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v. What are the arguments for and against the proposal to give mayoral strategic authorities the power to introduce an overnight visitor levy? 
Overnight visitor levies are charges on overnight accommodation in a given area, typically set by the local or regional government. 
England is currently an international outlier as English local government lacks the power to set and collect visitor levies. Every other member state of the G7 allows local government to collect visitor levies, along with Scotland and Wales, as well as other European countries such as Spain, the Netherlands and the Czech Republic. Countries that do not currently have local visitor levies, such as Norway and Finland, are in the process of introducing them.
Centre for Cities supports the Government’s plans to give mayoral strategic authorities visitor levy powers, with the main arguments for introducing the powers being: 
· Visitor levies create local growth incentives. 
· In England’s exceptionally centralised local government finance system, local areas which successfully grow their local economy are effectively penalised, as they end up receiving smaller grants from central government. A visitor levy disconnected from this equalisation mechanisms changes this by creating an incentive for mayors and councils to invest in their visitor economy to grow the local and national tax base.  
· This incentive is applicable to major cities such as New York, Barcelona and Tokyo, domestic tourist locations such as Huntsville (Canada) and Nîmes (France), and places off the beaten track such as Essen and Eisenach (Germany) and Kitakyushu (Japan). 
· Revenue can be invested in supporting the local visitor economy. 
· Visitor levies provide local revenue to deal with the highly localised costs of tourism including burdens on infrastructure, public realm and policing, and to support the development of the visitor economy and tourism offerings. 
· Mayors should have the freedom to choose whether to implement a levy and how revenues are spent. This helps to keep the visitor levy accountable and maximise their financial incentives to do whatever the local visitor economy needs to grow and succeed. 
· Setting levies locally allows places to minimise the impact on the visitor economy
· Visitor levies can be designed to balance capturing revenue from visitors with ensuring continued visitor demand. Research on 24 major European cities suggests that visitors are insensitive to levies. Visitors to more ‘marginal’ tourist destinations appear to be more price sensitive, and should be expected to have lower levies than other parts of the country. 
· Visitor levies are a first step towards fiscal devolution within England.
· The Chancellor has set the Government’s intention to create a roadmap for fiscal devolution. Visitor levies are widely used internationally and provide a big first step towards fiscal devolution in England. They are an opportunity to advance the national and local debate on allowing places to vary local taxation, increasing growth across the country while repairing local authority resource.
Centre for Cities research on visitor levies outlines the key considerations for places when implementing a levy. These are: 
· Places should opt for percentage rate levies over flat rate fees, particularly in urban areas and major visitor destinations. Percentage rate levies are more flexible and offer a range of advantages, including: 
· Percentage rate levies are more buoyant – revenues respond to growth in the visitor economy, variations in accommodation pricing and to seasonal or event-based peaks in demand. This provides a strong incentive for places to grow their visitor economy, including by reinvesting levy revenues. 
· Percentage rate levies are more progressive, ensuring the burden of a visitor levy falls on those with the greatest ability to pay. Flat levies place the greatest burden on budget travellers and are a much larger share of their accommodation costs.
· As they are more progressive, percentage rate levies raise more revenue. For example, visitor levies raise £35 million in Tokyo but £493 million in New York, even though Tokyo receives more visitors. This reflects local levy design – Tokyo operates a flat rate levy and therefore raises much less than New York City despite having more visitors.
· Percentage rate levies reduce the long-term administrative burden for places as there is less need to review and update to respond to changing demand or inflation. 
· Flat rate levies are best suited to places with minimal variation in visitor economy or accommodation offer, such as rural areas where tourism is based on holiday cottages or campsites.    
· Jurisdictions that allow local governments to collect percentage and flat levies see many places with little visitor economy potential not collect a levy, and those that do prefer percentage rate levies. For example, in Ontario where there are 414 local authorities, only 87 set a visitor levy. Of these, 86 set a percentage rate levy – the only council that sets a flat rate (Niagara Falls) is switching to a percentage rate next year.

· Potential impact on demand: 
· As noted above, research on European cities suggests visitors are insensitive to levies in major tourist destinations. However, additional costs may impact visitor numbers for more marginal destinations or for more price-sensitive groups. Mayors should have the flexibility to set levy rates that work with their local visitor economies, to revise levy rates as needed, and to set exemptions for groups such as people in temporary accommodation.

· Potential impact on accommodation providers and mayoral strategic authorities: 
· Visitor levies place an administrative burden on accommodation providers. To mitigate this, mayoral strategic authorities should have the option to reimburse some revenue to providers. For example, Edinburgh reimburses 2 per cent of levy revenue to accommodation providers.  
· To minimise the burden on accommodation providers, mayoral strategic authorities should focus on developing clear and consistent visitor levy guidance and on avoiding adding complexity to the levy system. 
· Flat rate levies can add complexity and administrative burden to the system as authorities must mitigate against their regressive nature and limited revenue raising potential by adding exemptions or banded pricing. 
If a levy is introduced, how should it best be spent to attract tourism and investment?
To maximise the impact of the levy, revenue should be used to grow the taxbase and support local economic growth beyond the visitor economy. As a result, the visitor levy should be separate to the ‘equalisation’ of the rest of the local finance system that damages local incentives. 
Strict hypothecation of revenues for specific uses should be avoided, including hypothecation for developing the visitor economy. The reality and variation between different places and visitor economies means they will have different priorities and need the flexibility to vary spending decisions. Hypothecation for spending in areas which are not a local priority risks reducing the incentive places have to support and invest using levy revenue. 
This extends to hypothecating funds for national visitor economy initiatives such as free entry to museums. This would mean local revenues are used to subsidise a national policy which only benefits certain places. For example, there are no national museums in the West Midlands or North East, so these places should not be expected to fund the policy with local tax revenue. And for London which accounts for 85 per cent of national museum visits, revenue from a visitor levy won’t be enough to cover the cost of free museum entry. If the GLA were to implement a 5 per cent visitor levy (high by European standards), the revenue would only cover around half the cost of subsidising free museum entry. Subsidising local museum entry should be just one of the revenue-use options available to mayors. 
International examples also show that hypothecation is hard to mandate and implement. It is difficult to define, administer and monitor activities which fall within the target of ringfenced funds. For example, public transport, waste collection/sanitation and public realm, and policing are a key part of the visitor experience but would not necessarily be included if revenue is strictly hypothecated for tourism development.    
This means mayors should have discretion over how revenue is spent to strengthen the incentive for them to grow their local visitor economy, add accountability to the levy powers and to give strategic authorities a reliable, flexible funding stream to support them to deliver their objectives. 
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