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Short summary of David’s talk

Preamble
The General Election of 15 October 1964 gave rise to a partnership at the head of government that is unique in British history. Harold Wilson, the incoming Prime Minister, was a former university lecturer in Economics. He appointed Jim Callaghan as his Chancellor of the Exchequer. Callaghan had served for 16 years as an Inland Revenue Inspector of Taxes.

The 1965 Finance Bill created a comprehensive tax on gains of capital. Except, the newly-created 1965 Capital Gains Tax was not comprehensive. It did not tax the gain made on the sale of the home and it still does not. Why was that gain excluded? That is the subject of my talk today.

The UK exemption was identified as anomalous by John Tiley, who wrote in his 1976 first edition of Tiley Revenue Law:
“The exemption of main private residences is primarily a political decision. There are no technical reasons for the exemption which may be seen as one more encouragement to put one’s wealth into that idle asset, the family home.”

Those who first proposed to tax a capital gain expected the tax to apply to the home. The 1920 Inland Revenue Departmental Committee on New Taxation suggests three different ways in which capital gains may be taxed.

Nicholas Kaldor
The central figure in the design of the new tax was Nicholas Kaldor, academic economist, Labour Party thinker. talented writer, chosen by the Chancellor of the Exchequer to be his Special Advisor on taxation.

Kaldor advocated a model of comprehensive taxation, which he termed ‘expenditure tax’. The central concept of ‘expenditure tax’ is that there is a tax charge on all incomings minus sums invested. Under Kaldor’s model, there would be taxation of capital gains including taxation of the gain made on the sale of the home.

Kaldor was appointed to the Royal Commission on Taxation of Income and Profits. Eleven of the fourteen members of the Commission (including its Chairman) rejected the taxation of capital gains.

Kaldor’s scheme was to tax the gain on the home but, in 1954, he needed support from those who were not attracted by a tax charge arising when the home is sold. George Woodcock and Herbert Bullock had a particular concern that taxing gains on the home could hinder mobility of workers. Kaldor needed their support so, in the Memorandum of Dissent it is written that a tax charge on selling the home could mean that “people might be deterred from accepting new jobs if it meant that they had to sell their existing home”.

By contrast, Kaldor’s own thoughts had not changed. In May 1959, he wrote:
“Capital gains should be taxed as income on the occasion of every change of ownership (whether by way of sale, gift, bequest, transfer into trust, etc). No distinction is to be made for the home.”

In preparing for the 1964 general election, the Labour Party set up a Working Party on Taxation, of which Kaldor was an influential member. At its meeting on 7 February 1964, the Working Party envisaged a charge to capital gains tax on all assets, including the family home. However, at its meeting on 21 February 1964, the Working Party minutes state:
“It was suggested that capital gains made from the sale of owner-occupied houses should not normally be taxed, since the full proceeds of the sale would generally be needed for the purchase of a new house. After a short discussion, it was agreed it would probably be desirable to exempt from capital gains tax the gain from the sale of an owner-occupied house up to a specified maximum.”

Inland Revenue
Five days after Labour’s October 1964 election victory, the Inland Revenue presented a paper on taxing capital gains to the new Chancellor. This states that “Ministers will wish to consider whether an exception should be made in the case of the taxpayer’s principal residence…”
The Inland Revenue paper gives Ministers three alternatives:
1. Rollover relief for the gain
2. Charge CGT on gains above a specified limit
3. Give full exemption for the gain on the home
The IR paper states that both 1. and 2. would require policing at a high cost.

Decision to exempt the home
On 2 November 1964, Ministers agreed on exemption, without limit.

On 12 November 1964, John Diamond, Chief Secretary to the Treasury, made a statement to the House of Commons:
“I can say that the taxpayer’s main residence is to be exempt from the forthcoming capital gains tax.”

Chancellors have shown a great liking for tinkering with the provisions of UK capital gains tax and the exemption for the main residence has been no exception, but the tinkering has always related to the exceptions from the fundamental principle of exemption. Thus, the final period for which exemption is automatically granted has been changed from one year to three years, to eighteen months, then to nine months. An additional relief for property that is both a main residence and is let has been introduced and then restricted. The rate of tax applied to periods when the house is not the taxpayer’s home has changed from a fixed rate of 30% to income tax rates, to 18%, to the rates of 18% and 28% (depending on income) that apply to other gains, to rates that are higher for gains on residential property than for gains on other assets, then back again.

Criticism of the PPR exemption
Since 1965, there has been little criticism of the full exemption.
The 2011 Institute for Fiscal Studies Mirrlees Report questions the PPR exemption.
In 2015 Natalie Lee proposed bringing the home within the CGT charge, but with rollover relief available.

Charge at death a necessary prerequisite for charging CGT on the home
The problem with Lee’s suggestion is that, if CGT is charged on the home with rollover available but there is no charge at death, there will be very many cases where the taxpayer will choose to keep the house (perhaps an over-large house, or a house in which he/she no longer lives) until death wipes out the capital gains tax charge.

It is suggested that rollover relief would require reintroduction of the CGT charge at death (imposed by FA 1965, s 24, repealed by FA 1971, s 59).
The charge at death could be:
1. Payment at death
or
2.	Rollover, with payment being made when the beneficiary sells the home
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Full paper
If you would like to read the full text of the paper on which this talk was based, David will be pleased to send you a copy.
Please contact David Collison on dc@dcol.co.uk
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