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illThe Wealth Tax Commission was established in spring 
2020 to provide in-depth analysis of whether, and if so 
how, any wealth tax in the UK could work. See www.
wealthtaxcommission.uk.

We often see reports in the press suggesting that the public 
supports a wealth tax; indeed, whenever there is a financial or 
economic crisis, discussion of a wealth tax returns to the 
agenda. People tend to be violently in favour or against. 
Proponents argue that a well-targeted wealth tax could raise 
revenue and reduce inequality; opponents point to the fact 
that other European countries have largely abolished wealth 
taxes, traditionally they raise little revenue and are expensive 
to administer. Moreover, it raises obvious liquidity issues as a 
dry tax is being levied without any underlying transaction. 
How would people fund an annual wealth tax? 

Time to reconsider the issue
The commission therefore decided it was time to explore some 
of these arguments in greater depth. After all, it was nearly 
50 years ago in 1974 when the then chancellor, Denis Healey, 
produced his green paper on a wealth tax; that proposal got 
stuck in select committee and never saw the light of day. He 
noted in his autobiography, The Time of My Life: 

‘We had committed ourselves to a wealth tax; but in five 
years I found it impossible to draft one that would yield 
enough revenue to be worth the administrative hassle and 
political cost.’ 

As Howard Glennerster notes in his seminal article ‘Why 
was a wealth tax for the UK abandoned?’ ( Journal of Social 
Policy, 41(2), April 2012, page 233) about the fate of the 1974 
wealth tax: 

‘It seems clear that the Labour Party never considered in 
any detail the administrative costs and practical 
complications involved in assessing individuals’ wealth on 
a regular basis. It was enough to say, as Labour Party 
research department papers did, that other countries levied 
such taxes so it must be possible. The several thousand civil 
servants needed, depending on the valuation level at which 
the tax began, the numerous regional offices required and 
the process of regular valuation that might fall on 
individuals came as a surprise to the politicians and, 
indeed, to the Treasury when it got to think about the 
question properly.’ 

In short, even if a wealth tax is desirable, the devil really is 
in the administrative and design detail. So our project was set 
up to find out whether anything has changed over the past half 
century to make the idea more feasible. The last big academic 
study on wealth tax in the UK was Sandford, Willis and 
Ironside’s An annual wealth tax published by the Institute for 
Fiscal Studies in 1975. There is clearly a need for governments 
to raise revenue in coming years whether it is to pay off Covid 
debt, to level up or build back better but is a wealth tax actually 
part of that solution? 

Wealth tax project
The wealth tax project is headed by Assistant Professor Arun 
Advani at the University of Warwick (economist), Associate 
Professor Andy Summers at the LSE (lawyer) and myself. We have 

Key points

	● A wealth tax is usually a tax on a person’s net wealth.
	● Lack of understanding of the richest households may 
impede policy making when considering a wealth tax.

	● Does the UK need to add another levy to its already 
complicated tax system?

	● Many European countries which had a wealth tax have 
abolished it.

	● A low threshold and flat rate may reduce 
fragmentation of assets.

Emma Chamberlain delves into recently 
released papers from the Wealth Tax 
Commission on whether a UK wealth 
tax is desirable and deliverable.

Wealth tax – worth 
the hassle?
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the lack of hard data on the wealth of the very richest 
households which is a major barrier to understanding the true 
distribution, composition and size of household wealth. That 
lack of understanding in turn affects policy making when 
considering a wealth tax. 

An interesting paper covers public attitudes to a wealth tax 
looking at overall levels of support. The field work was carried 
out by Ipsos MORI. Perhaps not unexpectedly there is more 
support from the public for a wealth tax than inheritance tax. 
More surprisingly, people from all political persuasions 
support a wealth tax that starts at a quite low threshold of 
£500,000. However, there is much less support when it does 
not exclude pensions and the main home which comprise the 
wealth of most people. In other words, people like higher taxes 
when they do not have to pay them. 

 “Some would argue that it is 
better to reform our current 
taxes on wealth rather than 
introduce yet another tax.”

The UK tax system is one of the most complicated in the 
world. Is shoving another tax on top of all this complexity 
really the best way to go? One chapter addresses this issue, 
looking at different ways of taxing wealth and some 
alternatives. How should a wealth tax interact with 
inheritance tax and capital gains tax? We consider whether 
there is any point in introducing a flawed wealth tax when we 
already have other flawed inheritance taxes and capital gains 
tax. Some would argue that it is better to reform our current 
taxes on wealth rather than introduce yet another flawed tax. 

