
Introduction
To create the conditions for stronger economic growth and 
more jobs, while treating taxpayers fairly, the Government 
must reform taxes to make them lower, simpler and more 
transparent. To achieve this, the 2020 Tax Commission 
recommends the Single Income Tax. This can be 
introduced in six steps: [Pg. 3]

1. Taxes should be cut to 33 per cent of national income
2. Marginal tax rates should not exceed 30 per cent, and 

the personal allowance should rise to £10,000
3. Taxes on capital and labour income disguised as 

business taxes should be abolished, and replaced with 
a tax on distributed income

4. Transaction, wealth and inheritance taxes should 
be abolished

5. Other consumption taxes need to stay for now, 
but transport taxes should be cut

6. Local authorities should raise half of their  
spending power from local taxes

The proposals would result in substantial tax cuts for 
households across the income distribution. A two earner 
household, with an income of around £28,000, would receive 
a tax cut of around £3,400, for example. They would also 
provide a significant boost to economic growth. The increase 
in GDP after 15 years would be 8.4 per cent – this is equiva-
lent to an additional £5,000 per family in 2012  –13. [Pg. 232]

Recommendations [Pg. 23]

The 2020 Tax Commission proposes a simple Single Income 
Tax that taxes streams of income once.

The Single Income Tax
Summary of the 2020 Tax Commission final report

It is time for Britain to make a vital 
choice. Our economy is stagnant, 
crippled by excessive public spend-
ing, a mismanaged and inefficient 

public sector, high levels of leverage, 
an extraordinarily complex and punitive tax system 
and a public mood that has become increasingly 
anti-capitalist. There are two options. We can either 
decide to tweak the status quo – try and keep a lid on 
public spending, reform bits of the public sector and 
hope for the best. The problem with such a soft option 
is that it may stave off an immediate budgetary crisis 
but it will condemn Britain to permanent relative 
economic, social and cultural decline.

Or we can drastically change course: 
reduce public spending as a share of national 
income much more significantly, adopt an entirely 
new tax system fit for the 21st Century and establish 
the UK as a global trading hub, generating renewed 
prosperity for all those who live and work here. 
We at the 2020 Tax Commission are firmly in this 
second camp: the old order is broken and needs 
radical reform. But we are also realists: our proposals, 
while far-reaching, are practical. They are within 
the realms of what a competent, ambitious and 
principled government could deliver over the 
next decade. [Pg. 16]

Allister Heath, Editor of City A.M. and Chairman 
of the 2020 Tax Commission
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The Single Income Tax can be enacted through a practical 
set of policies: [Pg. 24]

 ■ Cutting the ratio of spending and taxation to 33 per cent 
of national income, supported by reforms including:

 – Spending targets
 – Reflecting the cost of raising revenue in spending 

decisions
 ■ Implementing a single tax on labour and capital income:

 – Abolishing Employees’ and Employers’ National 
Insurance contributions, and merging them 
into a single tax on labour income at a rate of 
30 per cent – with arrangements to ensure the 
abolition of Employers’ National Insurance 
is reflected in salaries but does not artificially 
inflate benefits

 – Abolishing Corporation Tax and Capital Gains 
Tax and replacing them with a single tax on capital 
income – dividends, interest and rent – at a rate of 
30 per cent

 ■ Abolishing Inheritance Tax, Stamp Duty Land Tax 
and stamp taxes on shares 

 ■ Cutting Fuel Duty by 5p a litre and abolishing Air 
Passenger Duty

 ■ Cutting local authority grant funding such that they 
raise 50 per cent of their spending power locally, 
allowing further cuts in national taxes, and giving 
them new powers to raise necessary revenue:

 – A Local Income Tax
 – A Local Sales Tax
 – Decentralisation of non-domestic rates

Tax reform can yield impressive 
economic results [Pg. 27]

The final report of the 2020 Tax Commission looks at the 
evidence for the likely economic effects of the individual 
proposals. But it also provides the results of econometric 
modelling of the overall effects of the Single Income Tax 
changes using a dynamic model of the UK economy built by the 
respected Centre for Economics and Business Research. [Pg. 28]

