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personal taxation today 

[his pamphlet is about the taxation of 
t comparatively small class of the elec-
.orate: those people who pay surtax and/ 
Jr those who have inherited or been given 
;ubstantial sums of money. Some may 
trgue that these "very well off" mem-
Jers of the community are not a pressing 
Jolitical problem, but if they argue in 
.his way they make a mistake. First, it 
s not true that members of this class are 
tll "very well off": a recent survey 
A. J. Merrett, Executive remuneration 
n the United Kingdom, p 40, Longmans, 
I 968) showed that a quarter of the direc-
ors of companies sampled, although high 
ncome earners, had no disposable wealth 
tt all and were in debt by amounts rang-
ng up to £10,000. Second, the members 
Jf this class are crucially important 
Jecause it is from them that our 
' managers" are drawn. 

' In the last analysis", wrote the authors 
Jf the PEP report (Attitudes in British 
nanagement, p 11, Pelican Books, 1966) 
' the growth of the economy as a whole 
lepends on the efficiency and growth of 
he individual firms and these, in turn, 
tre determined largely by the men who 
nanage them". They illuminatingly divi-
ied managers into two classes: thrusters 
md sleepers, and pointed to the way in 
vhich sleepers could be encouraged to 
Jecome thrusters in order to improve 
heir own and the country's efficiency. 

Jsing another basis of comparison, 
nanagers can be divided into two other 
:lasses. There are the managers who have 
nherited or been given fortunes, or 
tchieved their positions in businesses 
hrough the agency of those who have 
nherited or been given fortunes: these 

call the Conservers of wealth. On the 
1ther hand are those managers who have 
tad to make their own money or who 
tave achieved their positions by their 
1wn unaided endeavours: these I call 
he Creators of wealth. Although the 
.lass of sleepers does not exactly coincide 

the class of Conservers, or the class 
1f thrusters with Creators, there is a close 
:orrespondence between the two. This 
orrespondence is not accidental. 

:ne British system of direct taxation on 

individuals is mercilessly severe on the 
Creator, but, provided relatively painless 
estate duty avoidance procedures are set 
in train, the system exacts very little 
indeed from the Conserver. This is to put 
the weight of the tax burden exactly the 
wrong way round if the country's effi-
ciency is to be promoted. It is the purpose 
of this pamphlet to show both how and 
why the tax burden on this comparatively 
small class of the electorate should be 
shifted. 

direct taxes on capital 
There are at present two major direct 
taxes on capital borne by individuals in 
the United Kingdom: death duties and 
the capital gains tax. I am not concerned 
at this stage in my argument with the 
capital gains tax. It was imposed by the 
1965 Finance Act and it is too soon yet 
to judge what effect it may have. More-
over, it affects only those people who 
have some capital and who have " real-
ised" it in the course of the year. I am 
concerned with the only other tax on 
capital: death duties. 

Death duties date from the 1894 Finance 
Act. They levy duty on the principal 
value of all property real or personal, 
settled or not settled, which " passes on 
death ". The net is cast wide and large 
classes of property in which there is no 
actual " passing " on death are " deemed 
to pass" on death. For example, certain 
companies can, by the 1940 Finance Act, 
find themselves charged to estate duty 
(although they cannot be said to die at 
all) when someone who has, or had, a 
financial interest in them dies. 

Originally the maximum rate of estate 
duty was 8 per cent (payable only on 
estates of £1 million or more) but the 
rates of duty have increased sharply over 
the years since 1894. They now range 
from 1 per cent for estates between 
£5,000 and £6,000 to 80 per cent for 
estates over £1 million. The yield from 
death duties to the Exchequer in 1967-8 
was £330 million. In most cases, the 
whole amount of duty is payable on 
delivery of the Inland Revenue affidavit. 
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Provided a rich man takes no measures 
whatever to avoid estate duty, and dies, 
the government gets a reasonably fair 
and progressive slice of what is passed 
on to the beneficiaries of his estate. 
Indeed, in certain circumstances it may 
be argued that the burden of the tax is 
excessive. But the fact is that anybody 
who takes any trouble at all can escape 
liability to the tax altogether. All he 
needs to do is to " give away " his money 
a sufficiently long time before he dies. 
Then he and his heirs escape any tax of 
any kind. Hence the truism that estate 
duty is a voluntary tax 

The business of assisting rich men to 
" give away " their money is now a highly 
competitive industry absorbing the talents 
of a number of insurance brokers, lawyers 
and accountants. The reader of this pam-
phlet will be familiar with the kind of 
advertisement which appears regularly in 
the financial columns of newspapers with 
an AB readership: "Reducing estate 
duty is a highly complex task. Many 
people still do not realise that it can often 
be done painlessly-that is, without 
reducing income or converting assets ... . " 
People who are worried by their estate's 
potential liability to estate duty are 
invited to send in for booklets explaining 
how this " painless " process may be 
effected by " well-known specialists in 
this field ". In the case of smaller estates, 
a man who has no taste for insurance 
brokers or other professional advisers 
simply gives his money away at least 
eight years before he dies. A voluntary 
disposition by deed carries an ad valorem 
stamp duty at the derisory rate of 1 per 
cent on the capital value. This duty is 
one of the very few to have been actually 
reduced (from 2 per cent) in recent years. 
Moreover, there are abatements of estate 
duty and stamp duty where a gift is made 
in consideration of marriage. 

Where an outright gift is inappropriate, 
the unit of ownership has become the 
group or family, not the individual; and, 
if estate duty is to be avoided, the nature 
of the interest owned, or the identity of 
the owners, must remain unchanged on 
the death of any particular individual. 
Hence the rise of the " discretionary 

trust ". A discretionary trust is a legal 
construction by which a rich man (or 
woman) settles a fortune or part of it 
upon trust to distribute the capital and 
income at the trustees' discretion among 
a wide range of "objects "-of which the 
settlor's descendants are usually the most 
prominent. Provided the "objects " do 
not include the settlor (or his spouse) and ~ 
the number of surviving discretionary 
objects exceeds one, the trust never 
attracts estate duty on anyone's death 
and the income from it ceases to be an 
embarrassment to the rich man during 
his life. 

Moreover these trusts can endure over 
an almost interminable period. By choos-
ing his trustees with care and reserving 
to himself the right to appoint new trus-
tees, a rich man can effectively control 
the application of his wealth during his 
life (and the power which that wealth 
commands), escape liability to surtax on 
its income, and ensure that his descen-
dants are reasonably affluent as far ahead 
as anyone can foresee. So estate duty is 
now paid only by the misanthropic, the 
patriotic, the absent-minded or the down-
right unlucky. 

One has only to list some of the arrange-
ments that have recently been before the 
courts under the Variation of Ttfusts Act, 
1958, to see the kind of fish that are 
swimming clear of the Revenue's net. 
Estate duty can be successfully avoided 
only if the death of a deceased person 
causes no change of beneficial interests 
in the trust capital. But if a person 's sole 
income derives from his interest in a 
trust, he cannot forego that interest with-
out compensation . So the actuaries do cal-
culations and with their help the lawyers 
carve up and distribute the trust capital 
between the various beneficiaries in pro-
portions which are equitable as between 
the beneficiaries (but not as between the 
beneficiaries and the Exchequer). 

This kind of carve-up can be, and is, 
done privately, without publicity, pro-
vided that all the beneficiaries are of full 
age and of sound mind. We then hear 
nothing about it: and neither does the 
Estate Duty Office . But in many cases a 



ettlor has wished to legislate for infants 
tnd unborn children. The issue then 
;omes before the courts. The Variation of 
~rusts Act provides that the great carve-
lp can also be made (subject to the 
:ourt's approval) when in,fants and un-
,orn children are involved, and so we see 
ome of the great private family fortunes 
mblicly exhibited in all their gratuitous 
plendour, and some of the schemes 
vhereby the families concerned will be 
:nabled to continue their gracious living 
or another half-century or so. 

)n 23 March 1966 The Times reported 
he case of the Duke of Norfolk's Will 
['rusts. What had happened was that the 
>resent Duke's father, who died in 1917, 
tad left his estates on complicated trusts. 
\mong other matters, there would have 
>een a heavy liability to estate duty on 
he death of the present Duke, because 
he settled estates were worth no less 
han £3 million in 1966. In the carve-up 
.vhich ·the court aop.pr·o·ved, the ,present 
JUke took a mere £130,000 together with 
~81,000 for timber-to which he was 
tlready entitled. The Duchess received 
~51,000 and the Duke's four daughters 
~35,000 each. There was a payment of 
~350,000 to General Fitzalan Howard; 
md his elder son (aged ten in 1966) will 
me day inherit £1,246,000 at 1966 values 
-some £900,000 more, his counsel said, 

he would have done had the original 
;rusts endured and estate duty been paid. 

[n 1964 and 1965, families with titles or 
1ames like Bristol, Paget, Courtauld, 
: ohen, Drewe, Guinness, Clore and Pet-
tifor all ca;me before the court .under t!he 
'\et-and made new law by elaborating 
~he ·principles on 1Which the court JWouJd 
Jless estate duty saving schemes. The 
;ases in which new law was not made 
·and these number many hundreds) are 
1ot reported. In 1966 the Sainsbury 
family went to the court .with a view to 
:~.voiding capital gains tax, in addition to 
estate duty. On 21 October 1966, the 
Financial Times reported that Mr Justice 
3off had approved a scheme under which 
Lord Sainsbury's two younger sons' inter-
ests were accelerated in a cool £5.2 million 
worth each of Sainsbury's shares. The next 
jay the judge went on to consider a simi-

lar application involving a £13 million 
settlement by Lord Sainsbury's brother, 
Robert James Sainsbury, of which the 
principal beneficiary was his son, David 
John Sainsbury, aged twenty-six years. 

May I emphasise here that I have nothing 
whatever against the Duke of Norfolk 
or Lord Sainsbury (or their respective 
families)? Both are conspicuously public-
spirited men. Nor do I object to the use 
by them, or their families, or their pro-
fessional advisers, of the mechanism of 
the courts to avoid tax. While :the law is 
fatuous, fatuous results are inevitable. 
I just wish to draw attention to the fact 
that there is no let or hindrance, and no 
taxes imposed on transfers of fortunes 
down the generations of a single family. 
This is the yawning gap in our supposedly 
egalitarian tax system. 

direct taxes on income 
In contrast to the haphazard way in 
which capital is taxed, the two direct 
taxes on income-income tax and surtax 
-are ruthlessly efficient. Income tax is 
a general tax on an individual's income 
derived from every source. The tax was 
introduced by William Pitt in 1798 and 
except for the years 1816-1841 has been 
in force ever since. From its inception it 
has been progressive and people with 
larger incomes have very properly paid 
a higher rate of tax. In the tax year 
1967-8 it raised for the Exchequer no 
less than £3,817 million and it is by far 
the most potent fiscal measure affecting 
individuals which is at the disposal of 
the government. Surtax, which taxes suc-
cessive slices of annual income in excess 
of £2,000 (or £5,000 in the case of earned 
income) was imposed by Lloyd George's 
1909 Finance Act and has been levied 
ever since. By comparison with income 
tax, surtax is an indifferent revenue pro-
ducer. In the tax year 1967-8 it raised 
only £232 million. 

Tax rates on an individual's top slice of 
income first became formidable in the 
1914--18 war. Afterwards the rates were 
reduced for some years until the 1939-45 
war, but they have remained high ever 



since. Between 1941 and 1953 taxpayers 
in the top bracket kept only 6d in the 
pound of the top slice of their incomes. 
Although this rate was slightly eased for 
a period between 1955 and 1965, in the 
tax year 1965- 6 a special impost of 10 
per cent of the surtax payable on an 
individual's income brought the rate back 
1.o just under the 1953 level. As a special 
measure in the 1968 Budget, a tax on 
unearned incomes for the tax year 1967-8 
was levied at a rate which could exceed 
the income on which the tax was paid. 

In contrast to the taxes on capital, British 
taxes on income are impossible to legally 
avoid and nearly impossible to illegally 
evade unless the individual is trading on 
his own account and takes cash from the 
till. This is because most taxpayers are 
employed persons, and owing to the 
hi1ghly efficient Pay As Y·ou Eam system 
of collection of income tax at source, the 
tax payable is deducted from every 
employee's pay packet or salary cheque 
and paid direct to the Exchequer by the 
employer. 

