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Introduction 
This paper forms CentreForum’s submission 
to HM Treasury in advance of the 2014 
Budget. The paper is in three parts. 
Part 1 sets out a series of changes to fiscal 
policy. The package represents a small overall 
tax cut aimed primarily at low and middle 
income earners. The total package includes 
approximately £6.1 billion of tax cuts offset 
by £3.8 billion in tax increases, leading to an 
overall tax cut of £2.3 billion. This is achieved 
through three broad approaches:

1. Increasing employee and employer 
National Insurance thresholds: this 
builds on the government’s previous 
increases in the Personal Allowance and 
can be considered as the successor to that 
popular and effective strategy. 

2. Eliminating anomalies to help create a 
simpler, more streamlined tax system

3. Eliminating tax breaks that serve no 
useful purpose but offer opportunities 
for tax avoidance and evasion.

Part 2 explores options for reforming local 
government funding. It argues that a clear 
delineation needs to be drawn between local 
and national competencies. Local government 
should be solely responsible for raising the 
revenue to finance local competencies, and 
should be free to decide how and whether to 
deliver these. In the short term, government 
should commit from 2015 to abandoning the 
annual offer of Council Tax Freeze Grant and 
the imposition of referendum requirements. 
In the long term, local government should be 
given the resources and the freedom to raise 
what it needs, how it needs. Local electorates 
remain the best mechanism for keeping local 
government in check.
Part 3 outlines proposals for disposing 
of the government’s stake in RBS. As 
CentreForum has previously suggested, 
this should be achieved by a transfer of all 
government shares in these banks to people 
domiciled in the UK for tax purposes and 
their children. 
Overall these proposals represent an 
equitable and efficient package of reforms 
that help simplify the tax system, eliminate 
unnecessary loopholes, devolve power nearer 
to the people and empower individuals.
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Part I: Fiscal Policy
Abolish Class 2 National Insurance
HMRC has already consulted on ‘Simplifying the National Insurance processes for 
the self-employed’. It noted that “many respondents … argued that the scope of 
this consultation did not go far enough and that government could consider more 
fundamental changes to the Class 2 and Class 4 NICs system… The general consensus 
[was] that having both Class 2 and Class 4 NICs for the self-employed adds complexity.”1

The government should abolish Class 2 NICs and use the Class 4 self-assessment 
process for determining benefit eligibility. 
It should be accompanied by an increase in the Class 4 basic rate by 0.4%, to 
counteract the gain for higher rate payers without creating any losers. This reduces 
the cost to HMRC from £247.5 million to £160.0 million, before multiplier effects and 
administrative savings to HMRC.2 

Scrapping an entire class of National Insurance would be a substantial tax simplification, 
and this reform has been suggested by the Office of Tax Simplification (OTS).3 It would 
improve the progressivity of the government’s tax and benefit changes (as this lump-
sum tax falls disproportionately on self-employed people with low incomes). Small 
businesses would benefit from both administrative and tax savings.
Class 2 National Insurance:
 : raises just £250 million, only 0.2% of National Insurance revenue
 : does nothing that could not be done by Class 4
 : is a regressive poll tax for the self-employed (£143 per year)
 : begins at a very low income: just £5,885 
 : means the poorest self-employed workers pay more tax than equivalent employees
 : is a small cliff edge at £5,885
 : is a practical, administrative burden, as the HMRC consultation also concluded.

As the consultation suggested, “reform beyond the [given] proposals” would “maximise 
the opportunity to simplify and reduce administration burdens for the self-employed 
community.”4 Given that significant technical changes are already proposed this is an 
opportunity to make wholesale changes at one time. 