Those overall economic results would be impressive, with 
substantial improvements in growth. This will be particularly 
strong between years 5 and 15. Ultimately, GDP is 9.3 per 
cent higher by 2030 and the growth rate is permanently 
about 0.4 per cent of GDP higher than would otherwise be 
the case. The increase in GDP after 15 years would be 8.4 per 
cent – this is the equivalent to an additional £5,000 per family 
in 2012–13. [Pg. 30]

GDP (%)
Business 
Investment 
(%)

PSNB (£bn)

After five years 1.8 14.6 23.1

After 10 years 5.9 26.0 6.9

After 15 years 8.4 61.2 -35.0

After 17 years 9.3 60.3 -33.2

[Pg. 30] 

 
Spending restraint would be needed in the short term. 

However, the proposals eventually cut public borrowing (and 
by implication eventually cut the stock of public debt) even 
without cuts in public spending, because they reduce the 
scale of the shadow economy; increase the incentive to work; 
and boost economic growth.

Taxes in Britain are too high 
and have become increasingly 
complicated [Pg. 33]

2000, % 2010, % 2011, %

Australia 33.9 36.4 35.0

Canada 41.1 44.1 43.2

France 51.6 56.7 56.2

Germany 45.1 48.0 45.5

Italy 45.9 50.3 50.1

UK 36.5 50.6 49.8

USA 33.9 42.5 41.9

[Pg. 36]

  [Pg. 41]
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Spending has risen dramatically as a share of national income 
across the developed world in the 21st Century, but it has 
risen particularly sharply in Britain.

As a result, government expenditure accounts for a rising 
share of the economy relative to private expenditure.

Tax codes have also become longer and more complex.
The 2020 Tax Commission’s recommendations would abol-
ish eight national taxes, and create just one. The abolished 
taxes are: [Pg. 51]

 ■ Employers’ National Insurance
 ■ Employees’ National Insurance
 ■ Corporation Tax
 ■ Capital Gains Tax
 ■ Inheritance Tax
 ■ Stamp Duty Land Tax
 ■ Stamp Duty on shares
 ■ Air Passenger Duty

Excluding National Insurance, these taxes are respon-
sible for 499 exemptions or reliefs, out of a total of 1,042. 
The latest individual Tolley’s guides for Capital Gains Tax, 
Corporation Tax and Inheritance Tax alone contain 4,318 
pages. Abolishing them would allow the tax code to be 
shortened substantially.

Taxes should be cut to 33 per cent 
of national income [Pg. 63]

The medium term target for taxes and spending as a share 
of national income should be 33 per cent. The taxes and rates 
proposed by the 2020 Tax Commission could raise that in 
2010–11, even before adjusting for the dynamic effects.

A ComRes poll for the Institute of Economic Affairs 
in July 2011 found that this level is supported by the public 
too. Across the different major parties, voters supported 
a level of spending as a share of national income around 
33 per cent:

What proportion of the UK’s national income should government 
spending account for? (%)

Conservative voters 33

Labour voters 35

Liberal Democrat voters 34

GB adult 33

[Pg. 145] 

That fits with the empirical evidence that there is a limit 
on the taxable capacity of the British economy at around 40 
per cent of national income. The evidence for the industri-
alised nations in aggregate suggests that, once the share of 
government spending in GDP exceeds 38 per cent, all further 
increases in the government spending ratio become fully re-
flected in increased borrowing. That fits the pattern in the UK.

[Pg. 66] 

Academic research has found that the level of spending 
that maximises performance on the Human Development 
Index is around 30 to 35 per cent of national income. But the 
optimal level to promote economic growth, and therefore 
long term prosperity, is lower than that. Extensive research 
looking at the relationship between spending and growth 
suggests that if Britain had kept spending at 33 per cent of 
national income since 1965, national income would now 
be more than 50 per cent higher. [Pg. 105]

The 2020 Tax Commission recommends cuts in tax 
and spending rather than revenue neutral reforms because, 
to be popular and sustained, tax reforms need to cut the 
overall burden of taxes. Tax reforms which represent a cut 
in the burden of taxes, even if in technical terms they are not 
progressive, have a strong record of popularity. In Britain, the 
most notable example was the Lawson tax cuts and this is also 
seen in the United States with the popularity of the Kennedy/
Johnson and Reagan tax cuts.