The precise incidence of the two taxes 
varies considerably between taxpayers as 
a result of an extremely complicated 
system of " allowances " and " reliefs ". 
But the broad picture is clear. The finan-
cially capable executive who gets to the 
very top of the tree can look forward to 
retaining only 1s 9d of every additional 
pound of income he earns. Mr David 
Barran, when appointed Chairman of 
Shell Transport and Trading Co Ltd 
announced that he would not take the 
additional Chairman's fee to which he 
was entitled. " I see no point in giving 
more money to Mr Callaghan ", he said 
(Financial Times, 9 February 1967). 

Moreover, long before he is in the highest 
brackets, the taxpayer is retaining less 
than half the marginal income on which 
he is paying tax. For a married man with 
two children the marginal rate rises very 
steeply indeed where the taxpayer's 
income exceeds £4,000 per annum . 

As the Financial Times of 13 January 
1967 put it " .. . an executive or success-
ful professional man has only a modest 
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incentive to push his income above £6,000 
and almost no incentive to aim at 
£10,000. And whether Lord Beeching 
gets £15,000 or £25,000 is almost entirely 
a matter of prestige and hardly one of 
cash at all". It is now generally recog-
nised that a married man with children, 
no matter what he earns, will be lucky to 
break even taking one year with another, 
after meeting his surtax demand (A. J. 
Merrett and D. A . G. Monk Inflation, 
Taxation and Executive Remuneration, 
Hallam Press, 1967). Anything he is able 
to save will be trivial compared with one 
year's normal expenditure: less than one-
third of the salaried and professional 
directors sampled in the survey previously 
mentioned will ever achieve the small 
distinction of acquiring disposable wealth 
greater than twice their annual before-
tax salary. 

conclusion 
The present position , therefore, in this 
country as far as direct taxes on capital 
and income are concerned is this. On 
the one hand, a closed class of privileged 
persons namely those who are born in 
the right bed-is gratuitously being 
enriched by huge chunks of money or 
money's worth and is paying very little 
tax on this enrichment. It is from this 
class that the Conservers of wealth are 
drawn. On the other hand, a financially 
capable executive who gets to the top of 
the tree who is unlucky enough to have 
no one to give him anything, is taxed at 
confiscatory levels on what he earns by 
his own exertions. It is from this latter 
class that the Creators of wealth are 
drawn . 



consequences of the 
xisting system 

The main consequence of the absence of 
m adequate tax on capital is the stagger-
ing inequalities in the distribution of per-
w nal wealth. If one abstracts from the 
[nland Revenue statistics for the tax year 
1965-66, the details of taxpayers' invest-
ment income, one gets the figures set out 
in ~he twble below. 

In the tax year 1965- 66 there were 21.7 
million taxpayers in the UK. Of these : 

1. Only 4 million had any investment 
income. 

2. Under 500,000 owned no less than 60 
per cent of the total investment income. 

3. 37,490 taxpayers had investment in-
~ome in excess of £10,000 per annum. 

t. If one reckons that these 37 thousand 
people were making an average yield of 
t per cent on their money, they must on 
average have been endowed with fortunes 
in excess of £250,000 each. And that is 
the kind of money which, except in the 
very rare case, can nowadays only spring 
from inheritance or gift. 

" Well ", I can hear the Conserver argue, 
"what is so very wrong with this? Is not 
private property sacred? The government 
takes enough in all conscience from the 
rich man in income taxes . What possible 
justification can there be for prohibiting a 
man from giving what is left to him to 
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whom he pleases? Or, what is only a 
degree less bad, for exacting a heavy tax 
from him when he does so? Why should 
not a man leave his money to his children 
(or anyone else for that matter) without 
the State taking a major part of it on the 
way?" 

To this there is an overwhelming answer. 
To every gift there must be two parties: 
the donor and the donee, the testator and 
the legatee. We may grant that the donor 
or testator has grounds for complaint if 
his desires or intentions are baulked. But 
why on earth should the donee or legatee, 
without exertion, enterprise or ability 
become possessed of anything at all? 

The possession of a quarter of a million 
pounds confers very great power. In the 
business world a man is ultimately judged 
by the amount of money he has got and 
not very much else. Whether he has been 
given it or has made it himself is imma-
terial. The main consequence of the hap-
hazard way in which capital is taxed, or 
left untaxed today is that far, far too 
much power is in the hands of the 
Conservers. 

It needs only a slight acquaintance with, 
for example, the City of London to 
realise how many of the crucially impor-
tant administrative posts go to men whose 
sufficient qualification is the inheritance 
of wealth. In firm after firm one or two 
families hold the power, and are served 

net income range net invest. income runnin.g 
(all.incoone) £000 % total 

number of cases runnin'g 
tota1 

£,per 
oase 

up to 499 67,560 3.8 3.8 
500-999 195,100 10.8 14.6 
1 ,000->1,499 161,090 8.9 23.5 
1,500-11,999 129,840 7.2 30.7 
2,000-2,499 106,940 5.9 36.6 
2,500-2,999 102,300 5.7 42.3 
3,000-3,999 164,040 9.1 51.4 
4,000--4,999 125,770 6.9 58.3 
5,000-5,999 104,690 5.8 64:1 
6,000-7,999 152,300 8.4 72.5 
8,000-9,999 102,250 5.7 78.2 
10,000 and up 39>2,790 2·1.8 100.0 

1,804,780 
source: Inland Rew~nue statistics, 1965-66 

000 % 
598 14.7 

1,428 35.2 
908 22.4 
427 10.6 
200 4.9 
120 3.0 
137 3.3 
77 1.9 
49 1.2 
50 1.3 
25 0.6 
37 0.9 

4,057 

14.7 
49.9 
73.3 
82.9 
87.8 
90.8 
94.1 
96.0 
97.2 
98.5 
99.1 

100.0 

113 
137 
177 
304 
535 
851 

1,195 
1,630 
2, 152 
3,037 
4,165 

10,477 



by others whose competence is far grea-
ter. 1Moreover the City is not the only 
place in which inherited wealth is domin-
ant, although it is probably the most 
conspicuous and important. In landown-
ing, farming, glassmaking, shipping, brew-
ing, confectioning, and steel-making until 
recently, and countless other activities it 
is the luck of !Where he is born tha:t 
determines what sort of chance a person 
has of getting to any position of conse-
quence. Thus Lord Iveagh in his Chair-
man's statement to the members of 
Arthur Guinness & Company Ltd on 9 
December 1958: "It is a great joy to 
me, and an indication of our vitality 
[sic] that this year I have been joined on 
the Board by my grandson ". 

Today that grandson is Chairman of the 
company. One has only to read the sur-
names of the directors of old-established 
businesses in these industries (and more 
particularly among the merchant bankers) 
to have evidence of how widespread 
nepotism is. 

It is not only in industry and commerce 
that the power of the Conservers is felt. 
Today it is virtually impossible for an 
able and ambitious young farmer to 
aspire to run his own business-unless 
he is a farmer's son. He will never be 
able to outbid the man who has been 
given the capital needed. 

In the political field the Conservative 
Party in the country is dominated by 
Conservers. They are the ones with the 
necessary time to spend to do the unpaid 
party jobs. Similarly up and down the 
country key appointments in local govern-
ment, education, even in the legal and 
medical professions, are being made by 
panels composed of people whose suffi-
cient qualification is that they have inheri-
ted the money which enabled them to be 
where they are. 

severity of taxes 
on income 
What are the consequences of the rigour 
of the taxes on income in Great Britain? 
I will begin by mentioning the most 
obvious consequence: but I would like 

to stress that I am not arguing that this 
consequence is, in itself, a bad thing. 
Indeed it can be argued that it is a good 
thing if we are to have a reasonably egali-
tarian society. The most obvious conse-
quence of our present system of taxation 
on income is that when our married tax-
payer with two children has reached the 
£6,000 per annum mark, there is no way 
at all in which he can do better for him-
self financially except by finding loop-
holes in the law. Two of these loopholes 
in the law seem to me to be deplorable-
and I see no hope of tightening them up 
under the present system. I refer to the 
" perquisites " racket, and the pensions 
drag. 

the "perquisites" racket 
One of the results of the extremely high 
rates of surtax is the expenses, perquisite, 
fringe benefit industry (call it what you 
will). The fact is that very many people 
in all sorts of jobs, not just Prime Minis-
ters, but company chairmen, and sales-
men entertaining foreign buyers, in order 
to do their jobs well, need to spend money 
on such " extravagances " as buying a 
customer or competitor a drink, attend-
ing a conference, taking a taxi to save 
time, spending a night in the centre of 
London to arrive fresh for a meeting 
early the next day, and so on. The list is 
inexhaustible. Mothers going out to work 
need to be able to pay someone to look 
after their children. Someone writing a 
book in his spare time needs to be able 
to pay someone else to mow the lawn. 

This need extends to doctors and clergy-
men, civil servants and probation officers, 
dons and bank managers alike. But if 
these people pay for these small "extra-
vagances " out of their own pocket, they 
cost more by the top rate of the tax they 
pay, than if they get them allowed as an 
" expense " against tax . Whether they are 
allowed them as an expense, although 
moderately clear to the tax expert, has 
the appearance to an outsider of being 
entirely haphazard: a company chairman 
is allowed his chauffeur, but a woman 
teacher with children is not allowed a 
daily help. 



One cannot help noticing with a certain 
wry smile that the first people to appre-
ciate all this were our precious legislators 
themselves. The "expense allowance", 
we are told {Simon's income tax , vol 2, 
p 603) ... "owes its origin to the pay-
ment of Members of Parliament. Mem-
bers have to incur many petty expenses 
and the question of these had been settled 
by agreement with the Treasury, whereby 
a minimum allowance was to be given 
without production of actual proof. This 
rule regulates the position". Moreover, 
the Prime Minister (and this is no reflec-
tion on the present incumbent--Conser-
vative Prime Ministers have derived more 
:tdvantage from the concession than he 
1as) cannot stand the racket of his own 
:ax. In 1947 in reply to a question Hugh 
Dalton said, justifying this tax free allow-
mce: "An additional £5,000 a year was 
:tdded to the salary of the Prime Minister 
n 1937 in order to enable him to dis-
;harge the public duties indispensable to 
J.is office and to his ;residence at No 10 
Downing Street. While there has been no 
:eduction in these duties, the effect of 
:axation has been to reduce the net salary 
.o about the same as before the increase. 
[t has, therefore, been decided that £4,000 
· Jf the salary of the office should be 
reated as an expense allowance which 
~ill be deducted for Income tax. I am 
:ure that the House will agree that the 
trrangement is a fair and reasonable 
neans of ensuring that the Prime Minis-
er may be able to fulfil his duties with 
lignity and efficiency. Hon Members: 
-Iea:r, hea,r." (Hansard, vol 433, p 523). 
~ot a single supplementary question was 
. sked. 

\.t existing rates of income tax and surtax 
t is quite unrealistic to expect the Prime 
v1inister to survive financially unless 
ome concession of the sort described is 
.iven. But the Prime Minister is by no 
nanner of means the only person in the 
ountry who finds that whilst there are 
.o reductions in his duties, the effect of 
1creased taxation and inflation has been 
J reduce his net salary. Many top mana-
ers feel (with some justice) that to pre-
erve the dignity and efficiency with 
thich they do their jobs they should 
eceive similar concessions. 
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So there has grown up a deplorable 
industry centred round the activity of 
" putting in for expenses". Capable men 
spend hours keeping and sorting chits, 
and then claiming every possible and 
impossible payment as wholly, exclusively 
and (sometimes) necessarily incurred in 
the earning of profits. Phrases like " I 
wonder what the revenue will wear " 
abound. Professional men employed by 
taxpayers spend hours wringing from a 
reluctant revenue rulings about how 
much may be spent on certain "extrava-
gances ". It is financially advantageous to 
taxpayers to dance all sorts of odd capers 
to lower the tax burden. The Times of 
10 May 1968 reported a case in which 
the Court of Appeal had ruled that an 
employee who was given free use of a 
car by his employer in return for a reduc-
tion in his wage was not liable to tax 
under Schedule E on his gross wages 
before subtracting the sum in respect of 
the car. It does not require much imagin-
ation to see that employers in the future 
ought not to be slow to take advantage 
of the implications of this decision. 

