor Tony Travers (London Finance Commission):  I am nearly done.  I just did not 

want to be thought to leave out the smaller revenues, so we also proposed that the Government 

should pass permissive legislation that would allow a range of smaller revenues, which might 

include tourism tax or green taxes or public health related charges to be introduced in order that 

London’s government could, in part, potentially raise more money, but also potentially use 

these taxes for encouraging particular kinds of behaviour. 

 

Last but not least, we did this in a way that, if these reforms took place, we suggested of course 

there would have to be a pound-for-pound reduction in Government grant to accommodate the 



change brought about by London retaining more taxation, so London would be neither better 

nor worse off, and with that in mind we were very happy to receive the endorsement of the core 

cities, the major cities outside London, who I hope can see in the LFC’s report, although we 

were a London report, that there is no reason at all why the Greater Manchester or Leeds city 

region or other urban authorities could not follow suit. 

 

Thank you, Chair. 

 

Darren Johnson (Chair):  Thank you for that opening statement.  We will now move on to the 

lead-off questions in turn and other Members can come in with supplementary questions on 

each of those. 

 

9/2013 - Capital Investment 
Stephen Knight 

 

Can you expand on the benefits of allowing local and regional government to make greater use 

of prudential borrowing to finance capital investment? 

 

Professor Tony Travers (London Finance Commission):  Yes.  I think one of the things we 

were convinced of is that the prudential borrowing regime that has emerged in recent years is 

an extremely effective way of regulating local authority, and indeed GLA, borrowing for capital 

investment.  In effect, at its simplest, the prudential borrowing regime for those who do not 

spend day and night studying it, which would be reasonable, simply ensures that sub-national 

authorities, the GLA and the boroughs, are restricted in what they can borrow by their capacity 

to make repayments and by their existing level of indebtedness and other indicators that are 

effectively all to do with the capacity of the local authority concerned to be likely to make 

repayments on any borrowing. 

 

With that in mind, I think one of the underlying things that we discovered or were convinced of 

in the Commission is that the current relatively tiny tax base, which is capped, makes it much 

more difficult for authorities to envisage capital investment than they would if the tax base were 

bigger and if there were greater freedom to set local tax rates and indeed to generate more 

income by doing so.  In that sense we see the prudential borrowing regime as a good thing, but 

that the constraints on overall spending in effect inhibit the use of it.  So, although it is not put 

quite like this in the report, I think we in the end, by very heavy implication, drew the difference 

between borrowing to fund capital investment for assets that will produce a long-term benefit 

to the city and simply borrowing for all other purposes by Government. 

 

So, yes, we do strongly recommend the increased use of prudential borrowing and investment in 

order to generate productive assets that would allow the city to grow. 

 

Stephen Knight (AM):  Thank you for that answer.  I wonder if I can pursue this issue in terms 

of, first of all, what local government and the GLA itself can do at the moment in terms of 

borrowing.  Secondly, I suppose, on the Economy Committee here we have recently been 

hearing that capital construction costs are perhaps 30% to 40% lower than they were in 2008.  

We obviously have very low debt borrowing rates in the public sector at the moment, and we 



have about 150,000 unemployed construction workers; so all the parts of the formula are there 

and if you couple that obviously with the dire housing shortage, which leads to great economic 

and social problems in the capital.  I suppose my real question is, given that the GLA’s own 

borrowing limits are set, not really over and above the prudential code, are set not in statute, 

but merely by the settlement letter from the Minister [the Secretary of State for Communities 

and Local Government Eric Pickles MP], would you say that the Mayor [of London, Boris 

Johnson] was a big enough political figure in his own right, if you like, to stand up to Ministerial 

dictat and say, “The law says I am allowed to prudentially borrow more, say to fund affordable 

housing or something else, on behalf of Londoners that is what we need to do, therefore we 

should do it”, and challenge the Government to fight him on that?  Because the Mayor has the 

biggest political mandate in Europe, arguably, and ministerial dictat perhaps should not be as 

strong as his mandate. 

 

Professor Tony Travers (London Finance Commission):  Let me try and answer that.  Our 

report was definitely about the way in which the GLA and the boroughs both approach, among 

other things, prudential borrowing.  As far as the GLA is concerned, partly because of the very 

significant level of capital investment by Transport for London (TfL), I think I am right in saying 

that the GLA has moved from its early days of having relatively little outstanding debt today to 

having pretty substantial outstanding debt and the issue of what would be prudential borrowing 

by the GLA group, I think it has gone further faster than the boroughs collectively in growing 

indebtedness, partly to invest in exactly the way we are suggesting. 

 

That is not to be critical either the previous Mayor or his predecessor, but to say that the scale 

of investment, particularly in transport, has, I think I am right in saying, moved the GLA group 

from being relatively under-indebted to being towards the higher end of indebtedness in a 

relatively short period.  Now, that being the case, it does not mean however that the GLA and 

the boroughs had a wider tax base and a greater propensity to make repayments on any new 

debts they incurred by borrowing to fund new infrastructure, they could not convince the 

markets that prudentially they could borrow. 

 

So I think there are good arguments and elsewhere in the report we make the point about the 

housing revenue account reform, which was intended originally to allow sub-national 

government, boroughs and the GLA, to build more housing.  I think that is what the whole 

purpose of it was to deliver, but in the end, after the reform, the amount that councils could 

spend was capped; so in a sense it did not work quite in the way as originally intended.  So we 

are, in the report, without question, challenging and pretty directly making the point that there 

is a risk with the current arrangements that the GLA and the boroughs will not be able to get 

involved in as much capital investment as otherwise they might because of existing restraints or 

constraints on capital expenditure because of public expenditure constraints. 

 

So we in the Commission were certainly suggesting that there needed to be some lightening up 

on central Government’s capital controls.  Whether the GLA and the boroughs would then use 

that freedom, if it were offered, would be a matter of political decision-making at that point. 

 

Richard Tracey (AM):  Tony, in your report you do talk to quite a great extent about Crossrail 

and we will all remember very much the length of the process to get funding, to get the whole 



process through.  Now we are beginning to talk about Crossrail 2, which is very important in my 

constituency and in southwest London.  To what extent do you believe the suggestions you 

have made would help to produce Crossrail 2 much sooner than is currently anticipated? 

 

Professor Tony Travers (London Finance Commission):  I am not certain that our 

proposals were quite radical enough to give Crossrail 2 the margin it would help because it 

would mean that London’s government would be able potentially to offer greater support to a 

major project such as Crossrail 2.  But, if I am honest, Crossrail 2 would be a project to such a 

scale, like Crossrail 1, that it could only realistically happen if the Exchequer and central 

Government allowed it.  Having said that, I think, and the report makes this point and I can 

personally reinforce it, there are incredibly powerful arguments, notwithstanding the LFC’s 

report, for speeding up the process of delivering major projects. 

 

There is plenty of international capital that would like to invest in London, but it finds it very 

hard to find its way through to the project because of the complex and lengthy processes 

involved in getting those projects going.  When the first Crossrail, Crossrail 1 if we can call it 

that, when Crossrail 1’s first train runs it will be 29 years and 360-odd days or something since 

the Central London Rail Study was published by Paul Channon MP [former Secretary of State for 

Transport] back in 1989.  That is not fast enough and it could all be done quicker. 

 

So I think the LFC’s report would give City Hall and the boroughs greater propensity to make a 

contribution, but in the end with a project of that size it is always going to be necessary for 

central Government to allow or to facilitate those projects going ahead.  We have, elsewhere in 

the report, made a proposal that the Mayor should become the champion of all capital 

investment, including regulated industries, in London, and that ought to contribute to the 

development of a picture of what the city needs in a sequenced way that would be sort of like a 

rolling spending review of the city’s capital needs, and that too should help. 

 

Richard Tracey (AM):  OK, thank you. 

