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CHRIS:    I have parents that live in Cromer, an hour away, and it 

is certainly noticeable that we don’t make the effort to go and see them as much as we 

used to, simply because we’d have to put an extra fifteen, twenty pounds in the tank, 

and perhaps we’d rather not spend on that. 

 

JOHNSON:    Like the rest of us, Chris in west Norfolk is feeling the 

pinch.  The pleasant routines of family life have had to be sacrificed to the realities 

of austerity.  But the pressures on Chris’s household finances look likely to tighten 

further in the years ahead.  Why?  Because―get ready for the bad news―taxes 

look set to rise.  

 

That’s a conclusion my work, as the director of the Institute for Fiscal Studies, has led 

me inexorably towards.  At the IFS, a wholly independent research organisation, we 

look at the public finances, at budgets and at tax policy.  Combine what we know 

about the bleak state of the public finances, the scale of recent public spending cuts 

and the proven tendency of governments to raise taxes in the wake of general 

elections―and such a conclusion looks close to inescapable.  If tax has to rise, I’d 

like to think that we could achieve two basic aims.  The first is some basic honesty 

about the options.  The second is a set of changes which take the opportunity to 

make the tax system fairer and more efficient.  I’ve been constantly disappointed on 

both fronts!  In this programme, I’m going to find out if things might change. 

 

KELLY:    The choices facing whoever wins the next election are 

incredibly bleak.  Whoever wins will inherit a very large deficit.  All parties will 

also know that they want to get some of the nasty stuff out of the way in the first half 

of the Parliament, and so they are going to feel a very hard set of choices about how 

do they raise the revenue they need to try and make the spending cuts―which any 

party will be making―slightly more plausible. 

 

JOHNSON:    That’s Gavin Kelly, now chief executive of the 

Resolution Foundation think tank.  Before that, he advised Labour’s top team for a 

decade in both Downing Street and the Treasury.  

 

Even after the six years of big spending cuts we’ll have seen by 2016, there’ll still be 

a lot of work to do to bridge the gap between what the government spends and what it 

takes in.  That gap will amount to more than twenty billion pounds―or about a 

thousand pounds for every UK household.  And even that assumes the economy 

bounces back strongly over the next few years.  So I asked Nigel Lawson, 

Chancellor under Margaret Thatcher in the 1980s, whether tax rises were on the cards. 

 

LAWSON:    In the short-run you’re almost certainly right―that 

there are going to be some increases in taxation.  In the medium-term, I think you 

should aim to do it all on the public expenditure side.  But that takes time.  

Therefore, there will have to be increases in taxation which you would hope then, in 

due time, to be able to reduce. 

 

KELLY:    The idea that we’re going to make all of the adjustments 

through spending cuts and precisely none through further tax rises seems to me a very 

bold and, I would say, unlikely claim. 
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JOHNSON:    Gavin Kelly. So left and right agree that taxes are likely 

to go up. Over the last thirty years, post-election budgets have usually been big 

tax-raising ones. Remember Norman Lamont with VAT on fuel bills; Gordon Brown 

with national insurance increases; and George Osborne with his hike in VAT across 

the board. Julian McCrae is deputy director of the Institute for Government. Like me, 

he’s been a senior Treasury official and seen how it all works from the inside.  

 

McCRAE:    If you look at the history of elections, which I might 

describe as austerity elections not just here but internationally, you quite often find 

that the things that government end up doing after elections are not the types of things 

they’ve been talking about in the election campaign. It actually doesn’t make that 

much difference which party is being elected; taxes can still go up under both sets of 

political parties. 

 

ACTUALITY:   PIANO (played by Rosie Paffett) (Fx: Johnson walks 

up to house and knocks on door)  

 

CHRIS:    Hello.  

 

JOHNSON:    I’m Paul. 

 

CHRIS:   I’m Chris.  

 

JOHNSON:   Good to see you! 

 

LOUISE:    Hi, I’m Louise. 

  

JOHNSON:    I travelled to Norfolk to meet Chris and Louise along 

with their younger daughter―and aspiring pianist―Rosie.  Chris is in his early 

forties and works in the building industry.  His wife, Louise, works part-time to 

support the household income, fitting around her two daughters’ timetables.  I’ll be 

taking them through the tax changes we might see and how much they might cost the 

family budget.  It’s not good news either for them―or perhaps for you.  First, 

though, what’s their income now and how are they managing? 