Whether or not employers take advantage 
of all the loopholes open to them leads 
to much inequality in the way the tax 
burden is shared. The employee who 
rides to work in the firm's car, has lunch 
in the director's flat (officially an exten-
sion of the staff canteen) has a night out 
at the Savoy with some foreign buyer 
and is prOIVided with his own home will 
find himself possibly £1,500 a yeaif better 
off than the employ•ee who pays for ·the 
same amenities out of his taxed income . 
At one extreme is the barrister who is 
allowed few expenses against his earnings 
and at the other is a first-class farm 
manager who may very well be provided 
with his home, car, telephone, heating, 
lighting, eggs, milk, the occasional 
chicken, half a pig at Christmas and in 
practice pay virtually no tax at all on it. 

The present practice of trying to police 
the expenses allowable is the wrong way 
to master the " perquisites " racket. There 
is one person and one person only who 
really knows whether any particular 
expense is justifiable or not and that is 
the person actually incurring the expense. 
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The business's auditors and the inland 
revenue who between them share the 
policing under the present system are in 
no position to unearth credible evidence 
to query the glib story-teller. When he 
makes a decision about whether to enter-
tain a foreign buyer to dinner at the 
Savoy Hotel or to a glass of beer at a 
pub, a salesman at present is making 
decisions about other people's money 
(owned roughly as to half by his em-
ployer, and as to half bv the revenue). 
It stands to reason that he will aim at 
getting away with the highest possible 
expense, and the policemen are in no 
position to run him in . 

The right way to master the " perquis-
ites " racket is to make the taxpayer pay 
for this sort of expense out of his own 
pocket. Then he is making decisions 
about his very own money and no one 
else's. I would define a special class of 
" ex,pense" .which it would never be 'per-
missible to charge against profits for 
income tax or corporation tax purposes . 
'Dhe revenue wo.uJ.d have no disoretion , 
so it would not be worth the taxpayers' 
while to argue. I would call this special 
class of expense a "perquisite" which 
would mean " any benefit provided for 
any individual or class of individuals 
which could be used or enjoyed by that 
individual or a member of that class of 
individuals when not engaged in his 
office, employment, trade, profession or 
vocation". 

Perquisites, so defined, would include 
some (but not all) items met by expense 
accounts like all sleeping accommodation 
and meals provided free or at less than 
market value, meal vouchers, entertain-
ment, travelling expenses, clothes, cars, 
children's school fees, hairdressing and 
some payments in kind . But it should be 
noted that it would not include a salary 
paid to an individual to enable him to 
buy himself these things although that 
additional salary would be taxed in his 
hands as ordinary income. Professional 
people working in their own home might 
be unfairly affected by such a provision, 
but this latter concession is, at present, 
so open to abuse that the fair exploitation 
of it constitutes a minor problem. 

Further, not only would no perquisite be· 
allowed as a charge against profits, but 
the money expended on it would be taxed 
in the hands of the recipient at the stan-
dard rate of tax. This would simply mean 
an extension of the machinery of sections 
160 and 161, Income Tax Act, 1952 
(whereby certain directors and senior 
employees can be taxed on the benefits 
they receive in kind). Thus the individual 
to whom the perquisite was given would 
be no better off if he received the benefit 
in kind rather than in cash: but the 
person giving the benefit would have a 
positive incenti•ve to make his •gift in 
cash. 

One class of exception would have to be 
allowed to this rule for technical reasons, 
another (perhaps) for general economic 
reasons . For technical reasons special 
arrangements would have to be made for 
a business-such as travel agents, restau-
rants and hotels, which made their profits 
out of purveying perquisites. Such busi-
nesses would be permitted to deduct per-
quisites except to the extent to which 
these were enjoyed by an employee, offi-
cer, proprietor or shareholder of the 
person charged to tax. 

For general economic considerations, it 
might be wise to exempt from this rule 
any perquisites which were incurred by 
an individual engaged in selling British 
goods and services to non-UK residents, 
to the extent that these perquisites were 
incurred abroad. If export managers had 
to pay for their travelling expenses out of 
their own pockets, they might decide to 
stay at home behind their desks, notwith-
standing a substantial reduction in the 
top rates of tax. 

It is not possible to estimate how much 
more income would become subject to 
income tax (and profits to corporation 
tax) in the hands of the British tax payer 
if the tax base were to be broadened on 
these lines, but to contemplate such an 
alteration is quite unrealistic until the ' 
higher reaches of our own progression are 
abated. People paying surtax have not 
this sort of net income of their own to 
spend on justifiable expenses. That is the 
way to stamp out the existing perquisite 



l 
acket, but it cannot be done at existing 

'·ates of surtax. 

.he pensions drag 
~ ~~~--~~----~-~~~--~--
~ \nother of the results of the extremely 
tigh rates of surtax is the drag on effi-
:iency caused by the provision of pen-
ions for managers. The growth of 
chemes by which pensions are paid to 
1rdinary workers below the management 
evel on retirement, if imperfect from the 
10int of view of fostering mobility of 

, is one of the more agreeable 
levelopments of the British business 
cene since the beginning of the century. 
~he revenue loses a good deal of tax in 
his way because, for no good reason that 

have been able to discover, approved 
1ension funds pay no income tax. But 
1ensions below management level are 
)early desirable. 

n the days before the 1939-45 war, no 
ne would have dreamt of providing pen-
ions for managers: the managers them-
elves would have been shocked at the 
1ought that they were not to be trusted 
J look after themselves. However, the 
lX structure being what it is, it was 
pparent after the war that it was unfair 
) the manager that the tax advantages 
f providing a pension for him should 
ot be extended up the line to the senior 
mployees in the way in which it had 
een extended down the line to the 
10rkers below management level. So 
~other of the unhappy results of the 
tgh rates of income tax and surtax is 
1e m~nagers' pension drag, top-hat or 
therwtse, which s,prea·ds a manruger's 
tlary over his whole life instead of 
Jncentrating it into his working years. 

. is fundamentally wrong for the institu-
on they work for, for the managers 
temselves, and for the country at large, 
tat these key people should become 
tore and more immobile in their jobs 
te longer they serve. It is this ossifying 
.ndency which is the striking feature of 
te present arrangements. In the case of 
tarry pension schemes the employer's 
mtributions are non-transferable, whilst 

others they are only transferable at the 
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option of the employer, but never in a 
form which gives the employee any 
advantage. 

The ossifying tendency is by no means 
all the harm done by the pensions drag. 
When someone gets over the age of forty 
or so, it becomes increasingly expensive 
for an employer taking him on to pay 
up the back-log of contributions necessary 
to give him a decent pension when he 
reaches compulsory retirement age. This 
works against change in two ways. First, 
it means that a good man over forty is 
frequently rejected for a job in favour of 
a not so good man under forty. Second, 
it makes the good-natured employer 
extremely reluctant to sack someone over 
forty because he knows that it will be 
difficult (if not impossible) for that 
manager to get a new job. 

From the point of view of the British 
economy it is crucially important for 
there to be better job mobility among the 
managerial forty year olds and upwards. 
Not only must the really able who have 
reached the top of their tree while quite 
young be able to move to taller trees 
without making a crippling financial 
sacrifice ; but the forty and fifty year old 
managers who have proved to be square 
pegs in round holes must be shifted to 
more suitable employment and not com-
pelled by our tax system to work out 
their disappointed lives as cancers in the 
businesses in which they find themselves. 
Most important of all, people who have 
reached the top of their businesses must 
not be given an extra financial incentive 
to hang on until they reach retirement 
age. It is difficult enough persuading them 
to unhand the power never mind the 
money. No one should be in a top job 
for more than about seven years . He will 
spend the first two years getting to under-
stand it and his subordinates ; he will 
spend the next two in deciding how it 
should be improved ; and the next two 
in achieving his design. If he is allowed 
more than one year to enjoy his achieve-
ment he (and his business) will begin to 
atrophy. 

The way to achieve the required mobility 
is not a task for the government. But it 
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should avoid positively obstructing this 
mobility. And the tax advantages of pro-
viding pensions under the existing system 
constitute a formidable spanner in the 
works. It is no answer to say that a pro-
vision in our present system making all 
pensions automatically transferable would 
be any more than a partial solution. It 
would be a great deal better than nothing, 
but it would leave unsolved a very impor-
tant part of the problem. From the point 
of view of many businesses the important 
thing is that managers should not have 
to slog out their time until retirement age 
before receiving their full pension 
entitlement. 

The way to cope with the pension drag is 
as follows. The structure of income tax 
and corporation tax should be such as to 
disallow any pension contribution fo·r 
managers. I would define a "manager" 
arbitrarily as " anyone in receipt of an 
annual income for income tax purposes 
in excess of £1,000 at age 20, £1,100 at 
age 21, and so on to £3,000 at age 40, 
and anyone paid £3,000 at any age". It 
would then be a simple matter to draft 
a clause disallowing as a charge against 
profits for tax purposes any contribution 
paid towards providing a pension for a 
manager. But for the rates at which 
income tax and surtax are presently 
levied, people paid the sort of money 
indicated above should be well able to 
look after themselves. They could expect 
to be paid more during their working 
lives because their employers would be 
exonerated from the burden of paying 
their pension contributions. If any 
employer is afraid lest his firm should 
acquire a bad name by being eventually 
beset by a hoard of penniless old ex-
managers, then he can always make it a 
condition of an employee's service with 
him that he (the employee) makes private 
pension arrangements that are satisfactory 
to him (the employer). 

Such a provision would broaden the tax 
base in a highly desirable way and is the 
proper method of coping with the pen-
sions drag. But alterations to the Jaw on 
these lines cannot be contemplated with 
income tax and surtax at their present 
levels. 

There are other consequences of tht 
rigour of our taxes on income whid 
seem to me to be unwelcome. Fo 
example tl would •guess (and this field i! 
not open to research) that there is a sub 
stantial under-utilisation of capital b~ 
really wealthy people in Great Britain. 
would doubt whether so much capita 
would be tied up in " amenity" lam , 
enabling a tiny group of people to shoo · 
pheasants on perhaps fifteen days a year 
were it not for the fact that any addi 
tional " income " accruing to that tin) 
group would be swallowed up in taxe1 
were they to employ it more profitably 

Again, there seems to be evidence of ' 
general unwillingness (Merrett, op cit I 
49) to sack high executives which has tht 
corollary that fear of dismissal leads tc 
the convention of granting long-terrr 
service contracts with no real justificatior 
and which the executives would certain]} 
not grant to their own workers. This con· 
vention immensely increases the cost of 
sacking unsatisfactory managers to ne 
one's advantage. 

conclusion 
It is the combined result of ineffective 
capital taxes and effective income taxes 
which is the slow poison in the British 
economic system. It ensures that the very 
substantial personal wealth there is in 
this country remains in the hands of the 
same families. It is the most conservati....e 
system which can conceivably be devised. 
If one were to start from scratch to 
design a tax system for a wealthy country 
(such as Great Britain) with a view to 
seeing that the whereabouts of personal 
wealth never shifted, what one would de 
would be to arrange -that Creators .were 
taxed so severely that they were unable 
to accumulate any money, but that the 
Conservers of wealth paid little or no tax. 
This is precisely the tax system which we 
have achieved in the second half of the 
Twentieth Century. People cannot accu· 
mulate money by saving from their 
incomes, but the capital which exists can 
be handed down from one generation to 
the next without suffering any appreciable 
diminution by the Exchequer. It is im-



ossible to derive a more perfect arrange-
tent for preserving the status quo. 

he ownership of personal wealth confers 
ower and freedom. On a humble level 
enables an individual to withstand the 

ressure of his employers to conform, to 
sk the sack and do what he believes is 
ght. It can give someone the means to 
art a business or pursue a vocation of 
is own. Personal wealth can give the 
·eedom which is denied to many to 
ecome, for example, actively engaged 
1 politics. It enables an individual to 
atronise the arts and support charitable 
wses . It also confers power to buy up 
·nd reorganise old businesses, or to ward 
eople off who want to do the same. 
he owners of small fortunes can appoint 
1e people to manage their own money. 
he owners of large fortunes often have 
1e power to appoint the managers of 
Jme of the biggest businesses in the 
:mntry. 

do not think that the existence pf this 
ower, provided it is well spread among 
1e community, is to be deplored. But 
rhat is totally wrong and unacceptable 

that this power should be concentrated 
t the hands of the Conservers of wealth. 
am not denying that some Conservers 

'<ercise the power intelligently. I argue 
·om the fact that if they are able to 
take money, it is reasonable to suppose 
1at Creators will exercise the power 
rare intelligently . 