 

Fiona Twycross (AM):  I want to go back to the point about the borrowing cap on local 

government in relation to borrowing and at a recent meeting of the Assembly’s Housing 

Committee we heard that, although there are only 10,000 new social housing properties 

currently in the pipeline, if the cap was removed there was scope for building 800,000.  I just 

wondered, obviously that is down to the political decision-making issue as suggested, but how 

likely do you think it is for the Government to relax or remove the limits on borrowing? 

 

Professor Tony Travers (London Finance Commission):  The LFC  Report, I think I can say, 

gives quite a big shove in that direction.  If I can be absolutely open, again this is my view and it 

is not quite expressed in this way in the Commission’s report, though the flavour of it is there, I 

think the Government probably is impeding its own hopes of growth by constraining public 

expenditure, particularly public expenditure that would generate more economic growth. 

 

The point was made earlier on by Assembly Member [Stephen] Knight about the construction 

industry and I think that there are powerful arguments, notwithstanding this report or this 

Government, for tilting public expenditure in the long-term in the direction of investment, but 



that carries with it, and this is a personal view, the implication of less money for consumption 

over time.  That is a big political issue that all parties I think would need to get behind for it to 

lead to radical change, and there are some charts in the report that look at capital investment by 

Government over time and they are pretty dispiriting, I can tell you. 

 

So, I do think the report contains a strong flavour and push in the direction of greater liberalism 

in relation to investment that will produce productive assets, but with that I think comes the 

implication over time that more money would have to be spent on that and less on 

consumption.  This is not in the report so this is me speaking.  Crudely, that would mean more 

money on capital investment in things such as housing, but less money in the long term than 

would otherwise have been the case for teachers, nurses and so on, and that complicated 

implication cannot be ducked, but that is going further than the report to be fair. 

 

Fiona Twycross (AM):  OK, thank you. 

 

Tom Copley (AM):  The report outlines the need to shift from, in terms of housing, subsidising 

rents towards subsidising capital instead.  Could you tell us how you anticipate this could be 

done, particularly in terms of timescales and also the necessary transitional measures, which are 

mentioned in the report? 

 

Professor Tony Travers (London Finance Commission):  Yes.  I should put a health 

warning on this, others on the Commission were significantly more expert in housing than I am, I 

have always been rather afraid of housing finance, if I am honest, so I will give you my best shot 

at this answer.  I think we were very impressed by the Institute for Public Policy Research’s 

(IPPR) report, which expanded on the simple idea that a much larger amount of money is spent 

every year on subsidising rents than is spent on investing in housing, and that over time, if you 

treated the money that is spent on rents, that could be used more productively to invest in 

housing, or as the resources that could underpin investment in housing, you could produce 

better housing and in the longer term have fewer people dependent on benefits.  There would 

be a long-term virtuous circle there. 

 

But, there would inevitably be, in the short term, the need to invest.  It is a classic invest-

to-save kind of policy, this, there would be a need to spend more money to bridge the point 

where the underlying resources used for rents became available to underpin the investment in 

housing.  I am afraid we did not work out, and I am not sure the IPPR have, exactly how much 

that would cost and how this would operate in detail, but the underlying logic of using this 

money as a way of investing in housing, better housing and more housing, in the longer term 

seemed to us to make sense.  But I realise that there are differing views on this and certainly 

since we have published the report I have been told of those who think that this might lead to 

individual boroughs in London going off with very different policies, which could lead to a 

competitive race to the bottom.  Others will have to follow that up.  But our general view was it 

would be better to use the money currently paid through Social Security to subsidise housing 

rents in the longer term as a way of building more housing. 

 



Tom Copley (AM):  If I remember rightly, the IPPR report, did it present two options, one of 

which would be to devolve it to local authorities and the other would be to devolve it to the 

GLA, is that right, the housing benefit budget I mean? 

 

Professor Tony Travers (London Finance Commission):  I think you would know more 

about that than I do, so I am sure you are right, and it sounds as I remember it, yes. 

 

Tom Copley (AM):  Would you have a preference between the two as to whether or not you 

think it would be better for the GLA to have it or whether you think it would be better to 

devolve it down to a borough level? 

 

Professor Tony Travers (London Finance Commission):  I think, in the best traditions of 

not creating two sets of reform, I mean I am very conscious of never trying to propose to do 

something that requires doing two things, and I think handing it all to the GLA, though 

interesting in principle, has profound implications for the boroughs and their interest in housing, 

which I think would mean taking on two sets of reforms rather than one, which is not to say 

there would not be an enhanced role for the GLA in making such a system work.  But I think I 

would be cautious about making any proposals that diminished the boroughs’ responsibility for 

housing, given that in most parts of London I think the understanding that the borough is, for 

many issues, homelessness and so on, the borough is the more plausible unit of government to 

handle the issue; that accidentally proposing a massive shift of power to City Hall, which I am 

sure we are not making, probably would be something personally I would resist, but the report, I 

have to say, is silent on that matter. 

 

Tom Copley (AM):  I think there is a growing consensus around the issue of shifting away from 

housing benefit and back towards capital, as indeed it used to be.  I think in the 1970s 70% of 

public spending on housing went on capital and 30% went on benefits and I think now it is 95% 

benefits and 5% capital, which seems ludicrous.  There was this policy shift in the 1980s towards 

putting money into rents and away from building new homes.  How much do you think we can 

reduce the housing benefit bill over the medium to long term by switching from subsidising 

rents to subsidising capital? 

 

Professor Tony Travers (London Finance Commission):  I think, given my caveat at the 

beginning, I would be very, very cautious in producing a number.  What I can say is it seems to 

me it would be a noble objective to reduce this form of Social Security payment, and possibly 

not only this one.  All parties, as you will know better than me, are currently involved in a pretty 

soul-searching debate about the need to reduce the costs of welfare over time, and this would 

be a contributor to that.  But the question of whether one should build housing and subsidise 

housing to hold down Social Security; or build housing, rent it at market rents, and then 

subsidise the rents through Social Security; has been, as I remember it, a kind of classic to-ing 

and fro-ing within and across party politics over time, which is the right way to do it.  I must say, 

as an outsider to housing policy and to housing finance, I am endlessly struck by the sort of 

traditional culture wars that appear to be being fought within housing over time.  One idea 

gaining supremacy; then another one; then another one, and I think, for the people who live in 

social housing or potentially might do, they are in some ways the victims of this endless struggle 

over what is the right way to do things, and what we do need is a long-term approach, 



particularly in London where housing needs are so acute, to the financing of a sustainable and 

realistic level of social housing provision and the financing model that will match that over time.  

We cannot live in a city that has a permanent housing crisis. 

 

Tom Copley (AM):  Given the particular acuteness of the housing crisis in London, it would 

seem to make sense to give London itself the tools to be able to deal with that. 

 

Professor Tony Travers (London Finance Commission):  I would completely agree with you 

on that and I think in fairness that the original Housing Revenue Account reforms were 

supposed to be a step in that direction, but they were, in the end, limited in their impact by the 

decision then to cap the capacity of boroughs or sub-national government to use the powers 

they had been given. 

 

Tom Copley (AM):  Just finally and quickly, I do not think there is a single other country in the 

European Union that counts investment to build housing towards its borrowing requirement.  

Do you think it is a little bit crazy that we do that in this country when no other European 

country does that? 

 

Professor Tony Travers (London Finance Commission):  The theology, because it is that, 

of what is and is not counted as public spending and borrowing, and I am not an expert on this 

either I might say, but clearly different countries approach the way they measure spending and 

borrowing in relation to housing and railways and lots of things.  All I would say is, up to a 

point, Britain’s public finances are relatively transparent, clear, and we have not got into the 

problems of classification and not knowing what public spending was that other countries have 

managed.  I name no names.  But nevertheless I think, if you asked the question, would it be 

possible to treat some forms of investment differently, private finance initiatives tried to do this, 

in a way that made it easier over time for more social and affordable housing to be built, then 

probably there is room to explore that, yes. 

 

Tom Copley (AM):  Fantastic, thank you very much. 