  

CHRIS:   We earn between us about forty-two thousand pounds a 

year; myself thirty-four thousand and my wife about eight thousand. 

 

JOHNSON:    How has that changed over the last two or three years in 

terms of your salary?  Has your salary kept up with inflation? 

 

CHRIS:   Oh, no!  The last two years we’ve had―or I’ve had―a 

one per cent pay rise, and the year before that we didn’t have a pay rise at all. 

 

JOHNSON:   But the Chancellor is very proud of the fact that he’s 

increased the tax-free threshold for income tax over the last two or three years, so that 

you don’t start paying income tax until a rather higher level.  Is that something 

you’ve noticed in your pay packet? 
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CHRIS:   If I’m honest, no, not really, because with the increases 

in electricity bills, fuel, petrol for my car, it’s non-existent, really. 

 

JOHNSON:    So, Louise, what about other things that you’ve noticed 

to the household budget?  Have things become more difficult in terms of benefits 

and taxes over the last three or four years? 

 

LOUISE:   We’ve lost our child tax credit, so we have to find that 

now, which is thirty-seven pounds a month, which over the year adds up.  

 

JOHNSON:   So that’s nearly five hundred pounds a year just gone 

out of the household budget? 

 

LOUISE:   Yeah, that just went. 

 

JOHNSON:   And Chris and Louise’s experience of losing benefits 

that they’d come to rely on and of pay falling behind inflation is typical.  Most 

people’s incomes have been falling in real terms for the last few years.  So any tax 

increases, making us even worse off, will be particularly unwelcome.  That’s one 

reason politicians are unlikely to be discussing them in the run-up to the next election. 

  

McCRAE:    I’d be very surprised if any prospective Chancellor 

would allow himself to get trapped into the position that said, “I cannot do anything 

on tax.”  And I don’t think it would be very good for the population if they allowed 

themselves to get trapped into that position because the reality of what actually 

happens after the next election and the exact economic position we find ourselves 

in―let alone the one we think we might find ourselves in now―means that we’ve got 

to leave politicians enough room to actually make decisions. 

 

JOHNSON:    Julian McCrae, deputy director of the Institute for 

Government.  But that could sound rather like a call for we voters to butt out while 

politicians get on with making the decisions.  For something as important as tax, that 

doesn’t seem right to me.  It’s not as if politicians have designed a great system up to 

now.  We need to know what the options are and we need to talk about them. 

 

One option we’re nearly all likely to be attracted by is that of getting other people to 

pay.  The rich, for example.  Can’t they pay?  After all, some people out there earn 

sums of money the rest of us can barely dream of.  I asked Bill Dodwell, head of tax 

policy at consultancy firm, Deloitte, if we could fill the gap by getting more money 

from the rich. 

 

DODWELL:   Rich people do, actually, pay quite a lot of tax.  The 

top one per cent of earners, I think pay, something like twenty-six per cent of all 

income tax, for example.  Our system is pretty progressive, and the work of the IFS 

has demonstrated who’s actually picked up the tax increases that have been imposed 

by the previous Labour government and this coalition government.  Essentially, 

those hardest hit―rightly―are the people at the top of the income spectrum. 
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JOHNSON:   So despite people’s perception, it is the case that the 

rich pay a very large proportion of the total tax? 

 

DODWELL:   Yes, it is. 

.  

KELLY:   I do think we could get more money from rich people, 

unapologetically so.  But―and it is a crucial “but”―I challenge people who say, “If 

only we had political leaders or a political party who were willing to get tough with 

the top all these other problems would disappear.”  The maths don’t add up.  You 

cannot solve the scale of the public spending challenge that we face in this country 

just by doing things that people like me might support to the very richest people in 

society.  There is not enough money, in my view, that you’ll get from that to solve 

the scale of the problem. 

 

JOHNSON:   Gavin Kelly of the Resolution Foundation wants to 

raise more from the rich but acknowledges that we’d struggle to raise much.  Take, 

for example, the 50p rate of income tax.  We don’t know for sure how much it raised 

―or would raise if it were reintroduced.  My reading of the evidence is not 

much―at best.  That’s not to say we can’t do anything, but it does mean that we 

can’t just assume we could easily get a lot more revenue from high earners.  So, 

rather than those with high earnings, what about the wealthy―those with perhaps 

millions in assets? 