.t the moment the cards are stacked the 
Tong way by our taxation system. What 
wuld be done is to ease the tax load on 
tcome and shift this weight to a more 
:solute taxation of capital. 



3. the remedies 

As we have seen, theoretically estate 
duty should be an efficient pmgressive 
tax on capital. It .goes wrong because 
rich men take pains to ",~i'Ve away" their 
money ,Jong enough before ·they die. 

It is sometimes suggested ·~hat the Ti,ght 
cemedy would be to ex•tend ~he ·time 
limit beyond which gifts inter vivos are 
exempt from tax to cover the whole life 
of the deceased person. 

But .~his remedy has an insurmountable 
administrative snag and I •very much 
doubt i,f (for exaJmple) the extension of 
·the time limit contained in the 1968 
Finance Act will have any worthwhile 
effect. A personal representati•ve is now 
required to swear ·On oath: "That to the 
'best of my four knowledge and !belief •the 
deceased did not, .within seven years of 
his death, maJke any 1gifts of money or 
o~her property ~o any pers·on 'whomso-
ever exoept ... ". At the same •time he 
is reminded: "If the executors or in-
tending a.dministraJtors swear to th~s affi-
dawit without personaUy verifying that 
the statements in it are tDUe ~hey make 
themselves liable to penaLties". r.t is diffi-
cult enough for the conscienbious exec-
utor to trace gifts made duriiJJg the seven 
years before death. There is no way in 
which, on earth, a .persona•! representa-
tive can trace ·gifits made by a deceased 
person 30 years before he died. 

Others have proposed that a fairer way 
to levy the tax would be to re<Vive the 
old legacy duty because, under that tax, 
the mte depended on the <aJmount of ·~he 
bequest and on .the relationsrup of the 
donee to the donor. But that tax was 
lev,ied on the same basis as esta,te duty 
and, consequently, wouJ.d be as easily 
a-voided. I suggest ~hat rather than tryin<g 
to improve estate duty: we must search 
for something new. 

A GRATUITOUS 
ENRICHMENT TAX 
In his book Efficiency, equalil'y and the 
ownership of property (Ailen and Un-
win, 1964) Professor J. E . Meade exam-
ined four possible taxes which would 
have the two objectives both of tax<i ng 

esta;tes and g~fts, and of spreadiiJJg per-
sona·! wea.lbh more evenly over the gen-
eral body of taxpayers : 

I. the present es,ta-te duty; 

2. a tax on estates and gi.fts inter vivos 
acconding to the size of the g.i~t or be-
quest; 

3. a ·tax on each gift or 1bequest not only 
according •to the size of the 'gift ·or be-
quest, but also according to the exis•ting 
wealbh of the beneficiary; 

4. a tax to be [evied .by recording 
every gift or legacy recei'Ved by anv one 
indi·vidual in a register <aJgainst his name 
for tax opur'Poses. The rate otf tax would 
then be on a ·progressive scale according 
to the total of .gifts or bequests recorded 
3Jgainst his name .in the course of his 
life. 

Method one is to be rejected, I would 
ar.g.ue, on the .grounds that it has been 
shown to be ineffective: Professor 
Meade rejects rit on o~her 'gr·ounds too. 
Method two is unsatisfactory became it 
would permit someone ro become very 
wea·lthy if he inherited money from a 
number of different sources. Professor 
Meade seemed uncertain whether meth-
ods three or four would be best and 
listed a number of arguments .for and 
a·gainst each of them. The fatal trouble 
with method three would be that the 
beneficiary would take steps ·to see that 
he •got rid of his current wealth before 
he accepted another large .gift .from his 
patron- and there are limitless ways in 
which this could be "painlessly" accom-
plished. [ therefore have no doubt that 
method four is •the best. To guard my-
self against the cha:Pge o.f plagiarising 
Professor Meade's idea 1 may perhaps 
be permitted to mention that, a•lthough 
i·t :wen•t almost unnoticed, I had ,pre'Vious-
!y myself propounded ~he same thesis in 
A tract on tax reform {Hepburn and 
Sons, 1959) and no doubt others had 
before me. 

The ,fixed point from which to take one's 
bearings when considering the rates at 
which the tax should he assessed, is the 



t-mount of wealth which is the maximum 
. hat an indi<vidual should be allowed •to 
·ecei•ve •gratuitously if he is not to get 
1imself into a positi·on oi power or affiu-
:nce which either his a'bility does not 
.varraJnt or .which is regarded as .giving urn una:::cep.tably advantageous oppor-
uni•ties. I would fix this arbitrarily at 

::20,000-more or ~ess. £20,000 is not 
!nough to <ilcq.uire oontrol of a business 
) f any size. This S·uun invested in a 
.vidC>w's and oPphan's unit tpust would 
Jroduce a yearly income of a•bout fl ,000 
md would enable a dedicated scholar or 
.vriter to pursue unpaid work and to 
ceep the wolf from the door. :People un-
l!ble to look a~ter themselves could come 
' nto a special category of exemption 
'rom the tax. 

fhe details of the proposed new Gratu-
'tous enrichment tax {GET), designed to 
·eplace estate duty, are set out in the 
tppendix. The tax is to be graduated and 
Jmgr.essi•ve on the r•eci·pient oi a gift 
Jr bequest throughout his who•1e hfe 
mtil through <age or infirmity he is 
mable to look <il~ter himself. ·The object 
s eff·ectively to prev.ent him from receiv-
ng, otherwise than through his own 
:xertions more than a total of £20 000 
'rom any source. The numbers in br~ck
:ts after succeeding paagra:phs of this 
:ext refer •to the clauses in the proposed 
3i11. 

fhe BiH proposes that an indi·vidual shaH 
uffer tax on any "chargeable emioh-
nent" (clause six) he receives in any year 
Jf assessment he is resident in the United 
<.in.gdom, or when he is out of the 
Jnited Kingdom to rthe extent that some-
me ordinari.ly resident •in the United 
<.ingdom •provides the enrichment. Thi s 
ast is to prevent the avoidance o.f the 
ax by a .parent s·ending his child abroad 
tnd ,gi•ving h1m or her the money when 
he child is out of .~he country. Fm·ther, 
o ·I?reve~t .families .from emigrating, 
nakin.g g1f.ts and then returning a-gain , 
>ar~waph ·three imposes a liabi.Jity on 
ndw1duals who have received .gif.ts with-
n, say, five yea,rs of their becoming 

resident in the United Kingdom (clause 
two) . 

It is olear!y not necessary to incLude 
companies in the scope of the persons 
char.gea·ble to tax, because insofar as 
gifts to companies do not .fa.Jl ;within 
the corporation tax, the shareholders will 
be ·chargeable to <the GET on their indirect 
changeable enrichment. The same is true 
of unit trusts. 

The receipts on .which the tax is caJcu-
]ated ar·e <ilggregated during the whole 
of an individual's ·Me and the .rates o,f 
tax <thereon become steeply pwgressive 
the mor.e he r·eceives. Thus, over a ou-
mulative total of £22,000 a donee kee:ps 
only £100 in every £•1,000 .given to him. 

GRATUITOUS EN RlCHIMIBNrr TAX 
cumul(l}tive amount of tax 
chargeable enrichment per cent 
·first £2,000 5 
next £5,000 10 
next £5,000 20 
next £5,000 40 
ne~t £5,000 70 
excess over £22,000 90 

There is an a:r.gument that these rates are 
preposterously high. There may indeed 
be a case administrabively ior giving com-
plete exempti·on to the first two or three 
thousand pounds. Sut let us not lose 
sight of one of :the o-bjects of ·bhe meas-
ure. It is to stop peopLe acquiring by 
inheritance or gift enough money to buy 
themselves into :posi-tions of •power which 
their ·personal qu(l}lities do not war·rant. 
£20,000 can •buy someone control of a 
sma11 !business. The objective is to s•top 
him •getting much more than this, and 
unless the rates are as steep as .indicated, 
the objective wi11 not be achieved. Of 
course one c·ould compromise somewhere 
down the J.ine: but not •t•oo far. 

charities, exemptions 
and exceptions 
We must now think of some way of 
·preventing people ,from eluding the !Ex-
chequer altogether by giving their money 
to oharities. I propose .ther,ef.ore :bha•t 
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charities should pay a fixed rate of 
50 per cent (ola.use three)_ 

There is clearly no harm done in giving 
one class of individual complete exemp-
tion from the tax_ ·People who through 
aJge or infirmity are unable to look after 
themselves must be looked after by oth-
ers_ I am fixing the start of old age 
abitrarHy at 70 years, but anyone who 
through infirmity or other cause is un-
able to look after himself qualifies for 
exemption at any ruge_ (olause four (one)). 
Cleanly some excepti-ons and exemptions 
must be gi'Ven ,f-or very small sums and 
in special circumstances. tAny .guide Jines 
must of necessity be arbitrary. £200 
for small gifts in any one year? Why 
not? When someone gets married, what 
then? If any one gift exceeds £500 in 
value, then the whole 'lot become sulb-
ject to chaflgeahle enrichment: other-
wise wedding pres·ents would be exempt 
(olause four (.one) and (two)). 

For the same reasons that married 
couples are treated as one unit for the 
purposes of the Income Tax Acts, H 
seems to me •to be equitable to exempt 
gifts made between spouses alto·gether, 
provided that a marriage has not been 
contracted twith a view to a'Voiding lihe 
tax (clause four (Jour) - (six) ). Finally 
we must exempt ·tr.ustees of pension funds 
(clause four (seven)). 

chargeable enrichment 
The tax could be used for other desir-
ruble socialist objecti·ves. As is notorious, 
a person who is lucky enough to be lborn 
to parents ·who can find the money to 
educate him at certain expensive priv-
ate schools, i placed in a position where 
he is able to earn a substantially hi·gher 
income than his equally bri.ght contem-
poraries. It has been estimated that mon-
ey spent on education in this way i~ 
likely to be twice a productive as other 
capital gifts; therefore it seems fair to 
double the va·lue of money s-pent on 
~chool fees and make it chargeable ac-
cordingly (clause five). 

We then come to the problem of defin-

ing "chargeable enrichment". H must 
inolude any gratuitous receipt which 
does not suffer income ·tax in the hands 
of the recipient (clause six (one)). In 
case there are any doubts about special 
transactions, we must plwg up certain 
possihle leaks. We cannot, [or example, 
allow a father to !bear the cos•t of putting 
a new wing on his son's house. Nor 
must we aLlow a son's •livin·g expenses 
to be paid for him by an indulgent 
father-unless of course the son is under 
arge and dependent ·on him. Nor any 
other tax fiddle. And why should not 
pools •winnings and other .gambling .pro-
fi•ts fall into the ca•tegory of gratuitous 
enrichment? (clause six (two)). 

The possibiJity should be foreseen that 
someone with a high GET rating might 
try to evade the tax by rugreeing to go 
shares on some gid'it •with someone with 
a Iow GET raliing (clause six {three)). So 
all straitghtforward or roundabout gifts 
to individuals would be completely but-
toned up. 

trusts 
7:-:-:---- --- - -
We then ha'Ve to deal with that lawyer's 
·paradise-property subject to lirusts. As 
we have seen, one of the simplest ways 
of avoiding estate duty is the creation 
of the family trust. These either leap-
frog generations or give such a wide 
discretion lio trustees that no one has 
an interest which ceases or arises on 
death and consequently the capital av-
oids any charges to duty. It is clear that, 
unchecked, the ab~lity to create trusts 
would offer the tax-avoider a choice of 
innumerable routes all by-passing the 
GET. Therefore I propose to deal with all 
trusts •by divid ing them into two classes: 
first, •trusts which come into existence 
after the commencement of the Bill be-
comi ng law and, secondly, ·trusts which 
are already in existence. 

In the case of trusts which come into 
existence after the Bill ·becomes law, the 
logical dis•ti nction is between interests 
(such as annuities and life interests) 
which do not give any right to capital; 
and those which do , whether or not at 



the discretion of any :person. In the case 
Jf the former, they mus•t be taxed on the 
1ctuarial value of the income benefi·ts. 

[n the case of the la.tter, it would be 
1ice Lf one could impute the enrichment 
:o the beneficiary ~trai·ght away. ·But this 
Nould gi'Ve rise to a host of injustices 
Nhere a beneficiary •was excluded d'To.m 
!njoying any capital by reason of the 
!Xercise of a discretion. 