 

Kit Malthouse (AM):  Professor, it is very interesting, what you have been saying this 

morning.  Obviously the restrictions on borrowing by local authorities were loosened in 2003.  I 

hesitate to be political about it, but the strict introductions that were introduced in the 1980s 

were in response to irresponsible borrowing by a number of local authorities, not least Liverpool 

and Hammersmith and Fulham, interestingly, and also I think the interest rate swap debacle 

where Hammersmith and Fulham lost the case on their treasury management and got into all 

sorts of trouble.  The reason that the Government introduced those restrictions back in the 

1980s, and indeed the reason for the Prudential Code that came in, in 2003, is that ultimately 

the Government felt they were the backstop and that councils had no disincentive to being 

irresponsible with borrowing.  I guess the flipside of your proposals is that presumably you 

believe cities and councils should be allowed to go bust? 

 

Professor Tony Travers (London Finance Commission):  Not necessarily, and I cannot see 

any reason why they would.  It is worth remembering that no local authority in the United 

Kingdom has ever defaulted on a payment, and that is not because of a Government guarantee, 



that is just because, even in the wildest and woolliest period to which you refer in the 1980s, all 

the municipalities, all the local authorities concerned, did continue to make their payments.  So I 

think that the record is rather encouraging.  The Hammersmith and Fulham tale was a more 

complex one involving, I think I am right in saying, the use of financial instruments that were 

probably best not touched. 

 

So, I agree the past is a foreign country, and a very different one to the world we are in now, I 

think it is fair to say, that is not being political, and I think that what we are suggesting in the 

London Finance Commission’s report is not going beyond the prudential rules.  Local 

government, sub-national government, GLA and the borough level, would continue only to be 

able to borrow to finance capital spending.  If you look at the overall financial position of UK 

local government, spending perhaps £170 billion a year, total indebtedness now is about 

£55 billion, £60 billion a year, the reserve and investments it has in cash are £30 billion-odd a 

year, so the level of indebtedness in relation to its spending is modest compared with most 

countries. 

 

Kit Malthouse (AM):  Sorry, that is the situation now.  I am asking, if part of your proposals, if 

hopefully they go through, is that the GLA is able to enter the bond market in a significant way, 

in theory it should be priced on the basis that, like any large organisation, it could go bust. 

 

Professor Tony Travers (London Finance Commission):  Through TfL the GLA is already I 

think in the bond market, but if it went further into it, the market would decide what risk that 

posed to it and would price its bonds accordingly. 

 

Kit Malthouse (AM):  Yes, but I am asking, do you think that part of the process should be 

that the Government should make it clear that, as part of these proposals, the kind of financial 

circle is on its own, there is no guarantee or backstop? 

 

Professor Tony Travers (London Finance Commission):  I am not sure I do think the 

Government would need to make that. 

 

Kit Malthouse (AM):  I mean obviously in the United States cities go bust. 

 

Professor Tony Travers (London Finance Commission):  Yes, in the States cities do go 

bust; very different political setup: the federal government, constitutional separation of powers, 

and so on.  I think that it is complicated.  I think that the financial markets, those lending 

money to British local authorities, have always imagined there was a Government guarantee.  

They cannot prove that because it has never been required.  So, whether a Government would 

want to say, “We are now explicitly removing an invisible guarantee”, I doubt they would want 

to do that because it would probably increase the borrowing costs for all of local government.  

Anyway, most local government borrowing is through the Public Works Loan Board (PWLB), 

which is itself an agent of the Government.  So I think it would be unnecessary for the 

Government to make such a remark because I think most people would see British sub-national 

government as very, very unlikely to go bust.  Anyway, debt repayment is a first call on British 

local government’s money, so in the end it is most unlikely to happen, people would have to be 

laid off before the debts charges were not paid.  So I think this is a good thing to test, but I 



think in the end this is less of an issue than the question for the GLA, as to how far it can 

increase its overall borrowing in relation to its budget, given the capital needs of the city, 

particularly for transport, but not only for transport. 

 

Kit Malthouse (AM):  I had a second question just quickly about the PWLB, whether you think 

they effectively run a kind of false market in debt for local authorities?  There is currently no 

legal barrier to local authorities issuing bonds and, as I recall, I think Wandsworth were looking 

at the issue of a bond as recently as 2011, but they decided not to because Danny Alexander 

[Chief Secretary to the Treasury] reduced the rate on the PWLB and it became cheaper to do 

that.  Is it the case, do you think, that the operation of the PWLB stifles and I guess indirectly 

therefore controls the borrowing of local authorities and that it should think more carefully 

about being market-realistic? 

 

Professor Tony Travers (London Finance Commission):  There is no doubt the PWLB, 

which if I could just quickly say is effectively an agency of the Bank of England I think, which 

lends money to local government, and varies its rates in such a way, this is the point, that 

sometimes it is possible for local authorities to imagine issuing bonds that might be cheaper 

than the PWLB rates, but then as the PWLB drops its rates it then becomes cheaper to get the 

money from the PWLB.  That has undoubtedly happened and acts as a way of reducing the use 

of bond finance as compared with say the United States where it is common. 

 

I think that the PWLB needs to offer consistency frankly; I mean either it continues to act as the 

only lender or it should allow a proper market to evolve.  I think moving in and out and 

changing is not helpful at all. 

 

Kit Malthouse (AM):  And is killing the market. 

 

Professor Tony Travers (London Finance Commission):  It has killed it; effectively it has 

damaged the market. 

 

Kit Malthouse (AM):  OK, thank you. 

 

Andrew Boff (AM):  I think, Professor Travers, when Assembly Member [Tom] Copley talks 

about a growing consensus on housing, he is talking about a growing consensus in the 

Labour Party on housing, and that, as you so rightly pointed out, there is a difference between 

a policy that subsidises houses irrespective of the needs of the people who live in them, and the 

policy that we favour of helping people when they need it.  But that was not what I was going 

to ask.  I really wondered whether or not you had reference to the European Charter of Local 

Self-Government during your deliberations? 

 

Professor Tony Travers (London Finance Commission):  I must say, and I will be honest, it 

is not something we considered while we were doing the LFC work, but I am aware of it and 

have looked at it in the past. 

 

Andrew Boff (AM):  Can I recommend most strongly that you consult it because it actually 

says exactly what you are trying to do, specifically Article 9, paragraph 7, 



 

“As far as possible, grants to local authorities should not be earmarked for the financing 

of specific projects and the provision of grants shall not remove the basic freedom of 

local authorities to exercise policy discretion within their own jurisdiction.” 

 

Bearing in mind this is something that has been around since 1988, was signed by the 

Government in 1997 and ratified in 1998, you would think effectively this would become 

Government policy since that period.  It might be worthwhile to remind them of the 

commitments that they have entered into with regard to the financing of local government, 

especially as the United Kingdom is currently being monitored by the Council of Europe to see 

how it is doing on that Charter of Local Self-Government. 

 

Professor Tony Travers (London Finance Commission):  It is a fair point and I do not 

disagree with it at all.  Successive governments have in effect de facto accepted that they are 

signatories or signed this charter.  There is no question that the UK is an extreme outlier in 

relation to the treatment of sub-national government. 

 

One thing we have not really touched on this morning which I think is germane looking forward 

is that Scotland, and we do make this point in the report, is about to be significantly and 

radically differently treated in this regard because, although Scotland ever since 2000 has had 

the potential to vary the basic rate of income tax, other than that it has been 100% grant 

funded from central Government in London.  From 2016 onwards, fairly radical tax 

decentralisation is going to take place to Scotland and the fact that this can be done in the 

United Kingdom without the sky falling in, in the way that devolution did not cause the sky to 

fall in, would, you would hope, be a further small piece of evidence that the principles that you 

enunciate could realistically be not only signed up to but then policy changed to fit the 

principles in the way that you are suggesting they should. 

 

The UK is constitutionally very small-c conservative and finds it hard.  It is not that people do 

not think, “Perhaps we should be somewhere else”, but governments cannot think of how we 

should get there.  The unwillingness of the UK central Government, particularly the key barons 

in Whitehall, to imagine transferring power of money or services to London is partly because 

they are afraid of change but partly of course because it begins to dismantle the central 

Government’s power.  When you start to talk about that, you can see why there is resistance to 

it.  But I do not disagree with what you say at all. 