 

USSHER:    If you say to most people that, if it was a choice 

between taxing earned income and unearned income, which is the fairest, then you’d 

probably get an answer that it was fairer to tax unearned income―which takes us 

immediately into the whole idea of wealth taxation, and I feel that that’s 

under-explored in the public debate.  So I’m not saying we should do it, but I’m 

saying that if there are holes emerging and austerity’s here forever, that we should be 

going down that route. 

 

JOHNSON:   That’s the economist, Kitty Ussher, who was a Treasury 

minister in the last Labour government.  Taxes on income are unpopular, so the 

attraction of trying to tax wealth is obvious.  But she’s right to be cautious. 

  

Straight wealth taxes raise tiny amounts of money.  Inheritance tax―the closest we 

have to a wealth tax―is extremely unpopular and raised just three billion pounds last 

year.  That may sound a lot, but it’s less than one per cent of total tax receipts.  The 

real problem is the―probably correct―perception that the really wealthy find it a lot 

easier to avoid these sorts of taxes than those who are just moderately wealthy.  I 

think there are reforms which could help here, but none would raise enough money to 

address the scale of the problem we face. 

  

As we’re talking about wealth, we have to talk about houses.  For most of us, our 

house is, along with any pension we may have, much our most valuable asset.  

There’s a problem, though.  Those with the most valuable houses don’t pay enough.  

That’s because there’s a fundamental problem with the way council tax works.  The 

amount you pay ought to rise in proportion to the value of your property.  It doesn’t.  

Oligarchs in twenty million pound mansions pay little more than many normal 
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householders.  This needs reform.  As Gavin Kelly saw from inside government, 

there’s a huge political problem, though, about doing anything to council tax. 

 

KELLY:    The politics of it were deemed to be potentially toxic 

and that is because if you raise property taxes, you will often capture―sometimes 

quite a small number of people―but people nonetheless who live in relatively large 

houses, particularly in the south of the country, who have relatively modest levels of 

income.  And the view is they were being forced out of their family home by this tax 

change and that that would be an incredibly unpopular thing to do and it was felt like 

a battle that people would rather not have. 

 

JOHNSON:    If we’re going to struggle to get much more money 

from the rich and the well-heeled, we need it from somewhere else.  What about 

companies?  They’re sitting on a big cash pile at the moment.  At the same time, 

politicians around the globe have been giving chief executives a hard time about 

aggressive tax planning.  But it’s important to understand some simple truths.  

Taxes on companies are not victimless taxes.  Bill Dodwell, tax expert from 

Deloitte. 

 

DODWELL:   It’s probably fair to say that corporation tax, like any 

other cost levied on a company, doesn’t stick there.  It ends up being passed through 

to its shareholders, to its customers or to its employees.  And there’s some economic 

evidence both in the UK and in the United States that suggests that the greater part of 

that actually goes to employees over the medium- to long-term. 

 

JOHNSON:    So those who are looking for more money from 

companies are actually asking for more money from, in the end, their employees or 

perhaps from savers? 

 

DODWELL:   Yes, over time that’s definitely the case. 

 

JOHNSON:   This isn’t a reason for giving up on taxing company 

profits.  But, as Lord Lawson points out, even if we wanted to, there’s probably a 

limit to the amount we can raise this way.  

 

LAWSON:    What is happening at the moment is that multinational 

companies and companies who operate in the digital world and companies who don’t 

mind about being named-and-shamed can, to a considerable extent, treat corporation 

tax as a voluntary tax; whereas other companies are obliged to pay it.  Well, quite 

apart from the fact that that leads to a loss of tax yield, it’s also grossly unfair and 

inequitable.  

 

JOHNSON:    So your essential thesis is that the current corporate tax 

system won’t survive for the next couple of decades bringing in anything like the kind 

of money that we’re seeing at the moment and certainly not in a way that will appear 

fair and reasonable? 