[t seems best, theref•ore, to tax the fund 
·ather ·~han the beneficiary, by i'mposin1g 
t liabi·lity on the trustees. Admittedly 
his wit!! be somewhat harsh where the 
;ettled funds are of .great V<!!lue. But by 
md lar.ge sulbstantial settlements of this 
:haracter are only created wi~h a view 
o the avoidance of tax and estate duty, 
tnd their discouragement or diminution 
>Y fiscal means is not unreasonahle 
:clause seven {one)-{five) ). 

We •then come to the question Olf settle-
nents which are in existence when the 
3ill becomes •law. oJt would be unjust, 
tnd financially and adminis•tmtively cha-
>tic, to subject ·the whole Iot to an im-
nediate tax ·liability as if •they were new 
;ebtlements. The .best course seems to be 
o provide •that the entire capita1 of a 
liscretionary trust will be taxed not later 
ban, say, ten years after the passing of 
he Bill, and a.Jso to iJIDpose a Jiability 
n Tes·pect of any specific enrichment o.f 
t beneficiary ·which in .fact occurs, whe-
her made .under a discretionary trust or 
tny other. This will •gi·ve the trustees of 
jiscretionary trusts a choice !between 
listrilbuting capital amongst •their bene-
iciaries and thus .giving them the benefit 
>f any reduced .rates of GET to which 
hey may severaltly be entitled, and re-
aining the trust ,fund undistributed but 
hereby incurring a much heavier burden 
>f tax (c1ause seven (six)). 

do not claim that ~he above method 
>f dealing with •trusts is ei.ther foo.lproof 
>r incapable o.f improvement. Clearly it 
s easier oto devise a fair code .for trusts 
:oming into existence after the BiH be-
~omes law than for those already in 
~xis.tence. If there is a ·powenful enough 
leterrent oto ·the creation of new trusts 

(as is envisa.ged above) then •the problem 
of how to tax existing trusts wi.U .gradu-
aHy run itself off as existing .trusts are 
wound up. 

administration 
Finally we must sketch in some adminis-
tr-ative matters, most of which are self-
explanatory. There is one matter of great 
importance. In order .to wei·ght the sc<l!les 
against ·the avoiders ·of •this tax, the 
person accountable for the tax should, 
in the first instance, •be ·the donor (or 
the personal re.presentat-ives of a deceas-
ed person) rather than the donee. This 
is merely an adapta•tion of the principle 
of deduction aJt source which has !been 
such a iboon to the tax col·lector in Brit-
tain since the beginning of the nineteenth 
century. 

The reason why it is important to weight 
the sca:les z.•gainst the avoiders in this way 
is that a rich donor wi-ll not even be 
tempted to try a tax avoidance scheme 
i.f there is a chance (ho.wever remote) 
•that he may be renderin.g himself liable 
to pay the tax after he has disposed of 
the wherewithal with which to pay it. 

Moreover, this is no inno·vation. Where 
transfers are made inter vivos at the 
present •time, j.t is in many instances the 
custom to submit the documents to Som-
erset House for adiudication for stamp 
duty ·purposes. Unt·i·l this formality has 
been completed and the documents dulv 
stamped, the trans,fer cannot he carried 
into eff·ect. 'lt works now ·oerfec!tly satis-
factorily in practice and there is no 
reason why simiJar machinery should not 
cope with the GET. 

Apart .from this, very litt-le administrative 
detail is supplied in the draft 1Bilol. The 
administration mu~t be a matter for 
Somerset House. What is set out in the 
ap:pendix is within the province of the 
legis•lator; ·~he mechanics by which the 
tax is collected is not. 

I estimate that a Gratuitous Enrich-
ment Tax ·on the :lines •I have proposed 
wo·uld yield , after taking into account tithe 
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proposed abolition of estate duty (£330 
minion) and •the abolition of ad valorem 
stamp duty on rvoluntary dispositions, at 
least an additional £60 mi·llion 'Per an-
nlllffi This estimate is based on the 
Inland Revenue's own fi,gure of size o,f 
es•tates. The present means of estate dutv 
avoidance other than gifts may well 
make this a substantial underestimate of 
wealth and therefore of the ev·enbua.J like-
ly yield of such a tax. 

A WEALTH TAX 
It can justirfiaibly be angued tha1t the in -
cidence of ~he GET is ·going to be un-
faiDly haphazard and accidental. lA num-
ber of peo:ple would be able <to sit on 
huge ,fortunes without having to exert 
themselrves ·because they had attained a 
vested interest in possession of their 
money before the Bi.Jl became law, 
whereas others by ill-timi·ng or ill~luck, 
would lose a .generation's interest. 

Moreover, as we have seen, one of the 
faults of the present system is that it 
leads to an incalculable under-uti·lisation 
of ·the country's resources because i•t does 
not .pa·y a really rich man to use the 
whole of his c3!pita·l pr.ofitably. This 
mi•ght be made wor~e if he were to find 
that he could not even .give it away to 
his heirs without the bulk of i•t •going in 
tax. There is theretfore a .good case for 
ma'kin.g a determined attempt •to get at 
the Cll!pital of the reaMy rich men: say 
those wi•th f·ortunes in excess ·o.f £50,000. 

A.Jso in the a:ppendix there ap:pears the 
draft ·Of a ·Bill to introduce a WeaJ.~h 
Tax. This wo.uld be an annual tax on a 
taxpayer's "total wealth" (clause two 
(one)) at progressive .rates. The rates 
.proposed (clause two (.two)) are as 
shown in the table. 

An indirvidual's "total wealth" would 
include his 'books, pictures and , as 
well ~ real and personal 1pro,per·ty, 
·less any debts owed ·by him to oili·er 
people {clause three). Settlements would 
be taxed as if they were individuals 
(clause four) . The valuation problem 
would be met by ·providing that a per-

WEALTH TIAX 
totilll wealth 
first £50,000 
next £50,000 
nex-t £50,000 
next £50,000 
excess thereafter 

tax .per cent 
ni·l 

1 
2 
3 
4 

son's "total ·wealth" sho.uJ.d be vaJ.ued 
on present ·estate dutv .principles which 
are •weH underst·ood by lbo~h •the revenue 
and solicitors {clause five). 

It is sometimes alleged that the adminis-
tra·tiove difficulties of imposing a wealth 
tax are insupera:ble. I s.ug~gest two ways 
of alleviating these difficulties. First, if 
the ·tax is confined to peo:ple whose real 
wealth is over £50,000, it wi-Ll embrace 
under 1 per cent of a11 taxpayers and 
so will affect significan-tly fewer .people 
than, for example, ~hose affected by the 
capita·! ·gains .provisions of the 1965 Fi-
nance Act. 

Second, cons·ideration shouJd be given 
to ma,king it se}f-assessed in the way in 
which the .Americans a·dminister their 
income and capital .gains taxes. If a·p-
pr.opriate penalties were introduced for 
under-assessment ~whioh could justifiably 
include a ·100 ·per cent tax on the amo.unt 
under-assessed because if a •taxpayer does 
not admit to harving something, then he 
will ·not miss it i[ it is taken from him) 
and a spot check made on a sample of 
taxpayers each year, then too much tax 
should not elude the Exchequer. 

I es•tima·te that a tax on these lines would 
yield about £175 millio111 per annum and 
would ·be a useful adjunct to the Chan-
ce!Jor's armoury not only in •tax-raising 
but in ensuring that a wea.J.thy man's 
assets were being properly used. 



4. the consequences 

The -remedies I have so far advocate<! 
would impose on the class of taxpayers 
from 'Which mana·gers are dr<llwn an 
'lddiNonal £235 million per annum in 
taxation. I believe bhis class already pays 
i-ts fair share of taxes, wd that to advo-
;:ate the imposition ·of ,the GET and a 
wealth tax !Without a compensating re-
:iuction somewhere else, would simplry 
reinforce a widely held view that ·the 
e>nly enduring motive common to lef,t-
wing sympathisers is envy of other peo-
ple's riches. 

To reli·eve members of tJhis class ·one 
;hould abate taxes they have ,to pay on 
ncome. It is a mistake to suppose that 
Ghe best way ·to do ·this is by extending 
:he range ·of earned income relief. This 
remedy would be aLl very well i.f it were 

ossible in all cases to draw a reasonably 
fair line between earned income and un-
~arned income. But it is not. There is no 
-eliable yards.tick. A man with £20,000 
nvested in a small /business may show 

1 profit on it of £5,000 per annum. How 
nuch of this represents his earnings, and 
10w :much is unearned increment frorrn 
1is investment? A're "expenses" ea·rned? 
Jur tax law says not: not unless it is 
tn expense 1the Revenue is ahle to assess 
:o tax in the hands of the recipient. Is 
:he income from money which has been 
;aved out -of earnings earned? No. On 
:he other hand a Uoyds broker who has 
>een given the necessary capital, "earns" 
1is underwriting pro-fits, althorugh he may 
1ever 1go near the underwriting room a't 
t11. Few schedule D businesses run by 
me married man seem ab'le to escape 
he ca•lamitv of :having that man's wi,fe 
m the payroll simply because <Vhe coup,le 
>ay less tax that ·way. 'But a sohoo1mas-
er's wife who may work as hard gets 
10 relief. These are a saJmple of the many 
tnomalies which can be constructed but 
:annot be corrected. I conclude that 
~arned income relief is ·an unsatisfactory 
'llay of .goin1g a:bout the business if an 
Llterative means can ·be devised. I think 
t can, and tha•t the distinction between 
:arned and unearned income is not im-
>ortant .for this purpose. 

rhe right remedy is to ease dramatically 
he rates of surtax on the ~top s.Jices of 

an individual's income. Surtax produced 
only £232 million in the tax year 1967-68 
and so it .would be within the compet-
ence of a reforming ChanoeHor to a:bo.l-
ish surtax altogether were he to impose 
the GET and a wealth tax on .the lines and 
at the rates described <llbove. The chief 
beneficiaries of such a move would be 
the Creator of wealth without any capi-
tal behind him. And he is precisely the 
person who ought to be helped 'but is 
in fact the :mos•t unfairly -treated by the 
present system. 

Nor would such a move represent any 
retreat from the progressive principle. 
There would ·be a pr-ogressive weaJ!th •tax 
(where now there is none), a pmgressive 
gi,fts tax-with so steep a :progression 
tha·t one friendly critic at Somerset House 
has predicted that there will be "stand-
ing room only" in the Channel Islands 
if ever it is ado.pted; and a ·progressive 
income tax which !Would only be less 
progressive than the ,present in that the 
top rates would :be reduced to the stan-
dard rate of income tax. 

Moreover allowing Creators to keep 
more of their income would enaohle them 
speedily to fill the vacuum in the owner-
sip of personal weaJ.th which would be 
created <>s inherited fortunes disap.pear-
ed. But perhaps the .outright aJbolition of 
surtax would be -too much for egalitar-
ians to ~waUow. H so, -the maximum rate 
at which income tax and sur,tax is im-
posed should never exceed 50 per cent 
on the top slice of an individua.l's in-
come. Only if this upper limit is rigidly 
observed would the Creators be <l!ble to 
get .themselves in a position to exercise 
the power which personal wealth brings 
with it. And unless and until ·personal 
wea·lth is :abolished aJltogether, they 
should be the people allowed to exercise 
it. 

some arguments against 
The first aPgument against :any reforms 
such as [ haJve proposed is the objection 
that there has recently been far .too much 
experi.rnentil1Jg with new taxes and the 
system should now be allowed to res1 
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for a while. We do not concede much 
by a:cLmitting that the British taxpayer 
and tax collector have been subjected to 
a lot of innovation in the last four years. 

The chief administrative 'b-lockage in the 
refmms brought a;bout by the 1965 Fi-
nance Act, is caused by the long-term 
capital gains tax. !Let me give two illus-
tra•tions of .the kind of problem it creates. 