 

 

 

 

 

10/2013 – London Finance Commission - Implementing recommendations 

John Biggs 

 

Given the legislative changes that would be required to devolve some of the more far-reaching 

revenue raising powers identified in the London Finance Commission’s Raising the Capital 

report, what measures could be implemented more quickly and without recourse to Parliament? 



 

Professor Tony Travers (London Finance Commission):  First, I would like to thank 

John Biggs [AM] who was a member of the Commission and who in a sense, and take this in the 

loving spirit it is intended, represented the Assembly on the Commission.  It was an all-party 

Commission.  We had Conservative politicians as well and I apologise to the other parties that 

they were not all represented at the Commission already but it was multiparty and virtually no 

political animus in it at all. 

 

Now, there are clearly things in the Finance Commission report which could be done with no 

legislative change and some of it would require minimum change.  Most of the reforms in 

relation to capital control and indeed housing, I suspect, could be implemented without 

recourse to legislation.  In the matter of stamp duty, it would require a law.  But the full 

localisation of the business rate and, as far as I can see, the removal of capping on council tax 

and the business rate could all be done without new legislation, so there is a fair proportion of 

what is in the report that could be implemented without radical change. 

 

Probably the most radical change would be the proposals in relation to stamp duty and also in 

relation to new taxes with new smaller revenues.  But it is worth saying with the new smaller 

revenues that the congestion charge, the business rate supplement which is partly funding 

Crossrail and the Olympic levy are all extant examples of what can be done. 

 

John Biggs (AM):  I am very grateful for that.  We are helped by the fact that the 

London Mayor has endorsed the report and supports all of its recommendations, so there is 

quite a lot he could do even without Government support in terms of pulling together the 

infrastructure plan and the capital investment plan, putting greater pressure in that on regulated 

utilities, defining the distinction between good and bad borrowing which is quite an interesting 

and powerful point, possibly having localised city deal-type arrangements, although some of 

them require the Government, and similarly with tax increment financing and the permission 

that could be given for things in London.  So there is a lot that the Mayor could currently do. 

 

There is other stuff that Government could permit through fiats or possibly secondary 

legislation.  Then there are harder nuts like council tax which would require legislation and 

Parliament has shown repeatedly it does not have the guts to actually look at those issues, so 

they are going to be some way in the future. 

 

You would agree fundamentally with that analysis, that the Mayor, I suppose, should therefore 

start rolling out an implementation strategy for the bits of this plan he can do and then 

influence strategy for the bits he wants to do? 

 

Professor Tony Travers (London Finance Commission):  Absolutely.  The Mayor’s role is 

clearly important.  The Mayor is a powerful and influential person within the British political 

system and within his own party, so it goes without saying that he has enormous potential. 

 

I would also hope, though, if I can just even up the political remarks for the other parties and 

indeed all the parties here represented, that as we move forward towards the General Election 

and indeed towards the next Mayoral and Assembly elections efforts will be made to ensure that 



the idea of further devolution is embedded in parties’ manifestos and indeed in Assembly and 

Mayoral candidates’ mind-sets as we move forward to the next sets of elections as they are 

coming towards us.  The experience of earlier reviews, certainly Lyons1 and Layfield2, suggests 

that we are always involved in what I call a drip, drip, drip exercise here.  We just have to keep 

keeping these ideas alive. 

 

I am more optimistic that since 2000 there have been two legislative reforms to the GLA and to 

London’s government which have further devolved power, in 2007 and then again in 2011, and 

I see no reason at all why there should not be further changes in future to keep up the 

momentum, particularly, as I say, given that in Scotland and Wales there is a definitive move in 

this direction.  So I think we just have to go with the momentum of politics but keep the 

political parties and candidates and senior members all with their views focused on this is a 

process not an event. 

 

John Biggs (AM):  OK.  I am very grateful for that.  Implicit in the report also it is recognised 

that there are some things which would be easier to do in London than in Parliament.  This is 

just in terms of the political process, so, for example, council tax revaluations might be a lot 

easier to implement in London.  There is potentially a win-win there in that Parliament would be 

allowed to stop agonising about things that it did not really want to do and in cities, not just in 

London, we would have the power to align our priorities in a very accountable and visible way 

with the power to tax people and be rewarded or punished by them as voters as a consequence.  

That is almost a statement, so you can just say “yes”. 

 

Professor Tony Travers (London Finance Commission):  Can I just broaden it slightly?  The 

report’s proposals about council tax and stamp duty land tax, the domestic property taxes, are 

explicitly in the report meant to be seen together.  We advocated, as you rightly suggest, that 

the power to make decisions about the operation of council tax and stamp duty would be 

passed to London’s government.  This is much more radical than it sounds when you just say it.  

Of course, it would be possible for London government to accept these new responsibilities and 

then just do nothing, not to hold the reform, just to leave everything as it is.  There would still 

be the benefit of building up the tax base but there would be no reform to the operation of the 

tax. 

 

However, it would be open to reform by, for example having a revaluation of the council tax 

base, by changing bandings,  by adjusting stamp duty land tax to make it less punitive at the 

top end, but you could see these taxes together.  They could operate in a much more rational 

way, particularly as so much of the yield from the top end of the taxes comes from London, in a 

way that would create more predictability for London high-end homeowners and possibly 

produce more revenue for London’s government. 

 

The difficulty we have at the moment is it is clear that the council tax is under pressure and 

needs revaluation and reform, but three of the major parties that have been in power recently 

have not been willing to do that.  If it were devolved to London, the decision about whether or 

not to do it would be made locally and more to the point the impact would be contained in 

                                                 
1 Lyons Inquiry into Local Government, 2007 
2 The Layfield Report on the Financing of Local Government, 1977 



London.  That is a big change.  The impact would be contained, so if there was a revaluation of 

course it would have implications for inner and outer London boroughs but it would not be 

London and the rest of the country.  It would be a within-London debate. 

 

John Biggs (AM):  Thank you. 

 

Jennette Arnold OBE (AM):  You have touched on the issue of governance, so my question is 

about that.  If the measures outlined in the LFC’s report were to be implemented, what, if any, 

new powers or scrutiny roles do you envisage the London Assembly and/or local government in 

the capital requiring? 

 

You said in February that it was Ed Koch, former Mayor of New York, who played a great role in 

bringing the development of city mayors to London.  Do you envisage a New York City-style of 

council in future where the 51 members there have sole rights of approval of the city budget? 

 

Professor Tony Travers (London Finance Commission):  That sort of question is like a 

Tardis, really, is it not?  You step into it and it has almost endless space beyond it.  Let me try 

and address the question in the narrow confines of the LFC, not that they were that narrow, and 

then the wider question that you ask. 

 

As far as the Finance Commission is concerned, we were aware that making proposals to transfer 

any tax-raising power or the freedom to vary those powers and the need then to offset with 

grant reductions would have profound implications for London government.  I keep using the 

term ‘London government’ because we immediately come up against the questions: should this 

tax be determined by the Mayor, should the tax be determined by the boroughs, should it be 

jointly done like council tax which in effect the Mayor precepts, and so on? 

 

Rather than try to work all of that out in advance of publishing a report which itself is quite a 

short timescale anyway and needed the buy-in of the Mayor as the executive power in the GLA 

and the boroughs, what we decided to do was to work with both the boroughs and the Mayor 

to get them to agree to create a mechanism to handle this at the point the reform occurred.  

That is not simply a way of not making a decision.  It is a way of handling an issue which I think 

would have to be handled in that way.  It would require City Hall and London Councils to come 

up with a much more robust way of working together to handle taxes and tax reform at the 

point that any change occurred.  At the point such change occurred, it is very likely that the 

Mayor would end up with some more powers. 

 

Jennette Arnold OBE (AM):  Absolutely. 

 

Professor Tony Travers (London Finance Commission):  I have said this and it is not quite 

written in this way in the report.  It is hard to imagine borough-by-borough stamp duty land tax, 

to put it crudely, but other changes could be at the borough level. 