Align the income tax and Class 4 self-employment National 
Insurance thresholds
The gap that has emerged between National Insurance and income tax thresholds is 
undesirable from tax simplicity and equity perspectives.
One step towards eliminating this would be to raise the Class 4 lower profits limit 
from £7,956 to £10,000, the level of the Personal Allowance. This would by itself cost 
the Treasury £295 million, and give self-employed workers a tax break of £184 (or 
almost £330 if combined with the abolition of Class 2).
To reduce the cost to the Treasury, the Class 4 basic rate should be increased by 0.6 
percentage points. This would taper away the gain until it is withdrawn completely for 
higher rate taxpayers. This combination would leave no one worse off but target the 
tax cut at low earners, and reduce the cost to the Treasury to £168 million. 
Note that if combined with the full Class 2 proposal (above) this would mean a 1 point 
increase in the Class 4 basic rate to 10% – still lower than the employee marginal rate.
This measure would simplify the tax system, particularly the concepts involved in self-
employment self-assessment (and especially if done alongside scrapping Class 2 NICs). 
It would be a comparatively progressive tax cut – particularly given the low incomes of 
the self-employed – and would help small businesses.

1 ‘Simplifying the National Insurance processes for the self-employed’, HMRC, 17 December 2013.
2 This is based on HMRC’s ‘Direct effects of illustrative tax changes’, as are all the figures in this submission except where 

stated otherwise. However, previous research suggests £350 million is the more likely figure.
3 ‘Small business tax review: interim report’, Office of Tax Simplification, March 2011.
4 ‘Simplifying the National Insurance processes for the self-employed’, op cit.
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Align the employee and employer National Insurance thresholds 
with the income tax Personal Allowance
Employee and employer National Insurance thresholds should be aligned with 
the Personal Allowance threshold at £10,000. This should be prioritised ahead of 
any further increase in the income tax Personal Allowance.
This would be a helpful tax simplification, as confirmed by HMRC research amongst 
small businesses.5 

Further information about this can be found in CentreForum’s report ‘Making 
allowances: tax cuts for the squeezed middle’.6

Raising the Employee NI threshold
A higher employee National Insurance threshold would complement the government’s 
income tax cuts, and reduce Effective Marginal Tax Rates for those on Universal Credit. 
It would benefit a larger number of low income workers and be more progressive by 
household than further Personal Allowance increases.
CentreForum modelling suggests a £10,000 employee threshold would cost the 
Treasury £4.7 billion. This cost could be partially offset by a small basic employee 
National Insurance rate increase to target the tax cut, to taper away the gain until it 
is withdrawn completely for higher rate taxpayers. This would reduce the cost to the 
Treasury of this change to £2.2 billion.

Raising the Employer NI threshold
An employer National Insurance tax cut would boost wages and/or employment, and 
help offset any downside of raising the National Minimum Wage. Raising the employer 
threshold to £10,000 would cost the Treasury £3.6 billion. 
The government should also explore specific employer National Insurance 
threshold increases for employees aged 21-25, building on the planned cuts for 
under 21s. This could include lowering the new threshold for under 21s from £41,865 
to the average wage (around £26,500) and using the revenue from this to increase the 
age range.

As a minimum, align the employee and employer National 
Insurance thresholds – currently set to differ by £1
For 2014-15 the primary threshold will rise by CPI to £153 and the secondary threshold 
will rise by RPI to £153. On current policy, for 2015-16 the former will rise by CPI and 
the latter by RPI, and from April 2016 onwards both will rise with CPI.
The employee and employer NI thresholds have been slightly different from 2011-12 
until this realignment in 2014-15. Given CPI and RPI expectations, current policy looks 
set to give slightly different employee and employer thresholds again in 2015-16 and 
thereafter (eg £156 for employees and £157 for employers). There is no economic or 
political argument for such a difference.
For the sake of “creating a simpler, fairer tax system”7 both thresholds should remain 
aligned, by using the same uprating for each every year. A Treasury stakeholder 
working group on ‘Integrating the operation of income tax and National Insurance 
contributions’ suggested that “If PAYE and NIC could not be aligned [...] the employer 
and employee NICs thresholds should be aligned, to reduce the employer burden.”8

Specifically, therefore, the primary threshold should rise with RPI in 2015-16 rather 
than CPI. That is the only change needed. It would be a small tax cut for employees, 
costing around £140 million versus current plans. Alternatively, the employer 
threshold could rise with CPI rather than RPI in 2015-16, raising £155 million. A third 
option would be a non-integer threshold – eg £156.5 – (for one year only) allowing for 
a revenue-neutral alignment.