The Save and Prosper Group's "Monthly 
inv·estment ·plan" {a device by whioh con-
tri·butors can save money by Banker's or 
Post Office ·order, instructing the man-
agers of the unit trust to buy units each 
month at the price of the day) had some 
40,000 users at the beginning of 1965. Of 
these 40,000, about 30,000 subscrilbed an 
avera-ge of £7 each month. Suppose each 
one of these subscri-bers wer·e to endure 
for seven years. In order to compute 
their liability to the capital gains ta.x at 
1he end of ·the period, each one of them 
has to make the foUowing calculations, 
produce the relevant vo.uchers (which 
they must have kept) and a•gree the cal-
culations with his tax inspector: add up 
the cost of 72 separate pur~hase trans-
actions in'Volved in the first six years of 
his subscriptions to the scheme; deduct 
,from the total the amount of the distri-
bution equalisation returned •to him on 
the twelve distribution dates in respect 
of units purchased during the previous 
six months; add the value of capital 
gains in respect of each unit on which 
tax has a·lready been paid by the trust 
during the six years he was a beneficiary; 
deduct the amoun•t so arri·ved at from the 
proceeds of sale. This will give him his 
theoretica·l liability to the ca·pital ·gains 
tax-but it is by no means aB the cal-
culations he has to make. He must 
go thr.ough the same four steps in res-
pect of the twelve ,purchases in •the final 
yeM of his membership of the plan in 
order to discover his liability to the 
short ... term capita1 ·gJains tax imposed 
by Selwyn Lloyd. 

Between April 1965 and September 1966, 
unit trusts managed by the same ,group 
rea·li sed £347,000 net capital ·_ga·ins. These 
were certified on to unitholders on 1.3 
million distribution vouchers, at.l of 

which requi,re to be retained and used in 
computations on eventual disposal. Dur-
ing the ,financial year in ques.tion {and 
the pace has quickened), the £11.2 mil-
lion wor•th of units sold back to .the 
group represented 38,000 individual 
transactions for an averruge of barely 
£300. Each one of thes·e requires to be 
recorded and the ,gain computed by the 
individual on his tax return-even if he 
subsequently has to pay no tax under 
concession. 

It is no wonder that •the capitaJ! gains 
tax provisions of the 1965 Finance Act 
have utterly ·Choked the crucially impor-
tant administrative channel between the 
revenue and the accountancy profession. 
The return to the Exchequer on this sort 
of work is unremunerative in terms of 
the revenue it collects . .MoreO'Ver if one 
decides to tax capital gains, one cannot 
in fairness ignore these transactions-
although for administrative il'easons the 
revenue have chosen to ignore 1gains on 
chattels selling ,fo·r under £1,000. I would 
sugges·t that if the ownership of ca:pital 
is •going to be subjected to a GET and a 
wealth tax , we could afford politically to 
look at the ca:pita1 gains ·tax with differ-
ent eyes. 

The brave thing to do would be to admit 
that the attempt was mistaken. The re-
venue raised by the capital gains tax has 
so far been negligi-ble. If one is prepared 
to contemplate the repeal of the ca.pital 
gains tax provisions of the 1965 Finance 
Act, one could !bangain the a;bolition of 
three old taxes: estate duty (and ad 
valorem voluntary disposition duty), sur-
tax and capital gains -tax; for two new 
taxes: the GET and wea·lth tax. Both these 
new taxes (unlike the ca·pital .gains tax) 
would affect only a small class of tax-
payer and my guess is that the Inland 
Revenue and the accountancy pmfession 
would accept it as a fair bargain. 

I have one important qua,lification to add 
to my proposal that the capital ,gains tax 
should be abolished. Taxpayers who deal 
in capital assets (like property specul-
ators and many stockbrokers in shares 
on "personal account") should be taxed 
on their profits as if these pr·ofits were 



income. This is not a difficult proVJSJOn 
to insert into the !Income Tax Acts-if 
indeed (as I have heard it ar.gued) the 
revenue have not already .got the power. 

1a disincentive to saving? :__ __ 
The second .powerful argument against 
·the GET and a !Wea-lth tax is its alleged 
disincentive effect on Creators of wealth. 
It is objected that part, indeed a lange 
part, of the unge to create a fortune in 
an exceptionally able man consists in 
his desire to be able to leave a fortune 
to his family. People IWOI'k hard it is 
said in order to give their chiMren a 
better start in life than they 1got them-
selves. Lf a GET and a wealth tax were 
imposed your self-made man would stop 
working at a certain point because there 
was nothing in it for his family or for 
him. 

The first consideration to be driven 
home in counterillig this ar.gument is 
to emphasise that bhe .point at which 
there is nothing in it for the Creator of 
wealth and his familly, is quite hi.gh. 
If he is a married man with .two chiadren, 
he may •give up to £17,000 to each of 
them before .further gifts attract a rate 
of GET which ·exceeds 40 per cent. So he 
needs £34,000 for this endeaJVour. He 
will, no doulbt, wish to lea'Ve his wife 
comforta:bly off when he dies: .perhaps 
a further £50,000 •would secure this. He 
needs a home (£20,000) and some spare 
cash to secure his declining years. So, 
all in a:Ll, a man needs to own more than 
£100,000 •before he is near .to attaining 
the ·point at which he begins to wonder 
if the extra effort is wor<th the candle. 

And a•fter this, I doubt whether the seJ.f-
made man is much affected by thoughts 
of what he is going to leaJVe to his 
children. By tthe 1time the has made 
~100,000 it w.Hl have become a way of 
b.fe. The disincentive ar.gument is, as 
often as not, paraded by .people who 
have ot:hemsel'Ves inheri.ted a sizeaJble for-
tune or a privi·leged education o.r both. 
They understandahly want their children 
to have ·the same advantages. ·But ilie 
same is not necessari·ly true of the self-

made man. When he is makirug money 
(after he has a·chieved his firs t £100,000) 
he may rationalise his ur.ge .to extend 
his ·wea lbh by saying that he is doing it 
for the children, but J do not believe 
him. If this were true, twhy should bach-
elors and childless couples wOifik at aH 
after they have secured themse1ves a 
competence? The fact is that, very Otften, 
the self-made man has an urge to extend 
his wealth, with the power which •that 
wea·lth commands, because that is the 
way he is made. He wants .to live as •the 
most powerful man in the district, and 
to die ·the richest man in the •graJVeyard. 
If he is nO'! one of these people, and the 
wge to extend his wealth is faltering, 
he may very well be one of the people 
who, at that sta·ge in their development, 
would tbe better out of top mana;gement 
altogether. To the self-made man, pro-
vided everyone's children are treated the 
same tway, and (as far as humanly .poss-
ible) his own are at no disadvantage, 
I doubt 1f he is 'Very much interested in 
enriching them beyond the £17,000 mark. 

Any worthwhile statistics to prove this 
point are impossible to .gather. But the 
experience of insurance obrokers, bank 
branch manrugers and ·others in the estate 
duty saving :field is .the same: i·t is .far 
more difficult to sell an estate duty sav-
ing scheme to a self-made man than to 
one who has inherited a fortune. 

the new tax structure 
Let us ima·gine •that these reforms haNe 
been ado·pted. Wha-t sort of tax structure 
affecting the individua•l would we then 
ha'Ve? What would its consequences be 
for the individual? 

There would be a •gnaduated income tax 
on identical Jines to .the present tax but 
rising to a maximum of IOs in othe pound 
on incomes in excess of £5,000. The 
hi·ghest reaches of the ·progression would 
be 50 ·per cent and it is important that 
it should not be much hi1gher than this. 
For it means that if someone were earn-
ing, say £25,000 per annum, the would 
keep more than •£12,500. Out of •this 
net sum in llhe hands of the taxpayer, he 



would ·he required to pay any ·travelling 
and entertaining ex:penses incurred iby 
h im (except when tra•vellin.g abr·oad on 
export !business) even i.f -they 1were in-
curred solely on beha·lf of .the business 
for which he !WOrked. •Moreover, hi s 
business would not 1be entitled to enter 
into any arrangement whereby he was 
pa.i·d a pension. He would ha•v·e to make 
his pension arrangements f.or himself. 

A ·person ·of ability and intelligence 
would have a positirve incentive to maxi-
mise his own income witho:ut paddin·g 
out his standa rd of living with question-
able fringe benefi-ts. No •pers.on would be 
inclined to •lean on his spade merely 
because ex,tra income was not worth halV-
ing. 

For the sa me reason, 1people wo.uld 
sto.p making desperate .efforts to rid 
themselves o.f their income in :favour 
(f.or example) .of capital profits. The 
amount of money a .person 1was paid 
each year .would be a reliable ,guide to 
wha·t he was in practice 1geHing, and one 
would not have to delve around {as one 
does now) to find out the other half 
of the story : tha t he has, in addition 
to his salary, a c·ompany car, club sub-
sc riptions or chi·ldren 's schooling paid 
for him, or money lent to him a-t deris-
ory rates of interest ·to en a;ble him to 
buy a house, etc . 

It may be objected that this would have 
li·ttle effect on m anagers who now pay 
little or no surtax, but this is not the 
case. Businesses would, a t ·the time the 
reforms came into force, be obJi,ged to 
raise a mana:ger 's salary by the amount 
of the business's 1pension contribut ions on 
hi s behalf a nd the amount of the man-
ager's existing " perquis·ites". This would 
inarease existing sa laries substanti a.Jly 
but a t no extra cost to the consumer. 
Moreover, any money saved on these 
ex•penses would ·belong to the m anager 
himself. 

At the time British direct ta xes on in-
come were changed on the arbove lines, 
f? ratuitous enrichment would become 
subject to a swingeing .graduated tax. 
£20,000 or so would ·become the upper 

limit o.f the amount of wealth any per-
son could acquire without working for it. 

the crucial consequences: 
choice of managers 
Only 12 per cent of .the country 's tax-
payers are going to be affecbed by these 
measures. This is a very small propor-
tion of the countl'}''s total ·labour force 
and a small part only .of the electorate. 
Why do I think these charuges are so 
important? What consequences can be 
forecast with reasonable aoouraoy? 

I think that these changes are imporotant 
because, as the authors of Attitudes in 
British manaf?e ment noted the key ~o the 
economic prosperi-ty of t:his country lies 
in the quallity of its manaRers. 11 believe 
that the central long-term economic pro-
blem facing Great IBrita.in is .to get the 
right mana.gers into •the ri•ght slots and 
the wrong ones out of them, and then 
enable the right ones to exploit their 
talents fully. The importance of these 
changes is therefore this. Owing to our 
present tax structure .the power to ap-
point managers stiH rests to too laDge an 
extent wi·th the Conservers of 1weaJ.th. 
In a to·p job too much of a 1111anager's 
financial compensation consists in the 
provisi.on .of his pension: hence the nec-
essity ·of his sticking to his job. :A change 
in the tax structure on the Jines proposed 
would not only overcOlille the latter han-
dicap, it would also, over the years, re-
deploy .the capi ta•! 'Which carries the 
mana;gement-,appointing power. This 
money would .pass from the rich families 
to the Creators of 1wealth. These people 
would 1be ·better at making 11he appoint-
ments because unless they harve been 
•good at choos·ing people for jobs, .they 
wi·ll not have made much money. Thus 
the me:.:hanism f.or choosing man.a·gers 
would become s elf~generat i.fllg in each 
generation and self-oorrectirug : as op-
posed to bein.g the h arphazard result of 
who ha,ppens to be born rich that i·t is 
today. 

The first marked changes would occur 
in bus·inesses (sOlille oi them now ex-
tfoemely lar.ge and influential) which have 
been kept under the control of the same 



·amities for generations by various dev-
ces for avoidi01g es-tate duty. rMany .busi-
lesses in the City of London come into 
his category and carry an influence and 
mportance (owing to their holding the 
evers of .power in the matter ·Of finance) 
vhich quite oustrip liheir sire. More 
;hanges would occur in ·those farni·ly 
}Usinesses {now in .the hands of the sec-
md or third .generation from the ori-ginaJ. 
•ntrepreneur) whioh are such a deep cen-
re Olf reaction and sta·gnation in the 
Viidlands and the north of England 
tnd the industrial beH of Sc-otland. These 
msinesses 1would have .to be sold up or 
old to the •pUJblic: and not a moment 
oo soon. 

V1 ore GET .would •be attracted i.f rich men 
:hose to leave their wealth to a sma.Jl 
:Jass of individuals (like ·their own faro-
lies) than if they chose .to spread it 
tround the ,place, 1pa.rticularly among 
heir .poor friends, relations and depen-
lents, or those over 70 o.r ill: therefore 
here 1Would be a tendency to spread ,per-
onal wealth among as ~many individua,ls 
tS possible, so that .the power which 
ttaches to wealth would tend to 'be 
liffused. 

t would not be surprising if the more 
ar-sighted and indolent od' our miilion-
.ires were to take themselives off to 
varmer climates. !But since this drain 
vould be accompanied {one hopes) by 
ewer and fewer people of industry and 
.bility joining ·the brain-drain, ·the swap 
1f unearned riches for economic and 
>rofessional talent would be a large net 
;ain. 