 

If that were to happen, then the question of the Assembly’s powers is immediately begged 

because the more powerful the Mayor becomes, the more obvious it is that the Assembly’s 

powers need to be strengthened pro rata.  The more recent reforms have strengthened the 



Assembly’s powers marginally but, as you rightly say, the further we go over time with 

successive reforms towards the GLA becoming -- so imagine the GLA on the road to becoming 

more like, say, Wales.  Wales is on the road to be more like Scotland and Scotland more like the 

Basque country or whatever the precise parallel is out there of the Scottish system today.  Then 

it does beg powerful questions, and this is answering the wider question you asked, about the 

role of the Assembly. 

 

The role of the Assembly is a matter perhaps for another hearing and I have views on that, 

though not in the report.  But if I can just summarise those views, the way the GLA was 

constructed in 2000 was a British take on an American system of government.  It is the city 

council idea.  In an American government system there would be a division of power between 

the assembly and the mayor.  That separation and division of powers does not really exist in 

British politics at all.  I will leave it there but I am very happy to talk about it on another day in 

elaborate detail. 

 

Jennette Arnold OBE (AM):  It is just to say that clearly, at the GLA Oversight Committee, 

Members sitting on that Committee have opened up that discussion because you cannot have a 

discussion going on about greater powers for the Mayor without a concurrent discussion about 

the Assembly. 

 

Professor Tony Travers (London Finance Commission):  It is the Communities and Local 

Government Committee (CLG), yes.  This is a coincidence.  As it happens, I am going to give 

evidence to the CLG select committee this afternoon on this subject, so there I will be able to 

talk more about it, I suspect. 

 

Jennette Arnold OBE (AM):  I am sure that you will show them the sense of their argument. 

 

Professor Tony Travers (London Finance Commission):  I am very happy to talk here about 

it at any time. 

 

Valerie Shawcross CBE (AM):  It is a really excellent piece of work and it gives us a good 

agenda for the future. 

 

Last week the Organisation for Economic Co-operation and Development (OECD) made some 

comments that I think we all know intuitively are true about the importance of transport 

infrastructure investment for long-term growth.  How do you think transport investment 

decisions would change in this city if we did have much more local control? 

 

Professor Tony Travers (London Finance Commission):  One of the things that struck us, 

especially when we got to the point of deliberation with the Finance Commission and decided 

that we should not just say, “We have taken all this evidence and now we think this should 

happen”, but we should use this framing device of the city’s population growth and the 

demands that that places on the city’s infrastructure.  That immediately points to the fact that 

almost anybody who lives in London or in any big city knows they depend upon infrastructure 

more than people who live in smaller towns or in the countryside.  That is not to say we are 



better or worse.  It is just that it is different.  You understand that transport and sewers and 

electricity matter if you are living with lots of other people in a very constrained space. 

 

In that sense, it seems very powerful to me that the more decisions were made locally by 

London politicians and if they had greater freedom, they would devote more money to 

investment over time because that is what people in London as voters would will them to do.  

To use grim academic language, the median voter in London would have a different view about 

the need for infrastructure than the median UK voter and yet the median UK voter influences 

the way national politics works.  The more you shift power to London, you would get politicians 

in power who understood more about the need for fire stations, police stations, transport 

facilities, housing et al, and that is just because of the nature of the way the electorate knows 

why infrastructure matters to them.  So I think we get more. 

 

Valerie Shawcross CBE (AM):  More?  That is good.  But one of the things that strikes me 

very powerfully is that the short-term nature of much of the financial decision-making around 

investment itself costs money.  TfL say that they lose about 15% of the value because they 

cannot enter into long-term procurement agreements.  I was at Crossrail last week, as many of 

us were, talking there to the really specialist, expert staff who say that in Britain what happens is 

they go from one project here and then there is a big gap so they actually have to go abroad.  

Skilled staff get scattered. 

 

Do you not think one of the key issues we could solve with this is actually having proper long-

term programmed investment into the future as other cities do? 

 

Professor Tony Travers (London Finance Commission):  Yes.  Let me unravel that.  In fact, 

I think the level of capital investment over time in the UK, not only in transport, is pretty 

dreadful.  That is a personal view rather than what is in here but again it is implied in here.  That 

comes out worse in cities than it does in places that are less densely populated. 

 

Interestingly, Michèle Dix, the head of planning at TfL, has a fascinating chart (which I saw at 

an event yesterday myself and many of you may have seen it), which compares the 

commitments to resources that TfL has compared with what the Paris transport system has.  

Very revealing it is, too.  I know the French pay higher taxes and France is different, but it is a 

decision we could make. 

 

I absolutely take your point that this is not only bad for the city but it is bad for the industries 

outside London that depend on London purchases of railcars and other things like steel that 

could perfectly reasonably be purchased in Britain if there were a consistent demand for them. 

 

Valerie Shawcross CBE (AM):  Thank you. 

 

Joanne McCartney (AM):  I wanted to continue the theme, really, about the transport 

infrastructure.  Jennette and I represent constituents in the Upper Lee Valley who are very 

excited at the prospect of Crossrail 2.  But looking at the length of time it took Crossrail 1 to 

actually get off the starting blocks, obviously it gives is great concern that this wonderful idea 

may actually take many years or decades in the making.  Did you have a view as to whether the 



better fiscal autonomy for London as well as that certainty would actually speed up the 

timescale for these big infrastructure projects to be delivered? 

 

Professor Tony Travers (London Finance Commission):  The answer to your question is we 

did look at it.  The report explicitly says we are not advocating London as a city state.  But if we 

just play the mind game and say, had we advocated London as a city state, so as an extreme 

version of this if London retained all the taxes that were paid in London, then politicians in this 

building would make all the decisions about what was invested when in relation to a project like 

Crossrail 2, whereas what we now have to do is to build up in a rather complicated way a lobby.  

That is the way these things are done.  It happened for the Victoria line.  It happened for the 

Jubilee line extension and that was easier then for Crossrail.  A lobby will have to be constructed 

and everybody will have to nag away until eventually at some point it is agreed to do it. 

 

Of course now, and one should not be naïve about this, we are fighting a perception outside 

London that London does very, very well out of transport infrastructure investment and that it is 

time for the rest of the country to get something and that is a false way of looking at it because 

it assumes there is a fixed pot of investment and that is a very bad thing to think.  If you want 

to invest more, not only in London but in other cities, we must not think that there is a fixed 

amount of transport investment in Britain and if London gets it Manchester or Leeds does not.  

We need to say there needs to be more, full stop.  That does not mean more public expenditure, 

as I said.  It may mean less consumption. 

 

It is a very powerful idea, the one that has come forward of keeping Crossrail 1 going until it is 

completed and then moving on to Crossrail 2.  It is a very powerful, simple idea.  Simple ideas 

are good.  But to do that would require something I was referring to in relation to Assembly 

Member [Richard] Tracey’s question earlier on.  It would require the national Government 

radically to change the processes for putting together finance and planning in relation to this.  

Imagine if there was an agreement today to go ahead with Crossrail 2 and to start work on it in 

January 2019.  That is pretty close by the standards of these projects.  The Olympics was done 

in that time.  That shows it can be done.  The Olympics was done in slightly less time than that, 

actually, so it can be done.  But the Olympics is a limiting case and tells us all we need to know, 

which is it can be done if the will is there to do it.  The trouble is the will is not always there to 

do it. 

 
11/2013 – Taking forward the recommendations 
Gareth Bacon 
 

What should the next steps be for taking forward the recommendations of the London Finance 

Commission’s report? 

