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By Andrew Goodall
The U.K. government rejected the House of Commons Treasury Committee’s call for
consultation on a draft tax strategy and has been asked for “a clearer explanation” of its
response, committee Chair Mel Stride said.
The committee appreciates “the difficulty in pre-announcing tax policy,” but it is disappointing
that “the government has rejected our recommendations to improve the approach to tax
strategy, when the evidence was overwhelmingly in favor,” Stride added in a June 2 release.
The draft strategy would include principles for the tax system’s role in meeting fiscal goals, the
fair taxation of different forms of work, and ensuring that taxation is “progressive and fair to
future generations,” the committee said in its March 1 report on “tax after coronavirus.”
The strategy should also include a new business tax roadmap to provide investment certainty
for business, and “a five- to ten-year strategy for corporation tax rates,” the committee said.
The report was the most substantial report on tax reform ever produced by a parliamentary
committee, John Cullinane, the Chartered Institute of Taxation’s director of public policy, said at
the report’s launch event ahead of the March 3 budget.
Chancellor of the Exchequer Rishi Sunak’s budget proposals included an increase in the main
rate of corporation tax from 19 percent to 25 percent starting in 2023. A small profits rate of 19
percent will apply to companies with profits of £50,000 or less.
The committee published the government’s response to its report on June 2 and noted that the
proposed strategy could cover the government’s “overall approach to major questions such as
the taxation of consumption, income, capital, and companies, and the overall direction of travel
that it will seek to follow in successive budgets.”
But Financial Secretary to the Treasury Jesse Norman told Stride that the budget had set out
the chancellor’s “medium-term plan for how the tax system will support the government’s
broad economic objectives for the next five years.” The government keeps all taxes under
review, and the chancellor “will outline tax reforms as part of future fiscal events,” he added.
“The government fully agrees with the importance of public engagement in tax policymaking
[and] will continue to engage with Parliament, tax policy [professionals], and the general public
on tax strategy through fiscal events and the wider tax policymaking process, and will look to
improve this level of engagement where possible,” Norman said.
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VAT and Environmental Taxes
The committee’s recommendations also included consultation on “principles and objectives for
the VAT system now that VAT is free from EU law” and the development of a tax strategy to
meet the government’s commitment to net zero emissions by 2050.
The government “intends VAT to remain a broad-based tax on consumption where the standard
rate of 20 percent applies to most goods and services,” Norman said. “VAT contributes a
significant amount to the public finances, raising approximately £130 billion in 2019–2020.
Given this importance to fiscal sustainability, any further changes to VAT rules would need to be
considered very carefully as part of the normal fiscal events process.”
In an appendix to Norman’s letter, the government confirmed that it will set out its overall net
zero strategy ahead of the COP26 U.N. climate conference, set to take place in Glasgow in
November.
The government resisted the committee’s call for urgent reform of “the entire approach” to
pension tax relief. Recent changes to the relief have aimed to strike a balance between allowing
the vast majority of savers to make significant tax-free pension savings and “targeting
incentives to save on those who most need government support to save for retirement,” it said.
“Altering this balance could have profound and far-reaching impacts, and so while all tax reliefs
are kept under review, more radical changes to pensions tax relief would require careful
consideration.”

Incorporation
“Regarding reforms to taxing income, including pensions: in the current economic context the
government’s immediate focus is to support businesses and workers and help them to recover
from the impacts of the pandemic,” Norman wrote. The government’s detailed response noted
that, according to the certified forecast from the Office for Budget Responsibility (OBR), the
planned corporation tax increase “will reduce the tax incentive to incorporate, saving the
exchequer an estimated £200 million in 2025-2026.”
The OBR’s economic and fiscal outlook published on March 3 said the effect of the higher
corporation tax rate on tax receipts through reduced incentives for the self-employed to
incorporate would be relatively modest. “That reflects the reintroduction of a small profits rate,
which leaves a large difference between the amounts of tax paid as an unincorporated versus
incorporated business for those with mid-to-high incomes that are likely to be influenced by this
disparity,” the OBR said.

Global Tax Reform
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While the budget introduced additional measures to support businesses, Sunak has been clear
with taxpayers about the need to “get the public finances back on track once the recovery is
durably under way,” Norman wrote.
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The government said it would not be appropriate for HM Treasury to provide “a detailed report
each year assessing the status, and evaluating the progress of fast-moving, complex
discussions that typically take place between countries on a confidential basis.” It is Sunak’s
stated ambition “to reach a multilateral solution to the tax challenges of digitalization within the
year, in line with the G-20 mandate,” it added.
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The committee expressed disappointment that the government did not agree to provide it with
an annual report of progress made toward an international agreement on global tax reform and
revenues arising from the U.K.’s digital services tax.