\hove all, the GET would be a much 
airer way of ra·ising revenue as between 
a~payers. Why should .the h~gh earner 
1ay tax a·t 18s 3d in the .pound, IWhi·le 
tis contemporary !Without enterprise, ex-
rtion or ability can be f?iven, without 
uffering any tax at all, more money 
han the hi.gh ea-rner is allowed to keep 
over his whole life? This unfairness 
vhich the Creator of wea·lth now suffers 
vo.uld be adjusted .under my reforms at 
he expense of the Conserver of wealth. 

~he 'British economy is unique in the 

respect that lar.ge indus·tri<l!l fortunes 
have now heen in existence in the hands 
of the same families for over a century 
and a half. Their continental equi<va,lents 
acquired these fortunes after ours, have 
had them .fairJ.y ruthless.J•y pruned from 
time to time by devastating wars amd a 
hi1gher rate of inflation than our own. 
The !brilliance of the North American 
and Ja.panese achievements has occurred 
more recently and my hunch is that one 
day they too will be facing the 'P'r·oblems 
we are fa.cin.g now. 

A·ll .through our working lives .pe01ple of 
my generation in IBrit•ish business ha<ve 
been conscious of ·the overwheming po-
wer of the Conservers of wealth in the 
pos·itions of power. However hard they 
try, ·the Creators cannot match the 
wealth !Which is .the sufficient cause of the 
Conservers' power, because the tax sys-
tem precludes them from doing so today 
whereas this .was not the case in the past. 

New shoots find it increasingly difficult 
to gww ·On a .tree which is overburdened 
by old .wood. When a tree is overburd-
ened with old wood some fa·irly r-uthless 
pruning :must ·be done before the tree 
can flourish again. So with the British 
economy. ilt is my belief that the fust 
place .to ·pr.une in ·Our economy is the 
·lar.ge accumulations of inherited wealth . 
People must ,get used to the idea that 
they have only a leasehold interest in 
the wealth they may earn and .that i-t is 
an interest which will, to all intents and 
·pur.poses, be extinlguished on their or 
their s.pouse's death. It is a policy which 
no Tory government could e<ver pursue 
because of the composi tion of its own 
Establishment, which is founded on in-
herited money. As always the ·only ho•pe 
.for imaginative reform Jies in a Labour 
government with a radica•l policy. 

SUMMARY OF 
RECOMMENDATIONS 
To reform -the ·present unsatisfactory sys-
tem of direct taxa-tion as it affects in-
dividuals, I propose: 

1. a graduated inc01me tax-a·gainst 
which no one would be al101wed to claim 
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"perquisites", and mana1gers IWOuld not 
be allowed .to claim the cos-t of their 
pension- at rates which would not ex-
ceed 50 per cent even in the hi:ghest 
bracket; 

2. a graduated Gratuitous Enrichment 
Tax to replace es ta•te duty and .the ad 
valorem s.tamp duty .on voluntary dis-
positions, assessed on the cumulati:ve 
total {over his whole Ji.fe) of the tax-
payer's receipts fmm all sources for 
which he had not worked, effectively to 
stop anyone being 'given more than 
£20,000; 

3. a miJd self-assessed graduated wealth 
tax on fortunes over £50,000. 

The opur.pose of these reforms ·is to shift 
the burden of the .British direct •taxes on 
individuals from the Creators to the 
Conservers of wea.Jth . 



appendix: draft legislation 

"HE GRATUITOUS 
:NRICHMENT TAX BILL 
7/ause one: taxation of gratu~tous en-
ichment,__ __________ _ 
. Tax shall be changed in accordance 
1ith this Bill in respect of gratuitous 
nrichment, that is to sav char.geable en-
ichment computed in accordance with 
his 1Bill and {save as otherwise ·provided 
·Y clauses three and seven, •paragnuph 
our of this Bill) accruing to an indivi-
.ua.J. 

.. A tax, to be crulled g·ratuitous enrich-
oent tax, sha.Jl be assessed and changed 
or the year 19- and for sulbs·equent 
·ears of assessment in res,peot of •gratui-
ous enrichment accruing in those years, 
nd shall be so char.ged in accordance 
vith the following pwvisions ·of •lih·is Bi.Jl. 

. On the enactment ·Of this Sill estate 
lu.ty and ad valorem stamp duty on 
·o1untary disposi•tions sha.Jl cease to be 
hargeable: -provided ·that in the case 
•f char.geruble enrichment a·ccruing in 
espeot of pr.operty on Wihich, or which 
epresents .pr<Jipert;y on which, e1>tate duty 
vas opaid boy reason of a death ocourr-
n:g wirhin .the [seven] years .preceding the 
ccruer, ·the estate duty so paid shall 
•e deemed pro tanto •to saotis.fy the .grat-
titous enrichment tax .payable in respect 
·f that .pr·operty. 

7/ause two: individual to be char ed 
. Subject to the exemptions provided by 
his Bill, an individual shall be chal"ge-
ble to gratuitous enrichment tax in .res-
•eot of changeable enrichment accruing 
:> hirrn in a year of assesSiffient during 
ny ,part of which he as resident in the 
Jnited Kingdom, or during :which he is 
•rdinari1y resident in the United King-
o.m. 

.. Subject to any such exemptions •an in-
li¥idurul shall a.Js.o be char.geaoble to .gra-
uitous enrichment tax in respect of 
hargeable enrichment accruinlg .to him 
o. a year of assessment in which he is 
tot resident and :not ordinarily resident 
11 othe United Kingdom, i.f and to the 
xtent .that the cha;r.geruble enrichment 

accrues at the expense, directly m in-
directly, of an individual who was resi-
dent or ordinarily ·resident in the United 
Kingdom at •the time of the accruer. 

3. Where chargeable enriahment accrues 
to an individual in a year of assessmen!t 
in ·Which he is not lfesident and not ord-
inarily resident in the United Kingdom, 
and (a) he is not ohange<~Jble to ,gratuitous 
enric:h.ment tax on the whole of such 
chargeable enrichment under .paragraph 
two of .this clause; and '(b) he becomes 
resident and ordinar1ly resident in the 
United Kingdom in or before the [fi.fth] 
yea•r -of assessment •after ·the year of 
such accruer, the char.geable enrichment, 
or such part thereof as shall not hruve 
been char.geahle as afo.I"esaid, shaH be 
deemed t-o ha¥e accrued in and not 
bef·ore the year of assessment ·in which 
he so becomes resident and ordinarily 
resident, and he shaH 1be changel!lble to 
gratuitous enrichment tax accordingly. 

4. The aggregate changeable enrichment 
accruing to any individual shall tbe cal-
culated cumulati·vely -over •the olife of 
that individual, and so much of the said 
aggregate as accrues during .any year o.f 
assessment shall, subject to •the next 
f.ollo:wing section, be assessed to and 
bear .gratuitous enrichment tax at the 
following ·rates nrumely: 

GRAT1UI110US IENRJCHM.BNIT 1lAX 
cwmulaJtive amount of tax 
charge<~Jble emichment per cent 
·first £2,000 5 
next £5,000 10 
next £5,000 20 
next £5,000 40 
next £5,000 70 
excess over £22,000 90 

5. Subject to the \Provisions of olause 
five of this Bi.Jl, g.ratuitous enrichment 
tax assessed on any person in res.pect of 
char.geable enrichment .accruin•g in any 
year shall be -payable by that person a-t 
or before !ihe expiration o.f the ·three 
months .following that year, o~ at the 
expirati·on of a peri-od of 30 days begin-
ning with the date ·Otf ·the assessment, 
whichever is the later: provided that 
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where the individual to whom char.geable 
enrichment accrues or ·is deemed by vir-
tue of clause six or cla,use s·even of this 
Bi·ll to accrue is not resident and not 
ordinarily resident in the United King-
dom in that year, any .gratuitous enrich-
ment tax to which he is char·gea,bJe under 
paragraph two of this clause shall lbe 
assessed upon, and be 1payable :within the 
time ,prescribed by this paraJgraph by, 
the individual at whose dir·ect or indirect 
expense the char.geable enrichment acc-
rued, and if more than one in sha·res 
proportionate to the incidence of the 
expense upon them respec6vely. 

Clause three: special rate of f?rtl!luitous 
enrichment tax for charities 
The chargeable enrichment accruing in 
respect of .gifts and settlements for char-
itable .purposes sha,ll bear 'gra-tui·tous en-
richment tax alt a flat rate o,f 50 per cent, 
and for the .pur·poses of this Bhll a 'gift to 
a body of pers·ons incor,porated for char-
itable .pur·poses shall be deemed to ha'Ve 
been made to ·that 'body as trustee, and 
such body shall <be accounta:ble for grat-
uitous enr.iJChment tax accordingly. 

Clause four: exemptions from g.ratuitous 
enrichment tax 
1. No individual shall be char.geable to 
the ·gratuitous enrichment •tax af.ter the 
age of 70 or at such earlier ruge as 
through infirmity or other cause he sha11 
be unable to look a.fter himself. 

2. Gra·tui-tous enrichment accruin<g to any 
indi,vidual which does not exceed £200 
in a·ggregate 'Value :in any one ·year of 
assessment sha,ll not be cha11geable en-
richment, and the gratuitous enrichment 
tax payable by or in reStpect of any 
individual for any one year of assess-
ment shall not exceed the arrnount by 
which the gra:tuitous enrichment accru-
ing to him in that year exceeds £200. 

3. So much of any ,gratuitous enrichment 
accruing to any individual as consists 
of <gi·Hs of which none exceeds £500 in 
vrulue and each is normal and reasonable 
having regard -to the occasion of the gift 
and the means of the donor Sthall not be 
changeable enrichment. 

4. So much of any <gratuitous enrichment 
accruing .to any individual as consists of 
a benefit f·rom his or her spouse shall 
not :be chargea'ble enrichment if at the 
time when ·the ·benefit accrues: (a) the 
marriruge has subsisted for seven years 
or more; or (b) ·there is in existence at 
least one child of the marriage. 

5. Where neither <>f the conditions .pres-
cribed ,by the last preceding parrugra.ph 
is satisfied at the •tilme when a benefit 
accrues from one ,party to a marria-ge to 
the other par-ty, the char·geable enrich-
ment accruing to that other shall be 
reduced by one-seventh of the value of 
the .benefit for each complete year dunin.g 
which the marriage has subsisted at ·the 
time when ·the benefit accrues. 

6. Paragraphs four and five of this clause 
shall apply to benefits accruing to one 
party t·o a marria•ge under the will or 
intestacy of the other party as if such 
benefits had accrued immediately rbefore 
the death of the deceased .party. 

7. Gratuitous enrichment accruing ·to the 
trustee .of a .pension f.und or scheme 
a-pproved tby the Commissioners under 
secti·on 379 or 388 of ·the Income Tax 
Act, 1952, shaH not be chargeable en-
richment. 

Clause five: surcharge for school fees 
So much of -the charg·elilble enrichment 
accruing ·to any individulill as consists 
of the payment or satisfaction of tuition 
fees in respect of that ind1vidual at any 
school (not being a school established 
primarily for the prO'Vision of adult or 
parH1me education) shlilll ,for the .pur-
poses o.f the gratuitous enrichment tax 
be deemed to consist of twice the amount 
so paid or satisfied. 

Clause six: char eable enrichment 
I. Subject to -the provisions of this Bill, . 
char.geable enrichment meruns the enrich-
ment of an individual in any manner, 
otherwise than by the receipt of income 
within the meaning of the enactments 
relating to income tax or of revenue of 
a trade or profession, to the extent that 
such enrichment ·is not ma.de for full 
considera·tion in money or money's worth 



rov~ded by that individual, and does 
ot represent the 1payment or satisfaction 
f a bona fide claim for damages for 
JY wrong or inoury or !breach suffered 
'I that indw.idual. 