 

Professor Tony Travers (London Finance Commission):  There is no doubt, as I said earlier, 

we do not want to see this report as “Here is a report.  That is it.”  Indeed, with reports of this 

kind particularly, there is a risk of the gathering dust on the shelf problem.  There is a risk of 

that.  So, on behalf of my Commission colleagues, and indeed with the help of City Hall and 

London Councils I am setting up a series of meetings with Treasury officials, Government and 

Opposition spokespeople, speaking at conferences.  We have plans that are not fully articulated 

yet to go and speak at party conferences, to address groups in the House of Commons and the 



House of Lords.  Anybody here who has any way of helping in all of this, any Members of the 

Assembly who can help with getting this sort of thing fixed up, I would be very grateful.  So I do 

not see this as the end, very much not.  We just have to keep pressing for two or three years at 

least, not every day but continuously, in order to ensure that it is part of the process and not 

the end of a process. 

 

Gareth Bacon (AM):  A key part of what you have proposed is the devolution of substantial 

taxation power to, what you call, ‘London government’ and you have explained in your answer 

to Jennette Arnold why you have not been more precise on that and that is fine.  How are you 

proposing to convince Whitehall mandarins and Ministers that it would be in their interests to 

relinquish control over taxes in that way? 

 

Professor Tony Travers (London Finance Commission):  By a mixture of factual evidence.  

I am sure you have seen it.  There is a table at the beginning of this report early on which I am 

very fond of.  It is the one that uses the OECD statistics.  On page 25, table 1 is the taxation 

revenue attributable to subnational and central or federal government as a percentage of gross 

domestic product (GDP) in 2010.  These are OECD statistics.  If you look in the column entitled 

“Local plus state/regional”, you see the share of taxes attributable to subnational government 

in London as a share of GDP, which at the UK level is 1.7%, lower even than France which we all 

are brought up to believe is a very centralised country.  Even after the reforms of the business 

rate, that 1.7% will go up to 2.5% at best.  The UK is a complete outlier, so that is one thing. 

 

In fairness, I think Ministers and their shadows get this.  They know that they are locked in a 

world that they have inherited, which leaves the UK as an extraordinary outlier.  

Valerie Shawcross mentioned OECD.  Interestingly, the International Monetary Fund in its report 

on the UK a couple of weeks ago said local government should have more power to make 

investments to speed up investment, so it is interesting that international bodies get this where 

UK national politicians find it harder. 

 

But the other answer to your question is that we have to convince central Government that it is 

in their interest and that it would make their life easier.  I have always been struck by 

Barbara Castle’s [Baroness Castle of Blackburn, former First Secretary of State] remark in her 

diaries.  When she handed London Transport to the then Greater London Council in 1968 there 

was a profound sense of passing over the problems to somebody else.  The more we can create 

the idea that some of these difficult problems, and John Biggs mentioned this, like revaluation 

can be distanced from Government and some of the harder decisions about the future of 

investment given to London politicians and taken off the backs of national Government the 

better.  We have to make their lives easier. 

 

Gareth Bacon (AM):  I would have some sympathy with that if we were talking about 

Manchester or Liverpool but we are talking about the economic engine of the entire 

United Kingdom.  How can you frame the argument in such a way that Ministers would be 

prepared to sit there and say, “Actually, you know what?  You are right.  We can pass the 

problem to London and it will not diminish our own power if we do so”? 

 



Professor Tony Travers (London Finance Commission):  One thing I have not mentioned is 

that we looked at the academic evidence, such as it is, for whether devolution of power leads to 

higher levels of economic growth.  The answer is there is not much evidence and it is pretty 

mixed, actually.  It does not suggest, crucially, that devolution of power leads to lower levels of 

economic growth, so at least we have that to cling to, but it does not necessarily lead to higher 

levels. 

 

But there is academic research which shows that more devolved systems produce greater 

satisfaction among the public in the services they receive.  If that were true, especially given the 

state of national politics and trust in it, you would have thought there was a pretty big potential 

gain here if devolution of power to London and other big cities meant people were happier with 

the political system more generally if we could make that argument. 

 

To that I would add, and this is in the report but I could go further personally, that there will 

have at some point to be an English answer to the devolution question, that is leaving England 

unreformed while Scotland, Wales and Northern Ireland are seen by many people, perhaps more 

outside London than in, as being privileged democratically.  That is not going to be sustainable 

forever.  So, again, if devolution of more power to cities were part of an English devolutionary 

movement, which also solves the what-do-we-do-about-regions problem as well, then we are 

offering national politicians something that works in their terms. 

 

Gareth Bacon (AM):  You have described how the Commission worked and you have managed 

to harness cross-party support for it and also the local government and regional government, if 

we can call the GLA a regional government, working in harness together.  The mechanics of 

passing a substantial amount of power from Whitehall to London would also play an important 

part in that and you have said that we could talk about that forever really and where the power 

would go.  You have used the term ‘London government’ but there is no such thing as London 

government, really.  It is a bit of a catch-all.  Do we need to have almost a London Finance 

Commission part two where we discuss where that power would go and how that would work? 

 

Professor Tony Travers (London Finance Commission):  Again, like Jennette Arnold’s 

question, that has elements of a Tardis about it, does it not?   

 

Gareth Bacon (AM):  The reason for me asking the question, just to help you, is not because I 

am trying to be difficult. 

 

Professor Tony Travers (London Finance Commission):  No, I know you are not.  Actually, 

I think it is an interesting question. 

 

Gareth Bacon (AM):  It would be easy for any Minister sitting there to think, “I cannot be 

bothered with this.  It is too complicated to work it out.  We do not really know where that 

power is going to go anyway, so let us just put it in the bin”. 

 

Professor Tony Travers (London Finance Commission):  No, that is a risk.  You are 

absolutely right.  That is why we did make every effort to have London Councils and the Mayor 



onside but it would have to be any group of London Councils leaders and any Mayor to make 

this work.  That of course would vary over time in its ease and simplicity. 

 

The reason I say your question, like Jennette Arnold’s, has the capacity to go a long way is that, 

like her question, yours begs the issue of whether there needs to be a wider review of London 

government.  For example, if we had made a recommendation that income tax should be 

transferred to London government as a local tax or any of the other major taxes, it would have 

begged the question of whether the GLA should begin to assume a role in London analogous to 

the government of Wales or the government of Scotland in those nations.  That is a very big 

step to take and one that I am pretty sure the boroughs would not be that comfortable with. 

 

However, the fact that people are not comfortable with things does not mean they cannot be 

addressed forever.  If you asked me a different question, “Will there be a review of the future of 

London government at some point in the future”, history suggests the answer is yes. 

 

Fiona Twycross (AM):  I think you made some really interesting points on English devolution 

and in one sense localism represents a very basic form of devolution.  Did the recommendations 

of the report represent radical localism?  If so, what benefits could devolving revenue-raising 

powers bring to the rest of England? 

 

Professor Tony Travers (London Finance Commission):  I should have mentioned.  We had 

the Chief Executive of Birmingham City Council [Stephen Hughes] and a senior figure from 

Manchester’s economic development community [Mike Emmerich, Chief Executive of New 

Economy Manchester] on the Commission to ensure that we could not be seen as London trying 

to go for another grab for power.  Whatever happens to London I think is more likely to occur if 

it is seen as a reform which other big cities are alongside and that they can get something that 

they want as well.  We have to be aware of the fact that the different major political parties 

have their strongholds in different parts of the country.  I do not need to say that to you.  That 

being the case, we need to keep politicians of all parties focused on the idea of cities as the 

generators of growth, cities which need a lot of extra jobs, and therefore a reform which, if it 

worked for London, would also work for other cities.  I think it will work and it begs the question 

of how far London’s politicians can work with those in the other cities to lobby for the change 

across parties. 

 

Fiona Twycross (AM):  Without further devolution in the other cities, would they be able to 

pick up the recommendations if they are implemented? 

 

Professor Tony Travers (London Finance Commission):  I would hope so.  As I say, the 

core cities endorsed the report on the day it was published.  I would very much hope that, for 

example, Greater Manchester, which already has a very effective Greater Manchester-wide ten-

district mechanism for working as a combined authority as well as the ten districts working 

jointly on other matters, that for Greater Manchester there are things in this report that they 

could pick up and that they could lobby themselves for the same things. 

 

Fiona Twycross (AM):  Thank you. 

 



Richard Tracey (AM):  Tony, what makes you any more optimistic that the Government is 

going to accept these ideas you have put forward than they did in dealing with business rates?  