5 ‘HM Revenue & Customs income tax and National Insurance Contributions research with small employers’, April 2012.
6 ‘Making allowances: tax cuts for the squeezed middle’, CentreForum, January 2014.
7 A stated government policy.
8 ‘Integrating the operation of income tax and National Insurance contributions, Working Group 2 Minutes, 14 December 2011’, 

HM Treasury. 
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Proceed with integrating the operation of income tax and 
National Insurance contributions
The government announced in Autumn Statement 2012 that it “will wait for further 
progress on planned operational changes to the tax system before formally consulting 
on integrating the operation of income tax and National Insurance contributions.” 
Fifteen months later, a reopening of this process would be welcome.
The suggestions above would also contribute to simplifying National Insurance and 
furthering its alignment with income tax, and it is easy to envision a very welcome 
package of National Insurance cuts and simplification.

Phase out the 10p savings band
The OTS “found the current 10% savings rate to be a great source of complexity and 
ineffective, with both low awareness and low take up levels. The OTS believes it would 
be much simpler and more effective to abolish the rate and use the money saved to 
increase ISA limits.”9 

Personal Allowance increases push up the income at which the 10p savings band 
begins.
Any further real increase in the Personal Allowance should be offset by an equal 
reduction in the 10p savings rate band, such that the upper limit of the 10p band 
remains the same. This would help to phase out the savings band. 
Each £100 increase in the Personal Allowance would lead to a reduction in the breadth 
of the Savings Band that would save the Treasury £5 million.

Phase out the Blind Person’s Allowance
At present, blind people get an additional untaxed income band on top of the Personal 
Allowance (in effect, a further Personal Allowance). The OTS said the Blind Person’s 
Allowance “is currently poorly targeted, as those with no income tax liability do not 
benefit” and it “should be revised to provide direct grants and support for all those 
registered blind.”
As with the 10p savings band, the extra Blind Person’s Allowance should be 
reduced whenever the Personal Allowance is increased in real terms, such that 
its upper limit would remain the same. Over time the Blind Person’s Allowance would 
be eliminated without any tax increase for blind people.

End inheritance tax and related Capital Gains Tax reliefs
There are a number of tax breaks that have significant cost, are of little social value, 
and overwhelmingly favour the wealthiest. 
The government should abolish inheritance tax reliefs for agricultural and business 
property. These give substantial opportunities for tax avoidance, and abolition would 
raise over £800 million per annum.
It should also end the exemption from capital gains tax of gains accrued but 
unrealised at death. 
This tax distorts behaviour by favouring capital gains and by discouraging the sale of 
assets before death. The Institute for Fiscal Studies’ Mirrlees review concluded that, 
“whatever kind of wealth transfer tax one does (or does not) want, there is no case for 
forgiveness of CGT on death.” 
When the inheritor eventually sells an inherited asset, capital gains should be calculated 
against the original purchase price, rather than being reset at the time of inheritance. 
HMRC previously published a figure of £625 million for the cost to the Treasury of this 
tax break.

9 ‘Pensioner tax simplification proposals put forward’, HM Treasury and the Office of Tax Simplification, January 2013.
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Phase out red diesel 
The government should phase out relief on red diesel whereby fuel duty for 
agricultural and other industrial vehicles is almost 47p per litre lower than for 
everybody else. Ending this subsidy would raise up to £2.4 billion per annum. 
It was introduced in the 1940s to support agriculture, fishing and other British industries, 
and is now an anachronism, a greenhouse gas subsidy and an open invitation to tax 
evasion. 
The government has said it “recognises that [fuel duty, amongst others] can deliver 
environmental benefits, but their aim is not environmental but revenue raising.”10 This 
is therefore an unjustified subsidy and should be ended.

Other technical changes
 : The government should reconsider its use of the Personal Allowance as the 

workplace pension auto-enrolment threshold. Raising the Personal Allowance 
at present reduces the number of people brought into this scheme.