 

LAWSON:   That’s certainly what it looks like.  That is a hole in 

the bucket which has to be patched up somehow. 
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JOHNSON:   Nigel Lawson. I’m Paul Johnson of the Institute for 

Fiscal Studies.  So far in this edition of Analysis―looking at tax and how we’re all 

likely to be paying more of it―we’ve looked at the rich, the wealthy and at 

companies.  But it’s pretty clear that, if the next government wants to fill some of its 

fiscal hole from taxes, then it’s going to have to look elsewhere.  So who’s left?  

You and me―that’s who.  Sir John Hills, professor of social policy at the London 

School of Economics, sums up why. 

 

HILLS:   There’s no escape that, if you need serious amounts of 

money, rates of tax have to rise one way or another.  And that means either the 

explicit rates of tax like income tax or national insurance or VAT; or the other thing 

you can do is you can try to broaden the base in some ways and bring more things 

within the scope of things like VAT or income tax or, indeed, national insurance. 

 

JOHNSON:    So let’s start with income tax.  One thing we can 

probably rule out is an increase in income tax rates.  Other than the introduction of 

the 50p rate at the very top―now cut to 45p―we’ve not had an increase in income 

tax rates since 1973.  And even though, in principle, it would be among the simplest 

and most progressive ways of raising serious money, former Labour insider, Gavin 

Kelly, isn’t persuaded. 

 

KELLY:   I think it will be very, very hard for a newly-elected 

government, after five years of the sharpest declines in living standards in my 

lifetime, to come in and say in week one or week two, “Guess what?  We’re going to 

jack up the basic rate of tax!”  Because if there’s one iron law of politics over recent 

years, it’s that the basic rate of tax tends to go south not north. 

 

JOHNSON:   All the same, there is serious money to be had from 

income tax.  It comes in the form of a friend to all Chancellors which goes under the 

name “fiscal drag”.  John Hills at the LSE explains how this star of revenue-raising 

works. 

 

HILLS:   If we become richer and we keep tax allowances fixed 

in real terms, then a bigger proportion of people’s incomes is brought into income tax; 

and, very importantly over the last few years, a bigger proportion of income is 

brought into higher rate tax.  One of the powerful ways in which governments have 

raised some money in the last few years is that the forty per cent band cuts lower 

down in relation to the earnings distribution than it used to.  So, if you can get away 

with that, you will get some money through the fact that a bigger share of income is 

subject to income tax.  So that helps on that side. 

 

JOHNSON:    Fiscal drag increases the amount of income we pay tax 

on―and the amount on which we pay higher rates of tax.  And this can go on for 

year after year.  Any Chancellor, not raising tax allowances and thresholds in line 

with inflation, would soon see billions of additional tax revenues flowing into the 

coffers―billions from all income taxpayers.  So do keep an eye out for this 

particular ruse. 

  

Oddly, while politicians disavow raising rates of income tax, they seem far less 

squeamish about hiking rates of another tax on income: national insurance 
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contributions.  In the last three decades, Chancellors Howe, Lamont, Brown and 

Darling have all announced increases in this tax. 

  

ACTUALITY:   PIANO  

JOHNSON:   Back in Norfolk with Chris and Louise, I asked Chris 

what he would think of a one per cent increase in national insurance which would cost 

him about three hundred pounds a year. 

 

CHRIS:   Any tax increase is going to make a significant 

difference on our lifestyle or budget―so, yeah, that wouldn’t be very popular! 

 

JOHNSON:   A lot of people have said to us, “Well, Chancellors, you 

know, they don’t mind putting up national insurance contributions but they won’t put 

up income tax rates.”  Does it actually make any difference to you whether it’s 

national insurance or income tax that goes up? 

 

CHRIS:    It doesn’t matter what you call it; they are still taxes.  

They’re taking your money at source.  So it doesn’t matter to me how he’s taking it. 

He’s still taking it! 

 

JOHNSON:   So no one’s going to be fooled into believing that a 

national insurance increase is not a tax increase? 

 

CHRIS:   Oh, I can’t believe people would be fooled by that at all, 

no! 

 

KELLY:   I think there was a view it was easier to raise national 

insurance, particularly on employers, and you could get away with it a bit more easily.  

In my view that’s discredited now.  I think, actually, it is bad politics and bad policy.  