With lower taxes and spending, more money will be left for 
people to spend themselves, on their own priorities. Value for 
money tends to be higher in the market sector than the public 
sector, where spending is too often lost to rent seeking special 
interests and bureaucratic inefficiency. Government efficiency 
is also higher when public spending is a smaller share of 
national income. That means lower spending and taxes would 
not just allow taxpayers to spend more money in the more 
efficient market sector themselves; they would also get better 
value from the remaining public spending. [Pg. 118]
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[Pg. 125]
 

Marginal tax rates should not 
exceed 30 per cent, and the personal 
allowance should rise to £10,000 [Pg.189] 

Taxes create deadweight costs because they drive a wedge 
between the price signals perceived by consumers and those 
received by producers. High marginal tax rates create a large 
deadweight loss. [Pg. 215] The US Office of Management and 
the Budget (OMB) has incorporated a 25 per cent deadweight 
loss measure into Federal cost-benefit analyses since 1992, 
for example.

At 2011–12 thresholds, after a personal allowance of around 
£7,500 there is a combined tax rate of around 40 per cent. Then 
from around £40,000 of total income the rate rises to around 
50 per cent. At £100,000, until the personal allowance is clawed 
back, the rate rises to well over 60 per cent. Then at £150,000 
the rate rises to nearly 60 per cent with the Additional Rate of 
Income Tax (although that is set to be cut). [Pg. 191]

[Pg. 192] 

The 2020 Tax Commission proposals would cut 
combined marginal tax rates significantly across the 
income distribution – to 30 per cent – and introduce a 
single proportionate income tax. The personal allowance 
would also be substantially higher at £10,000, equivalent 
to around £11,000 in 2014–15.

Many studies have found that higher taxes can reduce 
taxable income, both by harming the economy and by 
increasing the incentive to behave in ways that minimise 
potential tax bills. That means they produce much less 
revenue than static analysis suggests. This is particularly 
concerning as Britain’s tax revenues are heavily dependent 
on a small number of high earners, who are subject to very 
high tax rates.

[Pg. 218] 
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Taxes on capital and labour income 
disguised as business taxes should 
be abolished, and replaced with 
a tax on distributed income [Pg. 259]

Your television does not pay the licence fee, and your house 
does not pay stamp duty. In the same way, businesses don’t 
pay taxes, people do. [Pg. 260]

Income Tax and Employees’ and Employers’ National 
Insurance should be merged into a single tax on labour 
income, with rates levelled down so that certain groups of 
taxpayers don’t face higher bills. That would leave a payslip 
that transparently and honestly represented the amount of 
tax that the employee was paying before they received their 
take home pay. [Pg. 307]

[Pg. 311] 

Existing taxes on capital can be replaced by a single tax 
on capital income that is levied on distributed income at the 
same rate as tax on labour income. However, rather than 
entirely abolishing tax collection at the corporate level and 
leaving it up to individuals to declare their dividend, interest 
and earnings income individually, the 2020 Tax Commission 
proposes to levy the tax at the corporate level. It would be 
similar in principle to Pay As You Earn (PAYE) for labour 
income, effectively a new corporate tax base based on the 
‘S-Base’ first proposed by the Institute for Fiscal Studies’ 
Meade Review in the 1970s. Companies would pay tax on 
their net returns to capital – the money they pay out less 
the money they receive on items such as interest, dividends 
and rent. [Pg. 270]

Capital Gains Tax is also a double tax. If a company’s 
profits increase then they currently get taxed twice: once by 
Corporation Tax as profits (and often by Income Tax when 
it is paid out in dividends too); then again because the rise 
in profits increases expected dividends, immediately or 
in the future, and thereby increases the price of the shares 
(producing a capital gain). Capital Gains Tax would be 
abolished. [Pg. 292]

[Pg. 291] Many streams of income are currently taxed re-
peatedly to such an extent that the total top marginal tax rate 
on income earned, saved, invested in a company and passed 
on to children is nearly 95 per cent – and that is before taxes 
on consumption such as Value Added Tax. Incentives for 
entrepreneurs would improve substantially with the abolition 
of Corporation Tax, Capital Gains Tax and Inheritance Tax, 
and their replacement with a single tax on capital income. 
The top total marginal tax rate on income earned, saved, 
invested in a company and passed on to children would fall, 
under the 2020 Tax Commission proposals, to 73 per cent.