They first of all said that they were going to hand the whole of business rates over as I recollect 

and it finished up being 50%, so what is the prospect? 

 

Professor Tony Travers (London Finance Commission):  I could be more pessimistic even 

than that.  One of the reasons that we have in the early part of the report a section on the 

Layfield and Lyons reports is that they got nowhere at all, really.  They had a modest effect but 

they did not lead to substantive change. 

 

What I think is different now are a number of things.  In no particular order, Scotland and Wales 

and devolution, that is different.  The devolution within England point I made, which I think is a 

real and growing political issue.  The fact that the Mayor of London, be it the current one or a 

future one, has enormous purchase within politics and can make a powerful argument at the 

core of Government for these changes.  You are right about the business rate reform.  It is not 

for me to speak for them, but I think left to their own devices some Ministers in the current 

Government would have liked to go further than they did.  Certainly they obviously did want 

100% business rate retention originally and it was only the complexities at a time of declining 

resources for local government, the complexities of the problem they would be faced with of 

having devolved the whole of the business rate to local government and then finding 

themselves, if the growth in that business rate yield was too great, having to take lots of money 

away from local authorities that led them to introduce a more modest reform.  I think that is 

why they had to change. 

 

I am more optimistic also because I think there is perhaps a dawning perception across the wider 

political system that central Government in Britain has left itself in a position of being too 

strong and yet too weak, if I can misquote international relations.  Successful Prime Ministers 

get into Downing Street and in theory have vast amounts of power but in practice do not.  I 

think that is a perception that was very strong in the last Government, and very strong currently, 

and rational decentralisation within England would have the potential benefit of making central 

Government more able to do the things it wants to do, leaving other parts of government to do 

the things that they should do.  So I am a bit more optimistic than I would have been five or ten 

years ago. 

 

Richard Tracey (AM):  There has been some success from Business Improvement Districts 

(BIDs).  Would you think that that would to an extent persuade the Government that there is 

some sense in what you are saying about business rates? 

 

Professor Tony Travers (London Finance Commission):  BIDs are a good example of a 

reform which has taken place and which has led to a new tax source, a new form of local 

business democratic institutions emerging and, like the business rate supplement, shows that 

things can be done.  I know you are not but we must not get ourselves into the position of 

thinking nothing can ever be done, otherwise none of would get up in the morning. 

 

Richard Tracey (AM):  In the discussions you have had with the parties, how are they coming 

down on your ideas?  Can you differentiate between the views of particular parties? 



 

Professor Tony Travers (London Finance Commission):  It is fair to say that at the national 

level politicians that I have spoken to from both the Conservative and Labour Parties, and we 

will talk to those in other parties later, so far and their collective view is, “This is an interesting 

report.  We will take it seriously”.  Crucially, they have not yet any of them said no.  Not saying 

no is a step.  That is all I would say. 

 

Is there any difference between Conservative and Labour politicians I have seen in their 

approach?  Absolutely not.  National politicians in this regard have more in common with each 

other than any of them do with any of us. 

 

Richard Tracey (AM):  Thank you. 

 

Andrew Boff (AM):  I do hate it, Professor Travers, when you come here because you answer 

all my questions before I have asked them.  But do you think the Mayor is missing a trick in just 

lobbying for London when he should actually be lobbying for cities?  It strikes me that the 

‘carrot crunchers’ have their lobby groups and unfortunately the cities do not seem to have a 

cohesive one. 

 

Professor Tony Travers (London Finance Commission):  Again, this is not in the report 

except again indirectly through our making the case for the idea that this report could be picked 

up by other cities and city regions, but there is an overwhelming case for England’s cities 

lobbying together for things.  They have many common interests.  There is, to varying degrees, 

a powerful rural and countryside lobby which will manifest itself again and again, as on the 

streets of London at the weekend, I am told, on the matter of badgers.  There is a big 

countryside lobby that can turn up when it needs to.  There is not really an urban lobby.  The 

urban lobby consists of some urban politicians.  Lord Rogers of Riverside [architect] is never to 

be underestimated as a living urban lobby but, in truth, there will be a lot to be said for your 

idea of the Mayor of London working consensually with the leaders of other big cities in 

England and indeed Britain to generate an understanding of the particular needs of the urban 

part of the country, particularly given that there is often a sympathy in urban areas for rural 

parts of the country with less reciprocation.  That is not a criticism of people who live in rural 

areas but city leaders need to do all they can to make their case. 

 

Andrew Boff (AM):  It seems to me that cities have an awful lot in common.  City-dwellers all 

need capital investment, they all need more control over their finances and they all every now 

and then spend a couple of days in the country to see where the money they have earned is 

being spent.  I personally feel that perhaps calling it the LFC may have been a problem and that 

it should have been about urban Britain, about the cities and about what we bring to the 

economy.  The country has had it for too long. 

 

Incidentally, with regard to your addressing the English problem in terms of democracy, quite 

clearly, do you not think we should just do what most people that I talk to want to see and have 

an English Parliament, preferably based in Manchester because it is nearer the middle of the 

country or Salford if it is more convenient for the BBC? 

 



Professor Tony Travers (London Finance Commission):  I think that perhaps Andrew Boff 

and other Members here assembled should propose such a commission and get it going.  

Seriously, I am not sure personally about an English Parliament and we can perhaps not agree 

on it, but other than that I think England and devolution within England is a major political 

problem.  In fairness to the Finance Commission, they were a tiny element in addressing that 

issue.  Is there a need for something bigger?  Almost certainly. 

 

12/2013 - Land and property taxes 

Jenny Jones  

 

Given the windfall gains that land and property owners benefit from when transport 

infrastructure is built, could a tax on those gains help pay for the infrastructure? 

 

Professor Tony Travers (London Finance Commission):  One of the issues that we were 

able to address in the Commission, having made this proposal that the full suite of property 

taxes be devolved to London, is to open up the wider question of how those taxes are operated 

and whether there might be an argument in the longer term for moving to a different basis of 

valuation which would address this issue, or that among the smaller revenues or other reforms 

that might be introduced as part of this create new ways of capturing windfall gains from 

development could be addressed.  There is a lot to be said for having forms of property taxation 

that allow the city to capture the uplift that comes with new development that is built into 

property prices as they rise so as to reinvest it in the city’s infrastructure.  Actually, many 

property owners, I suspect, if there were a rational way of doing it, would not disagree with it.  

The straight answer is I am in favour of inventiveness and innovation in the use of the property 

tax space once it is devolved, if it were devolved. 

 

Jenny Jones (AM):  I do not know if you know but Lord Adonis [Chair, London First’s 

Crossrail 2 Taskforce] told the Transport Committee last week that there is limited scope for 

another business levy because it had already been done for Crossrail.  But he had read your 

report and thought there was potential for getting really serious development gain out of new 

housing.  The door is opening, is it not? 

 

Professor Tony Travers (London Finance Commission):  It is.  New housing, of course, we 

do not really address in the report because it is an extant reform.  The New Homes Bonus is a 

slightly odd way, in my personal view, of effectively allowing councils to keep the growth in the 

council tax that comes with new homes.  In another world, they would just have kept the growth 

in the tax space but it is being done through a grant and a grant which over time is top-sliced 

out of local government’s funding.  So it could be done differently and probably rather better.  

We do not know whether the New Homes Bonus will provide an incentive but it certainly is 

going to provide London with a new revenue stream where housing is built. 

 

Capturing the growth in the tax base from council tax, the business rate, stamp duty, the full 

suite of these taxes, allied to Section 106 and CIL type powers, does offer London’s government 

the capacity to be much more creative in how they are operated.  I gave a hint about this when I 

was speaking at the beginning.  The current configuration of stamp duty and the type of council 

tax is clearly not what anybody would have done if they had been planning it from first 



principles.  It might well be possible to rejig these taxes so that there is greater certainty for 

owners, occupiers and investors and also that those taxes would operate more rationally than 

they currently do.  More generally, as London develops more, there is no doubt that capturing 

the growth in the tax base yield would produce a revenue stream which could undoubtedly be 

used for investments such as major transport schemes. 