We have seen that, if you increase national insurance on employers, I think you can 

be fairly confident that that will play out in terms of people’s wage packets not in the 

first year but over a number of years ahead.  And so what feels sometimes like a 

stealthier way of doing something can actually bite you quite quickly.  So I hope that 

some of the manoeuvres that have been used in the past―and were thought of as kind 

of less painful ways of raising revenues―are actually no longer seen as easy choices. 

 

JOHNSON:    Gavin Kelly.  He’s right.  Even if it is the employer’s 

rate of national insurance which goes up, in the end it’s you, the employee, who’ll 

receive a lower wage.  So politicians may be less tempted to touch national 

insurance next time.  At least for most workers.  But there’s one group who don’t 

pay national insurance at all―and that’s pensioners.  How sustainable is that when 

many more people will be working past pension age?  Gavin Kelly thinks hard times 

may mean harder hearts inside the Treasury. 

 

KELLY:   Ten years ago, if you had tried to raise that issue in 

Whitehall in senior political circles, I think you’d have had pretty short shrift.  Now, 

you’ll still get some of that today because this is obviously highly contentious terrain, 

but I do think that there is a much greater understanding that people are going to work 

much longer and that there will just be a lot more people in this category over time.  

And there’s a kind of straightforward intergenerational question―is it fair that one 
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group of people, many of whom are better off, are not paying the tax that other 

people, particularly young people who have seen these deep falls in their wages and 

household incomes, are paying? 

  

JOHNSON:    So prepare to pay!  This government has already 

abolished the higher income tax allowance that pensioners have traditionally received 

―the so-called granny tax.  And, amid all the talk of cutting or means-testing 

universal benefits for pensioners, like winter fuel payments, don’t be surprised if it’s 

parts of the tax system which favour pensioners that come under the Treasury’s 

scrutiny.  

 

Now we’ve looked at the two big taxes on income that leaves the third big revenue 

raiser: VAT.  There are two ways of getting more money from this tax on 

consumption.  The one you’ll be all-too-familiar with is raising the rate, increased 

most recently to 20% by George Osborne in 2010. 

  

The second way to increase revenue from VAT is to increase the number of goods it’s 

charged on.  The current Chancellor tried to do that to a very modest degree in 2012 

―remember the infamous “pasty tax”?  He was howled down for his trouble.  That 

experience doesn’t make life terribly comfortable for tax reformers like me who want 

the Chancellor to think much more seriously about how to broaden the number of 

things we levy VAT on.  Bill Dodwell, the tax expert at the consultants, Deloitte.  

 

DODWELL:   VAT, weirdly, is a little more progressive than perhaps 

people think.  And the reason for that, of course, is down to our strange system of 

zero-rating.  So we don’t charge VAT on food, on public transport, on rent, that sort 

of thing, and we have low rates―five per cent―on fuel: gas and electricity.  And 

when you look at the household budget for the poorer half of the income spectrum, 

about fifty-five per cent of spending is on items not subject to VAT. 

 

JOHNSON:    What about that strange structural quirk of the VAT 

system?  We are, I think, pretty much the only country, maybe along with 

Ireland, in the OECD that doesn’t have any VAT on things like food.  Should we? 

 

DODWELL:   There are two problems here.  Firstly, if you were to 

add VAT on food, it would probably raise, I think, something like twelve billion 

pounds.  Now, clearly, you would need to give something back through the welfare 

system, the tax credit system.  But what you find is that you can’t actually reach 

everyone there and so you do end up with price rises for those at the bottom end of 

the income spectrum that you can’t readily compensate.  And I can see you’re not 

standing for election, Paul!  

 

JOHNSON:    [laughs] Too right!  Are you? 

 

DODWELL:   [laughs] No, and I’m not about to advocate putting 

VAT on food either!  

 

JOHNSON:    He’s right, of course, about the political difficulty here.  

But if we rule out any change that results in any single person losing, we’ll never get 

anywhere.  The fact is that zero-rating such large swathes of spending offers a much 
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bigger subsidy to the rich―who, of course, spend more―than to the poor.  And you 

can target compensation pretty well.  Extending VAT may not be everyone’s cup of 

tea, but right or wrong we surely at least need a much more serious and principled 

debate about this as about tax reform as a whole.  Let me say it again.  It looks like 

we’re going to have to get quite large sums of money from somewhere.  