Transaction, wealth and inheritance 
taxes should be abolished [Pg. 315]

The 2020 Tax Commission recommends the abolition of 
Stamp Duty and Inheritance Tax, and does not recommend 
the introduction of any new taxes on wealth or property. 
Property will be taxed through taxation on income from 
rent, as part of the capital income tax, and Council Tax.

The tax system currently distorts the allocation of capital 
in other ways. For example, corporate taxes currently strongly 
favour debt over equity, encouraging firms to borrow rather 
than raise funds from their shareholders and leading to more 
fragile corporate balance sheets. The cost of capital varies 
based on the source of finance, thanks to the tax system.
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[Pg. 319]  

The 2020 Tax Commission recommendations would 
remove that distortion and others like the lock-in created by 
Capital Gains Tax. They would also remove a number of ways 
income is turned into capital gains, for example through cor-
porations buying back shares rather than paying dividends.

[Pg. 319] Other highly distorting taxes – such as financial 
transaction taxes – would also not be introduced, as they 
undermine the effective operation of capital markets.

[Pg. 323] The fundamental challenge with wealth taxes 
is that taxes on assets which are easy to move or sell are 
avoided, either by shifting to different assets or moving the 

Employer Typical company Joe Bloggs

Payments £ Deductions £

Salary 2,200.00 Income Tax 640.02

Employee 
no:

000000001 Year to date 
totals

Pay period: 3/12 Pay YTD:              6,600.00

Date: 28 June 2011 Tax YTD:              1,920.06

NET PAY: £1,559.98



www.2020tax.org

assets abroad. But taxes on assets which are hard to move or 
sell are retrospective and unfair. People are taxed on decisions 
they have already made and it can be very hard for them to 
pay. In Europe they have led to extensive capital flight and 
deeply unfair results, and are therefore being reversed.

Serious inequities are created by Stamp Duty thanks to its 
slab rate structure. With the introduction at Budget 2012 of a 
new rate of 7 per cent on properties sold for over £2 million, 
someone selling a property for just over £2 million will pay 
£140,000. By contrast, someone selling a property for just 
under £2 million will pay £100,000. An additional pound 
of property value increases the tax by £40,000. [Pg. 329]
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In just the same way, someone selling two £1.5 million 
properties for £3 million will pay £150,000 in Stamp Duty, 
whereas someone selling a single £2.5 million property will 
pay £175,000. In other words, they would pay £25,000 more 
in tax despite a £500,000 lower total value. [Pg. 329]

Other consumption taxes need 
to stay for now, but transport taxes 
should be cut [Pg. 337]

The 2020 Tax Commission proposals prioritise reducing 
marginal tax rates on labour and capital income. While 
reforms to VAT, such as moving to a simpler sales tax or 
broadening the base, could be worthwhile in theory, they 
should not be combined with a rate as high as it is now. Instead, 
proposed cuts are focused on Fuel Duty, which would be cut by 
5p a litre, and Air Passenger Duty, which would be abolished.

Taxpayers should know how much they are paying, and 
high taxes hidden in prices encourage growth in the size of 
the black market in products such alcohol and tobacco. The 

illicit trade is already a substantial share of the market for 
some products. [Pg. 339]

Product Illicit market share  
(upper estimate) (%)

Associated 
revenue loss (£m)

Beer 14 800

Spirits 11 440

Cigarettes 16 2,200

Hand Rolling Tobacco 50 880

GB Diesel 7 1,150

[Pg. 339]

Externalities don’t justify excise duties as high as they are 
already, let alone higher. Fuel Duty and Vehicle Excise Duty 
raised £31.5 billion in 2009. Spending on roads in 2009–10 
was £9.9 billion and the social cost of road transport emissions 
was £3.5 billion in 2009. As a result, excess green taxes were 
£18.1 billion, or £293 per person. Other excise duties also 
are not justified by the externalities they purport to address, 
and they all place a heavy burden on taxpayers’ gross income, 
particularly families earning low and middle incomes. [Pg. 360]

