
 
  

 
 

NEW RESEARCH: ‘Taxing for take-off: a new plan for fiscal 
devolution’  
 
Executive summary 

Just 5.8 per cent of national taxes are collected at the subnational level in the UK – the lowest 

share in the G7, and a fraction of France (20.4 per cent), Japan (36 per cent), and the US 

(45.7 per cent). England's devolution agenda is being held back by tax centralisation. 

Mayoral Strategic Authorities are now tasked with driving regional economic development, 

alongside an expanded range of competences formalised in the English Devolution and 

Community Empowerment Act. Yet without revenue retention, they share none of the fruits of 

their success. Fiscal devolution rewards good local decision-making: where local choices grow 

the tax base, a share of the resulting revenue stays in the area. The comparative international 

evidence suggests that fiscal decentralisation can drive higher productivity and economic 

growth. A direct link between revenue and spending also gives devolved institutions skin in 

the game – sharpening trade-offs, driving efficiency, and strengthening accountability to the 

local electorate. 

There is growing recognition in Government of these benefits, with the Treasury currently 

working on a fiscal devolution “roadmap” announced by the Chancellor in March. This paper 

sets out a practical but ambitious blueprint for devolving fiscal power in England. 

Key recommendations: 

• Replace Integrated Settlements as the primary funding mechanism for Established 

Mayoral Strategic Authorities with retained revenue equivalent to 2.5p in the pound of 

the basic rate of income tax paid by those whose primary residence is in the area (in 

every case estimated to be worth more than the existing Integrated Settlement) 

• Let all Mayoral Strategic Authorities retain 100 per cent of business rates growth 

• Accompany fiscal devolution with an equalisation mechanism that rewards strong 

performance while ensuring fairness for areas starting with smaller tax bases and lower 

growth potential 

• Strengthen local accountability and replace Integrated Settlement outcomes 

frameworks with a new model and a more direct relationship with the Treasury 

• Use these reforms as the first phase of a longer-term move towards a more expansive, 

autonomous model of fiscal devolution 

 

 

Re:State 

https://assets.publishing.service.gov.uk/media/6926e212a245b0985f03409c/overnight-visitor-levy-in-england.pdf
https://www.oecd.org/content/dam/oecd/en/publications/reports/2013/06/decentralisation-and-economic-growth-part-2-the-impact-on-economic-activity-productivity-and-investment_g17a22e5/5k4559gp7pzw-en.pdf
https://www.oecd.org/content/dam/oecd/en/publications/reports/2013/06/decentralisation-and-economic-growth-part-2-the-impact-on-economic-activity-productivity-and-investment_g17a22e5/5k4559gp7pzw-en.pdf


 
Fiscal devolution action plan 

 
Phase 1: Immediate action (2026-2027), announced at the Autumn Budget 

1. Replace Integrated Settlements with income tax retention (and a tailored 

equalisation mechanism) 

• Each Established Mayoral Strategic Authority (EMSA) to retain 2.5p in the pound 

of basic-rate income tax raised in their area, replacing Integrated Settlements as 

the primary funding mechanism.  

• Parliament to assign revenue directly to EMSAs (not via departmental grants) to 

ensure genuine spending flexibility.  

• Apply tariff/top-up to ensure more equal starting points across EMSAs at Year 1, 

held constant in real terms for six years before a reset, with real-terms revenue 

growth during the period retained by EMSAs.  

2. Expand Business Rates Retention  

• Extend 100% business rates growth retention to all Mayoral Strategic Authorities 

(not just trailblazers).  

• Allow MSAs to determine internally how retained revenue is split between 

constituent authorities and strategic priorities.  

• Grant MSAs powers to devise targeted business rates reliefs and discounts for 

specific sectors or areas.  

• Grant EMSAs full control over the rates (multipliers) that apply in their area, 

including both the power to set new multipliers and vary existing rates.   

3. Introduce the Overnight Visitor Levy (OVL) 

• Make the OVL available to all levels of Strategic Authority.  

• Establish OVL revenues as additional to existing grant funding.  

• Designate MSAs as billing authorities for OVL administration.  

4. Begin administrative groundwork 

• HMRC to collect geographical residency data for income tax and issue new tax 
codes based on primary residence. 

• MHCLG to begin building regional-scale tax administration architecture to support 
OVL and future fiscal devolution. 

 

Phase 2: Deepening fiscal devolution (2027–2030) 

5. Fiscal innovation and Special Economic Zones  

• Enable all MSAs to use business rates powers to create bespoke special 
economic zones (SEZs) funded from local revenues.  



 
• Establish a transparent process for EMSAs to propose larger-scale SEZs 

requiring central government partnership, with a duty on government to respond 
publicly.  

• Allow MSAs to propose and pilot new local levies and charges oriented around 
specific local objectives, building on the OVL and Workplace Parking Levy 
precedents.  

6. Strengthen accountability structures  

• Establish Local Public Accounts Committees (LPACs) in all Strategic Authority 
areas, working alongside the new Local Audit Office.  

• Designate MSA Chief Executives as Accounting Officers, accountable to 
LPACs and the Public Accounts Committee where necessary.  

• Replace the current granular Integrated Settlement outcomes framework with a 
new lighter-touch, high-level, cross-cutting system.  

7. Reform intergovernmental relationships  

• Establish new semi-regular intergovernmental forums between EMSAs and the 
Treasury for coordinating the subnational fiscal settlement.  

• Issue new guidance on how the Best Value Duty applies in the context of fiscal 
devolution, with clear and transparent triggers for intervention.  

8. Conduct institutional readiness assessments  

• MHCLG to establish a dedicated local empowerment body to conduct systemic 
maturity assessments of MSAs across capacity, performance, governance, and 
culture.  

• Make income tax assignment accessible on the basis of these assessments – 
not Integrated Settlement management track record.  

• Make a basic fiscal devolution package (OVL + enhanced business rates 
retention) available to Strategic Authorities at earlier stages of development.  

Phase 3: Deepening fiscal devolution (2027–2030) 

9. Transition to Land Value Tax  

• Replace business rates with a Land Value Tax, maintaining 100% retention for all 

MSAs within a broader redistributive framework and with heightened local control.  

• Consider parallel reform of council tax and Stamp Duty Land Tax to broaden and 

rationalise property tax reform.  

10. Devolve a Regional Progressive Income Tax  

• Once appropriately scaled regional governance structures are in place (target 

populations of ~3 million outside city-regions) with responsibility for coordinating, 

shaping, and delivering a significant portion of state responsibilities devolve 50% 

of income tax to regional authorities.  

• Central government to halve national rates; regional authorities to set their own 

progressive rates and bands. 

• Implement partial equalisation at an 80% rate, based on hypothetical fiscal capacity 

and adjusted for structural cost pressures, with regular review.  



 
 

Contact Re:State 

If you would like to know more, or to discuss the findings, please contact the report co-author: 

Alex Walker, Senior Researcher, alex.walker@re-state.co.uk  
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