 

The trouble is that politicians have been damaged more than once when they’ve tried 

to introduce change.  It’s not just the pasty tax.  Not long before that, Gordon 

Brown got into trouble over abolishing the 10p income tax rate which he had himself 

introduced a decade earlier.  And he’d already had his fingers burnt over hikes in 

road fuel duties. 

 

ACTUALITY:    2000 FUEL DUTY PROTEST  

(Source:    Radio 4 Six o’Clock News: 08.09.2000.)  

 

PROTESTOR:    [Traffic noise/horns beeping] The cost of food is 

going to go up, the cost of public transport is going to go up, the cost of aviation will 

go up.  Every single thing.  Immediately you touch diesel, you touch the cost of 

living. (Fx: altercation between driver and protestor)   

  

JOHNSON:     The current Chancellor clearly remembers this 

all too well.  He’d originally set out to increase fuel duties and has ended up cutting 

them.  I quickly understood why when I asked Chris and Louise in Norfolk about 

how rises in petrol duties affected them.  We heard Chris at the beginning of the 

programme talking about how they couldn’t really afford to visit his parents so often.  

Louise was also in no doubt about what an increase in petrol tax would mean. 

 

LOUISE:    That would be a real shocker because when I got 

another job and needed the car to get to that because there’s no bus service there, 

there’s no train service there―so now, yes that, would have a significant impact on us 

just to try and get to work every day. 

  

JOHNSON:     That illustrates all too well the difficulties of 

raising certain taxes.  And we’ve already seen that we’ll struggle to raise serious 

money from the super-rich and the multinational corporations.  So a future 

Chancellor, looking for five or ten billion pounds in tax, is likely to turn to 

tried-and-tested methods: not raising tax bands with inflation―so-called fiscal 

drag―or another increase in VAT rates.  

 

There has to be a better way.  It’s not as if people like me at the IFS are short of 

ideas for reform; it’s matching them with the political realities.  For tax reformers, 

the art lies in crafting the most saleable packages of reform.  For politicians, it lies in 

persuading voters of the cost we incur if we refuse point blank to entertain too many 

of the possible routes to higher taxes.  The former Labour Treasury minister Kitty 

Ussher has been thinking about how we might do this. 

 

USSHER:     I think there needs to be a political basis for any 

changes to taxation―I mean, permission to speak, permission to take action.  These 

things take a long time to build up.  I think it’s possible to do it.  An example which 

is not in the field of tax reform is the Turner Commission on pension ages where, you 
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know, the idea that any government would stand up and say, “I’m sorry, you’ve got to 

work an extra five years before you get your pension,” is pretty horrific, politically, 

for any government.  But, by there being a shared recognition that action needed to 

be taken, a cross-party consensus just about was established that enabled decisions to 

be made that the public didn’t particularly like but accepted that it was necessary.  I 

think any large change in the basis of taxation would need a sort of longer-term 

approach. 

 

JOHNSON:    That’s an essential part of the process.  But you also 

need politicians willing to argue for the changes that they make.  I asked Lord 

Lawson, a tax-reforming Chancellor himself: how do you do that? 

 

LAWSON:    Well, like you sell anything.  You’ve obviously got a 

good case for it and you present that case in the most persuasive way that you can. 

The Chancellor of the Exchequer of the day has one advantage, and he sets the debate 

in the Budget statement on Budget Day and other people have to react to that. 

 

JOHNSON:    How much need is there to have a sort of broader debate 

or conversation about changes―and particularly increases―before you can actually 

bring them in, or is your experience actually you announce them and then persuade 

people? 

 

LAWSON:    You announce them and then persuade people. 

 

JOHNSON:    So you just do it!  But, really, to achieve the sort of tax 

rises we’re likely to need in the next Parliament, we’d ideally want both approaches: 

in other words, an open debate and some decisive action.  We’re unlikely to get the 

first.  And there’s every sign that the choice about how revenue is raised will be 

guided more by what can be got away with than by any clear set of economic 

principles or strategy for reform. 

  

That leaves us all in the dark.  Worse, I believe it poisons the discussion about tax 

because it encourages the cynical view that there are no real choices, just ruses to 

avoid serious debate.  We should certainly prepare ourselves for significant tax rises 

after the next election―and we shouldn’t expect somebody else will be paying them.  

But given the amount of tax we all pay, we are entitled to demand that we finally get 

real tax reform for our money. 