[Pg. 363] 

Local authorities should raise half 
of their spending power from local 
taxes [Pg. 365]

The 2020 Tax Commission recommends cutting local 
authority grant funding so that they raise 50 per cent of their 
spending power locally. This would allow further cuts in 
national taxes while giving local authorities new powers to 
raise necessary revenue: a Local Income Tax; a Local Sales 
Tax; and decentralisation of non-domestic rates. Individual 
councils would be able to establish different revenue mixes, 
although there would be specific protections, at least initially, 
to ensure those tax-raising powers are not abused. 
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Many academic studies have found that competition 
between local authorities leads to lower spending but not 
a race to the bottom. It also leads to greater efficiency. An 
econometric study from the German CESifo group found 
that a 10 percentage point increase in local and regional 
government’s share of total national tax revenue improves 
public sector efficiency by around 10 per cent. [Pg. 368]

The Spanish Institute for Fiscal Studies analysed 23 OECD 
countries over the period 1972–2005, and found that increasing 
the share of local and regional government tax in total national 
tax revenue by one percentage point increases long-run GDP 
growth by about 0.06 per cent a year. If local government 
reverted back to its traditional position of raising half its 
revenue from its own local taxes, that could lead to an increase 
in long-run GDP growth of around 0.5 per cent a year. [Pg. 370]

Distributional impact of the 
recommendations [Pg. 232]

Economic growth is crucial, but tax reform must improve the 
outcomes for individuals and families across the income spec-
trum. It is important that the tax system be fair and seen to be 
fair. However, that does not mean that it is right to prioritise 
redistribution above all other objectives. Redistribution is not 
the proper response to causes of inequality such as differences 
in preferences and a growing premium on skilled labour.

All income tax payers would see a substantial reduction in 
their tax burden under the 2020 Tax Commission proposals.

[Pg. 233] 

No group by income will pay more tax as a result of 
the proposals. A two earner household, with an income of 
around £28,000, would receive a tax cut of around £3,400, for 
example. Crucially, the incentive for those on lower incomes 
to earn more will be improved, because their marginal rates 
of tax as they earn more would be cut substantially. They will 
therefore particularly benefit from the dynamic impacts of 
the 2020 Tax Commission proposals.

Family formation is critical to combating poverty and 
social exclusion, and the 2020 Tax Commission also proposes 
introducing a Family Transferable Allowance to ensure fair 
treatment of families with children or a single earner, allow-
ing them to transfer part of their personal allowance.
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Get involved
Mr / Mrs / Miss / Ms   First Name:                  Surname:

Address: 

                                            Postcode: 

Tel:             Mob:             E-mail: 

☐ I wish to receive regular email updates about the TPA campaign for tax reform
☐ I wish to get involved as a grassroots activist, making the case for tax reform in my area
☐ I am interested in booking a TPA spokesman to talk about the 2020 Tax Commission in my local area
☐ I wish to make a donation to support the TPA campaign for tax reform

The 2020 Tax Commission report considers the ethics of taxation and the moral effects of taxes from a number of 
philosophical perspectives. It argues that, while there are some legitimate objectives for spending, high spending and 
high taxes lead to a range of moral harms. It also includes a number of essays by authors giving their own perspective on 
the moral consequences of taxation. For example, award-winning author Matt Ridley argues that: “It boils down to this: 
the people who spend taxpayers’ money are no less (or more) immune to selfish motivation than the people who spend 
their own money.” And Eamonn Butler, Director of the Adam Smith Institute, argues that “charitable giving that comes 
voluntarily, through the goodwill and public spirit of private donors, is far more laudable, and far more superior morally, 
than support that is extracted from people by force.”

✂

Please return this form to: The TaxPayers’ Alliance, 55 Tufton Street, London, SW1P 3QL 
e-mail info@taxpayersalliance.com or visit www.taxpayersalliance.com for more information

To download the full report visit www.2020tax.org