Without prejudice to the provisions of 
uagmph one of this clause, chargeable 
trichment includes each of the fohlow-
:g: {a) the enhancement in value of any 
:operty of an individual ~n consequence 
' any contract or arrangement, whether 
· not that individual is <a .party to it; 
) any paymelllt or other consideration 
ade or gi•ven to a third party ·With a 
ew to the prov.ision by or at the ex-
~nse .of the recipient of ;goods or ser-
:es to, or the release or compromise of 
claim a·gainst, an individual, either im-
ediately or in the future, other than 
e provis.i·on by an individual of the 
dinary necessities of life for anv de-
:ndent of his; {c) any arrangerrnent 
1ereby a liab1lity ·Of an individual, whe-
er actua-l or contingent, is released 

compromised for ·less than its full 
Jount, otherwise than in the ordinary 
urse .c>.f a business ca>f•ried on by that 
jividual; {d) all winnings from betting, 
)}uding pool betting, or lotteroies, or 
mes with prizes. 

For the ·purpose of this claJuse any 
yment or other consideration made or 
ren to a pers.on as a•gent or trustee 
: an individual, not being settled .pro-
r·ty to whi·oh clause seven of this Bill 
plies, sha-1·1 be deemed .to have been 
tde or given to that indi:Yidua.I. 

wse seven: settled property 
The cha~;geruble enrichment accruing 
an individual from settled property 

tU be computed in accordance with 
: foJ.lowing .prO'ViS>ions of ·tllis clause. 

Where on the creation a.f.ter the enact-
nt of this SiH of a settlement, whe-
·r inter vivos or arising under the will 
intes·bacy of any person, an interest 
the capi·tal of the settled .pro.perty, 

ether •ilmmediate or future and whe-
r vested or contingent, is conferred 
m an individual who is in existence 
I identifiable at the commencement 
the settlement, there shall be deemed 
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to have accmed to that indi•vidual at the 
creation of the sett-lement a ohangell!ble 
enr.ichment havirug a value correspond-
ing to the .prD!Portion of the settled pro-
perty to which that interest extends. 

3. For the ·purpose of the last preceding 
para·graph a settlement shall be deemed 
to be created whenever additional pro-
perty •becomes subject to the t•rus.ts of 
an existing settlement othenwise than by 
reason of ·the reo11ganisation of the Cli!P-
i·taJ of any company ·Or the exercise by 
the trustees ·thereof of powers of sale 
or of ·transposing investments ·Or other 
administrati•ve -powers, or ·the ·value of 
any settled pro.per·tv is enhanced in con-
sequence of any contract or arrange-
ment, to the extent of such additional 
pmperty or enhancement in value. 

4. H on ·the creation of a setHement a:fter 
the enactment of this BiJ.l tile capital 
subject ·thereto, or any part thereo.f, is 
settled on s.uch terms that no interest 
therein within the meaning ·of .paragra{Ph 
two of ·this clause is conferred upon any 
such individual as is mentioned in that 
paragraph, a chargea.ble enrichment shahl 
be deemed to accrue to the trustees of 
the settlement {whether or not ·tlley are 
individuals) _equal ·to the value of that 
capital or, as the case may 1be, that .part 
thereof, and such trustees sha.U not be 
entitled to ·the exemptions conferred 1by 
claus.e ,four of this Bill, but they shaU 
be accountable for the 1gratuitous enrich-
ment tax thereon calculated in accord-
ance with cla.use ·two, para~gr.a.ph three of 
this 1Bill a'S if they had received no 
previous char.gea.ble enrichment other 
than any pro,perty .previ.ously sett·led 
(whether before or after the enactment 
of this Bi-11) ei-ther on the tmsts of that 
settlement or by the same settlor on 
trusts char.gea:ble under this ,paragraph: 
provided that i.f by that settlement .or 
any one of them an interest in income 
is conferred upon any such individual as 
is mentioned in •parag•ra~ph two of this 
clause, a changeable enr.ichment shall .be 
deemed to accrue to that individual equ-
al to the actuarial 'Value of the interest 
so conferred, and the cha11geable enrich-
ment deemed by this ;paragraph to ac-
crue to the trustees of :the settslement 
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sha.Jl be reduced 'by the amount of that 
actuarial va1ue. 

5. The provisions of .para·~rll!ph four of 
this clause shall be without prejudice to 
the lia'hility to .gratuj.tous enrichment tax 
of any beneficiary under a settlement 
pursuant to any other ,pro·vision O'f this 
Bi11 .by 'Virtue of the receipt 1by him or 
the applica·tion for his ·benefit of any 
capital comprised .in that settlement as 
a result of an ex·ercise of an~ discretion 
or •power of appointment conferred by 
the settlement. 

6. In the case of any settlement in exis-
tence at the enactment of this Bill, the 
general administration of the trus·ts of 
which .j.s not normally car·ried on within 
the United Kingdom, the char·geable en-
richment tax sh<l!ll ,be imposed upon and 
not before the accruer to a beneficiary 
of changeable enrichment from the set-
tled ·pro.perty, and in the case of any 
such settlement the 1general administra-
tion of •the trusts of ·which is normaUy 
carried on wHhin the iUnj.ted Kingdom 
the ·following provisions shall haJVe eff-
ect: (a) if it is a settlement to which 
paragr<~Jph two of .this clause (without 
the ex·tensi·on thereof .by IPara:grruph othree 
of this cl<~Juse) would have applied in 
respect of the entirety of the capital 
thereof if the settlement had been made 
af.ter the enac·tment of this Bill, there 
shall be deemed, on the vesting in poss-
ession in any individual of an interest 
irn capLtal, to accrue to that indiiVidual 
a chaPgeable enrichment equal to the 
value of the capit<l!l so ves,ting; and (b) 
in any other ca.se ·the preceding ,para-
graphs of this clause shall rupply as i·f 
the settlement had been created upon 
the ex,piration of ·ten years from the 
enactment of •this Bill .or the earlier oc-
currence after the enaotment of this 
Bill of any of the .following events 
namely : ( i) the cesser of any vested in-
terest in income which was enjoyed at 
the enac·tment of this IBi.Jl oby any identi-
fi able jndividual ; and {ii) the death of 
any person who had aJt. ·the enactment 
of this Bill an interest .in the capital of 
the settlement wi·thin the meaning of 
paragraph two of this daouse; and (iii) 
the transfer of any capital of the settle-

ment to any beneficiary or the creation 
in his favour of an absolute interest in 
any such capital. 

Pro·vided .that upon the h tllppening of 
any of the said events the preceding 
paragraphs of this clause shall ap,ply 
only to the extent o,f the capitrul to which 
the srume ·relates, and shall a pply at the 
end of ·the said .perjod of ten years to 
the extent of any ba·lance of crupital then 
subject to .the trusts of the set-tlement. 

Clause eight: valuation 
Subject to the !Prov.isjons of this Bi.Jl, 
where it is necessary to value any pro-
perty for the ,purpose of determining the 
aomount of any chargeable enrichment, 
that ,proper.ty shrull be valued in .the 
same manner as that in which it would 
have been va1u·ed immediately .before the 
enac~ment of this 1BiJ.l .for the pur-pose 
of determining liability ·for estate duty 
in .respect of such ipfOiperty, but without 
any reliefs for agricuJ,tura·l land, timber 
or industrial equilpment. 

Clause nine : accounta·bility 
The following persons shall be account-
ruble for the ·gratuitous emichment tax 
and to the following extent, namely : 
(a) where the chaPgeable enrichment or 
the benefit thereof accrues directly to an 
individual or is deemed by dause seven 
para;g.ra·ph four of this Bill to accrue to 
trustees: the person at whose expense 
direct]~ or inilirectly the chargeable en-
richment or the benefit thereof accrued 
or failiillg him thaJt individuaJ .or .those 
~rustees; {b) where the changeable enrich-
ment consists of a .payment or other con-
sideration made .or given to a person 
other than the individual to whom the 
char,geable enrichmeillt accrues or is 
deemed to accrue by vi.rtue of clause 
six or clause seven of this Bill : the per-
son at whose eXJpense directly or indir-
ectly the ohar.geable enrichment acorued. · 

Clause ten: assessment 
It shall be the duty of the ·person who 
by othe Jast preceding section is .m.ade 
accoun:table f.or any ,gratuitous ennch-
ment tax in respect of anv chaPgealble 
enrichment within 28 days after the 
occurrence of the cha·rgeable enrichment 



.forward .full particulars thereof (in-
tding the names and addr·esses of any 
hviduals other :than the ,person to 
l·O:m char.gea:ble enrichment thereby 
;rued or was deemed to accrue) to the 
1pector and to give such add1tional in-
·mation in relation thereto as the in-
!C·tor may require; and any gratuitous 
richment tax to .which that chargea,ble 
richment shall 'give rise sha.ll, subject 
the provisions of olause nwo, ,para-

tph five of this Bill be assessed upon 
d •paid by the person so made a-ecount-
le. 

;E WEALTH TAX BILL 
~use one: scope ofc_:.:ta::.:x.:.._ _____ _ 
Tax shall be charged in accordance 

th this Bill in respect of total wealth, 
~~ is to say totaJ •wealth computed in 
;ordance with this Bill owned by or 
t•rust for an individual. 

A tax, to be called wealth tax, shall 
assess·ed and char.ged .for the y·ear 

- and f.or subsequent years o.f assess-
:nt .in respect of total weaLth owned 
thos·e years, and shall be so char.ged 
accordance with ·the following p.rovis-

ls of this BiJl. 

On the enactment of this !Bjll tax in 
:pect of capital gains and income tax 
der Case V.J.I of Schedule D shall 
tse to be cha1:1geable: provided that 
lders of secur.ities or lan·ded 1property 
1ll be 1presumed to be dealers in such 
. ari~i·es or other pr.o,perty for the pur-
ses of the incoone tax acts unless •they 
.isfy the ins.pector to the contrary. 

1use two: rates of tax 
Subj.ect to the exemption pwvided by 
s Bill, an individual sh<~~ll be c.ha1:1geable 
wealth tax in respect of the total 

:alth own·ed by him in excess of 
0,000 in value on 1 January in a year 
assessment during any part of !Which 
is .resident in the United Kingdom, or 

ring which he is ordinarily resident 
•the United Kingdom. 

The total wealth of any individua,J i·n 

excess of £50,000 in va.Jue shall in each 
year of assessment be assessed to and 
bear wealth tax at the .followirug rates, 
namely: 

WEALTH TIAX 
total wealth 
first £50,000 
next £50,000 
next £50,000 
next £50,000 
excess ther·eafter 

tax per cent 
ni·l 

I 
2 
3 
4 

3. Wealth tax assessed on any :person in 
res.pect o.f •total wealth shall be ·paid by 
that ,person at or before the expiration 
of three months fol!owillig that year, or 
at the expiration of a ,period of 30 days 
beginning with the da.te of assessment. 

Clause three: definition of total wealth 
Tota·l wealth means the aggregate value 
of any stocks, shares, securities, chattels, 
cash or proper.ty of any kind .whatsoeoyer 
(other than (a) any annuity Me interest 
royalty or other fi.ght to recei'Ve income 
(b) any property comprised in the assets 
wherewith any business is carried on 
and {c) any 1policy .of assurance which 
matures only on the dea~th of any ·person) 
owned by an individual less any debts 
he may o.we to anyone which are recov-
erable from him by Jegal action. 

Clause four: trust monies assessable 
Where any ,person holds pro,perty either 
alone or jointly with others on trust fm 
any individ-ual (not being a .trust for 
charitable .purposes) he shall .be assessed 
to and pay wealth tax on the total 
wealth held by him on the said trust as 
if he were an individua.l and had no 
wea.Jth other than •that property and any 
other .property settled by the same settlor 
on the same !·rusts. 

Clause five: valuation 
Where it is necessary to v•alue any 'pro-
perty f.or the .purpose of determining 
the amount of an indi·vidual's total 
wealth, that property shall be valued 
in the same manner as that in which i.t 
would have been vaLued immedi•ateJy 
before the enactment o,f the Gratuitous 
Enrichment Tax Bill, for the .pur·pose 
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of determining liability for estl!lte duty 
in respect of such propert'Y but .without 
any relief for agricultural land or indus-
trial equilpment. 

Clause six: accountability 
The .person holdiillg any property in res-
pect of which weadtth tax is assessable 
shall be accountl!lble for that wealth tax, 
and it shall be his duty at the end of 
each year of assessment in which on 
I Janua·rv thereof his total wealth ex-
ceeded £50,000 to send ,full partJioulars 
thereof to the inspector and to gi•ve such 
<1idditional .inf.ormation in relation there-
to as the ins•pector may require. 
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