 : To be eligible for the increased rate of the Universal Credit childcare element, 
parents must pay income tax. In future, the eligibility threshold for the childcare 
element of Universal Credit should increase with CPI rather than with further 
increases in the Personal Allowance. Raising this threshold with the Personal 
Allowance would reduce the living standards and work opportunities of some of 
the poorest families.

 : The government should compare tax thresholds to the relative and absolute 
poverty lines for a single non-parent (bearing in mind that the tax system is 
individual-based). The government may be able to say that it has taken the relative 
poverty line – £8,950 in 2011-12 – out of income tax. A small increase may take the 
absolute poverty line – £10,050 in 2014-15 (rising with RPI) – out of income tax.

Costings
Measure Revenue change  (£ million)

Abolish Class 2 NI - 160

Raise Class 4 NI threshold to £10,000 - 168

Raise employee NI threshold to £10,000 - 2,200

Raise employer NI threshold to £10,000 - 3,600

(Or) Align employee & employer NI thresholds 0 (revenue neutral option)

Reduce savings band to offset Personal 
Allowance increases 

+ 5 (per £100 Personal Allowance increase)

End inheritance tax relief for agricultural 
property 

+ 385

End inheritance tax relief for business 
property

+ 415

End CGT exemption on death + 625

End red diesel tax break + 2,400

Total revenue change - 2,303 (plus £5 million per £100 Personal 
Allowance increase)

10 ‘Definition of environmental tax published’, HM Treasury, July 2012.
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Part II: Reform of local government funding
Local government in the UK is highly dependent on central government for revenue. 
The Office of National Statistics (ONS) estimates that 22.9% of local government 
revenue expenditure in 2013-14 will be funded through Council Tax and a further 
10.5% through retention of Business Rates. Approximately 65.3% of local government 
revenue comes in the form of grants from central government.
Recent reforms in this area have pulled in opposite directions. On the one hand, since 
April 2013 local government has been able to retain a share of Business Rates. On the 
other hand, since 2011 government has provided an additional grant (the Council Tax 
Freeze Grant) to local governments that do not increase Council Tax. 

Council Tax Freeze Grant
The Council Tax Freeze Grant fails on its own terms. Rather than relieving the pressure 
on local taxpayers, it simply transfers the cost to households from Council Tax to 
national taxes. The effect across households in aggregate is neutral. However, it 
increases the level of dependency of local government on national government grants, 
effectively weakening the link between local government and local democracy. It is 
also next to impossible to decline: refusing the grant leaves local taxpayers paying 
twice, as the costs of the grant are shared by all payers of general tax whether or not 
their authority also raises Council Tax. 
Councils have already set their budgets for 2014-15 on the basis of announcements 
by government that the Council Tax Freeze Grant will be in the 2014-15 budget. 
Government should honour this commitment but should announce that the 2014-15 
Council Tax Freeze Grant will be the last such grant. 

Council Tax referendums
The Localism Act 2011 introduced a power for the Secretary of State for Communities 
and Local Government to issue principles that define what should be considered as 
excessive Council Tax, including proposed limits. The logic for such a rule depends 
upon an assumption that voters are unable to control local government directly 
through local elections but are able to do so indirectly through general elections. In 
fact the reverse is true: when asked to cite the most important issues facing the UK, 
local government revenue and expenditure is not even in the top ten.11 Conversely, 
local electorates are acutely conscious of Council Tax during local elections. The cap 
for 2014-15 has already been implemented. Government should use the Budget to 
announce that from 2015-16 it will no longer require local authorities to hold a 
referendum if they wish to raise Council Tax above a centrally imposed level.
Government may feel that there is a risk that local authorities will manipulate the 
electoral cycle by raising taxes shortly after elections and freezing or cutting them 
immediately prior to elections. In most local authorities, where elections are annual and 
by thirds, this is not possible. In those local authorities (eg in London) where elections 
do not take place annually, local authorities could be required to set out mandatory 
tax windows for the electoral cycle (eg the borough’s Council Tax will increase by 
between 4% and 6% over the next four years). Rival parties would be free to set out 
alternate positions and this would form the basis for debate during the subsequent 
local election. Any deviation from the range would trigger a local referendum.