 

Jenny Jones (AM):  I think Crossrail estimated that their new line would lift land values along 

the whole route by £5.5 billion, so it is obviously.  You do mention in your report undeveloped 

sites.  Has there been any feedback on that?  Has anybody with any power shown interest in 

that? 

 

Professor Tony Travers (London Finance Commission):  We have not had any interest but 

you will be encouraged to hear nobody again has said no to us.  They have not said, “Absolutely 

not”.  The reason that we wanted to include the idea of more radical reforms of a potential tax 

base as a possibility, rather like assigned income tax would be a possibility in the longer term, is 

that we wanted to stress very clearly as far as property taxes are concerned and capturing the 

benefits of economic activity through growth in the tax base give the potential for more creative 

reform than has hitherto been the possibility. 

 

Jenny Jones (AM):  Gareth [Bacon] and Andrew [Boff] started asking about what the Mayor 

could do.  If you wanted to draw him up a list of things to do immediately on this to actually get 

all of your report going, and obviously I would quite like the aspect that I am interested in as 

well, what would you tell the Mayor to do? 

 

Professor Tony Travers (London Finance Commission):  I would very much hope that the 

Mayor would continue to lobby his good contacts at the top of Government to introduce the 

kinds of reforms here suggested.  There is no doubt that the Mayor of London has enormous, as 

I said earlier, salience and power at the top of Government, this one and his predecessor, and 

they have great access and use it accordingly.  If you ask yourself, in any government, does the 

Mayor of London have greater purchase in the political system than most cabinet ministers, the 

answer is he does.  Therefore, I would hope that the current Mayor, and indeed any candidates 

who come forward next time for other parties, will press their party and their senior members at 

a national level to make these what I consider modest reforms for the better government of 

London. 

 

Jenny Jones (AM):  I am just imagining that he has this report.  You have spent a long time on 

it.  It is a good report, something for everybody.  But lobbying?  Is that really enough?  Should 

he be, as Andrew [Boff] suggested, starting to talk to other cities and trying to get together a 

co-ordinated effort to do this?  Just chatting to his pals does not really cut it, does it? 

 

Professor Tony Travers (London Finance Commission):  The current Mayor is like all of us 

in the sense that we have to work within the political system and lobby for the things we want.  

Clearly even members of the Cabinet have to lobby for the things they want and we all have to 

lobby for things we want of each other.  I have said earlier and I do think there would be a good 

reason for common cause being made with the other cities.  It would be excellent if the Mayor 

lobbied his colleagues at the top of the current Government. 



 

The real thing we have to do is to keep it alive because even if there is broad agreement that 

the relatively modest proposals in the Finance Commission report should go ahead, nothing 

happens fast.  

 

Murad Qureshi (AM):  Can I be bold enough, Tony, to ask you things that you have not really 

touched on in your report?  The first is mansion taxes.  Our sister city New York has a 0.5% 

mansion tax for properties over $2 million.  Do you see a place for something similar if it was 

hypothecated to build social housing, for example? 

 

Professor Tony Travers (London Finance Commission):  If the Finance Commission 

proposals were implemented and the Mayor and the boroughs decided to reform council tax 

somewhat and stamp duty, it would be possible to mimic all the effects of a mansion tax 

without introducing a mansion tax.  A mansion tax if it is introduced in Britain will just be 

another central Government tax and I am very strongly of the view that it would be much better 

if all property taxes were captured within London by London, not having successive Chancellors 

introducing, as they have done, much higher levels of stamp duty and possibly a mansion tax.  

In fact, they have introduced other taxes on company-owned, high-value properties which are 

very like mansion tax or council tax but only apply to high-value properties and are collected by 

central Government.  I would hope if this reform took place that London government would 

decide to adjust and reform council tax and stamp duty land tax so that a mansion tax would no 

longer be considered necessary. 

 

The point about New York is a very interesting one.  We did not research this in detail but taxes 

on New York domestic property are based on the assessed value, i.e. a kind of capital value of 

the home.  On a like-for-like basis, they are much higher on high-value properties than they are 

here.  I am not saying I am in favour of higher taxes.  I am just saying that if you compare a 

Fifth Avenue mansion with your Knightsbridge mansion, there will be a substantial difference in 

the taxes paid.  It does not stop people buying them. 

 

Murad Qureshi (AM):  What I am suggesting, Tony, is that there is a case for a London 

mansion tax but let us put that aside.  I am glad you mentioned Barbara Castle.  There was 

another Labour great, Herbert Morrison [former Deputy Prime Minister], who when he was at 

the London County Council, set up a system of land value taxation in a bill in 1939.  It was later 

incorporated in the Attlee Government’s Town and Country Planning Act 1947 and was 

repealed by the Conservative victory in 1951.  What historical lessons are there to learn about 

land valuation taxation in London? 

 

Professor Tony Travers (London Finance Commission):  The historical value to learn from 

that and indeed from the community charge/poll tax reform is that reform of local taxation 

should be approached with caution.  Even if everybody thought land value taxation was a good 

thing and wanted to do it, which they do not but even if they did, the move from here to there 

would inevitably produce losers and gainers.  Losers react, gainers do not.  Lots of things did for 

the poll tax but that is one of the things that did for it. 

 



One of the benefits of the kinds of proposals we have made in the report is that on day one 

nothing would change.  If anything changed it would float away from the starting point.  I am 

not against considering reforms to the tax base but you just have to be careful what you wish 

for.  Even if there were a revaluation of council tax in London (and this is not in the report and 

is my personal estimate), many homes in inner London would pay more and many homes in 

outer London would pay less.  That sounds OK if you say it, but actually it is quite divisive 

between inner and outer London. 

 

Murad Qureshi (AM):  Would you accept that if we had land valuation taxation we would not 

have as many empty sites lying idle at the moment with the potential of building 170,000-odd 

homes straight away? 

 

Professor Tony Travers (London Finance Commission):  That has always been the 

implication of land value taxation.  Whether it would produce some unintended consequence 

that none of us can know until it is tried, I do not know.  There will be other consequences and I 

do not know what they will be, but it might well have the effect you are suggesting. 

 

Murad Qureshi (AM):  Thank you.  That is the biggest argument for it. 

 

Nicky Gavron (AM):  Thank you for the report and thank you so much for the way you are 

amplifying it, Tony.   

 

This is a little bit different from what Jenny Jones and Murad Qureshi have been saying but it is 

building on that.  Do you think if there was a targeted form of land tax on those sites which 

have planning permissions, and we know now we have 211,000 homes sitting on land with 

planning permission at the moment, that would help bring forward housing?  

 

Professor Tony Travers (London Finance Commission):  This is an answer that has nothing 

to do with the Commission and not something I had thought about until this moment, so this is 

on the basis of just thinking about it now. 

 

Nicky Gavron (AM):  You sort of half got there, did you not, with the [Sir] Michael Lyons 

stuff? 

 

Professor Tony Travers (London Finance Commission):  It would clearly have an effect.  

The designation process would doubtless be fraught and I suppose it begs the question, and 

again, this is thinking aloud and maybe the answer to this everybody knows but me, why would 

an authority not use compulsory purchase powers (CPO) to try to get around the problem if 

there was such a compelling argument?  Perhaps it is the fact that you cannot use CPOs 

because of the political struggle around them or something or it would be seen as requisitioning 

land and would make it more difficult. 

 

But, as I have said all along, I am not against experimentation.  Indeed, one of the things I 

hoped would come out of the reforms we suggested in the Finance Commission is that things 

could be tried.  Not everything has to be tried everywhere and so in this reform, if the kind of 



tax you are suggesting might produce some benefits, why not try it somewhere and see what 

happens? 

 

Darren Johnson (Chair):  Thank you.  On that note, we will conclude the questioning, so can 

we thank Professor Travers and the rest of the Commission for their report which has been 

welcomed cross-party today by the Assembly and can I also thank Tony for answering our 

questions today.  Thank you. 