11 ‘Economist/Ipsos MORI January 2014 Issues Index’, Ipsos MORI. 
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Division of responsibilities
Austerity has inevitably and rightly included cuts to local government budgets. However, 
local government is less able than national government to respond to funding changes 
because it does not have the same freedom to eliminate whole programmes. National 
government places 1,338 statutory duties on local authorities.12

Some of these duties are the necessary local delivery of national policy – some authority 
has to regulate weights and measures locally. But others are duties which should be 
at the discretion of local electorates. For example, it is perfectly reasonable for local 
electorates to decide whether they wish to provide and to fund “a comprehensive and 
efficient library service.”13

Government must recognise that it is unsustainable to cut local government revenue 
without also reducing the requirements on local government. Building on the review 
of local government competencies under the Rt Hon Greg Clark MP, government 
should set out an intention to dramatically reduce the statutory responsibilities 
of local government. 
Government should also aim to clearly delineate in law what are national, and 
what are local, competencies, the former being fully funded by government and 
the latter fully funded by local taxation. Local government should be free to 
decide whether, and in what way, it delivers services deemed a local competency.

Further devolution of funding
Over the longer term it is right that the balance of funding be tilted away from Whitehall 
and towards the local raising of local government revenue. This is particularly true 
if a proper delineation of responsibilities is set down in law as proposed above. 
Government should use the budget to devolve revenue-raising power to local 
government in a three stage process:

1. Government should hypothecate a proportion of income tax to directly fund local 
government. The proportion of income tax thus transferred should be equal across 
the UK and should be sufficient to eliminate all government grants to the local 
authority least reliant upon central government revenue. This would therefore 
protect the redistributive element of government grants.

2. Once this is embedded, local government should be free to vary this level of 
taxation, within set bands, as laid out by HM Treasury.

3. Alongside the freedom to vary Council and income taxes, local government should 
be free to experiment with new ways of raising revenue.

To protect taxpayers from predatory taxation, local authorities could be required to 
set out in advance of elections any proposed changes to the level and method of local 
taxation. This would enable elections to act as a local referendum on local fiscal policy 
(as they should), building on proposals set out above.

12 ‘List of statutory duties – DCLG owned (revised 30 June 2011)’ and ‘List of statutory duties – other government departments 
(revised 30 June 2011)’, Department for Communities and Local Government, 30 June 2011.

13 Statutory duty DCMS_027.
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Part III: Public distribution of shares in RBS
The recapitalisation of the banks in 2008 resulted in the UK government becoming 
the largest shareholder in RBS and Lloyds Banking Group. Eschewing a role in running 
major banks, the government has made clear its aim to return them to the private 
sector at the earliest opportunity. 
Given the share overhang stemming from the government’s 82% stake in RBS, it has 
proved impossible to re-privatise any stakes since 2008. The overhang means that 
the government will be forced to sell the majority of its stake at a discount, crippling 
attempts to maximise value to taxpayers.
CentreForum and Portman Capital have proposed to overcome the overhang and 
to maximise the value to taxpayers through a wide-scale share distribution. This 
methodology, first outlined in 2011, continues to offer the only viable route to 
overcoming the overhang. A broad distribution of shares to the British public puts 
substance into the assertion that “we’re in all in this together” – this being not just 
austerity but the subsequent recovery. This tangible sharing of the proceeds of growth 
introduces equity ownership to the 75% of the public who have never owned shares, 
demonstrating the values of investment, and encouraging popular capitalism. 
CentreForum assesses that the proposal is mature, deliverable and represents a 
credible way to transfer RBS into the private sector whilst protecting taxpayers’ 
investment. It should be announced in the 2014 Budget, and implemented such that 
shares are transferred to shareholders by the end of 2014.
Details of CentreForum’s proposals can be found in ‘Getting your share of the banks: 
giving the banks back to the people’.14

14 ‘Getting your share of the banks: giving the banks back to the people’, CentreForum, 2011. 
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