International context 
Far more than income tax, capital gains tax or corporation 
tax, international differences in the way that wealth is taxed 
are stark. New Zealand, Austria, Australia, Canada, India, 
Pakistan, China, Russia and Hong Kong (to name a few) 
have no death taxes at all. Ireland has a donee-based tax on 
transfers of wealth; the US taxes lifetime and death transfers 
of wealth but with high exempt thresholds. The UK operates 
inheritance tax with a high headline rate but many reliefs and 
exemptions including on most lifetime gifts. 

Over the past 50 years, several countries in Europe have 
abolished wealth and inheritance taxes. A paper from the 
Organisation for Economic Co-operation and Development 
looks at why wealth taxes failed in other countries, whether 
this time could be different and if so how. This is supported by 
a series of papers from practitioners in the various countries 
that have had or still have a wealth tax. 

The main points can be found in a table of international 
comparisons in summary form. Here are some examples.

	● Ireland introduced a wealth tax in 1975 only to abolish it 
by 1979 because it was so riddled with exemptions, reliefs 
and high collection costs that it proved more trouble than it 
was worth. 

	● France most notably had a wealth tax with a relatively high 
exemption threshold (€1.3m) and high rates but it is now 
limited to real estate. 

spent nearly eight months looking at this area. An initial report 
was published in July and launched at the Institute of Fiscal 
Studies (tinyurl.com/witfaukwt) setting out the parameters 
of the project but studiously neutral in tone. We then 
commissioned a series of independent evidence-based papers. 

By the end of October 2020, the Wealth Tax Commission 
had published 13 core evidence papers covering key areas of 
principle and design and more than 20 additional background 
evidence papers. All these can be found on the commission’s 
website and will eventually appear in hard copy next year with 
the key papers published in Fiscal Studies. The contributors 
are a unique mix of academics and practitioners – lawyers, 
accountants and economists. So far, no conclusions have been 
published. This has to await our final report due on 
9 December which will draw on all the evidence. 

This article therefore does not anticipate those final 
recommendations but seeks to highlight some of the content 
in the evidence papers and discusses some technical issues. It 
is inevitably a superficial survey of wealth tax: for greater 
detail, read the evidence papers on the website. 

What is a wealth tax? 
A wealth tax is generally taken to mean a tax on ownership of 
wealth by persons other than companies and is usually on a 
person’s net wealth, that is total assets minus any debt. It is 
not the only way to tax wealth. The UK already taxes returns 
from wealth in the form of taxes on dividends, rent from 
property and increases in asset values (capital gains). It also 
taxes some transfers of wealth mainly on death, but also on 
some lifetime gifts into trust. Finally, the UK taxes property 
sales in the form of stamp duty land tax. 

Hence the first question is – if we want to tax wealth more, 
is a wealth tax the best way to do it? In principle, is it right to 
tax people on their savings and earnings as opposed to their 
inheritances? A paper from the Institute of Fiscal Studies looks 
at the economics of a wealth tax. Setting aside the practicalities 
and politics of such a tax, is it an efficient way to raise revenue 
and would it address existing wealth inequality – the two 
reasons usually cited for having a wealth tax. Making the 
economic case for an annual as opposed to a one-off wealth tax, 
is not straightforward. It requires explaining why it is better to 
tax the same wealth every year rather than taxing all sources of 
wealth once when they are received and/or when they are spent. 

Another aspect to consider is how might people respond. 
One evidence paper looks at behavioural responses to wealth 
tax, drawing lessons from other countries – would some 
people leave and, if so, what anti-avoidance measures can be 
taken? Would some people not come here in the first place? 
Would people fragment wealth by spreading it among members 
of the family or trusts, or would they invest in exempt assets? 
Fragmentation to some extent can be dealt with by having low 
flat rates with a low exempt threshold and minimising 
exemptions and discounts on assets to prevent people moving 
wealth into these. However, some behavioural response is 
inevitable and any design must try to minimise avoidance. 

Another paper covers the UK’s wealth distribution and 
characteristics of high wealth households. It shows that 
wealth inequality in the UK is high and has increased slightly 
over the past decade as financial asset prices increased in the 
wake of the financial crisis. However, the paper acknowledges 
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	● Spain retains its wealth tax but again with a high exempt 
threshold (effectively up to €2m for each married couple 
including reliefs for the main residence) and some areas 
such as Madrid in effect give a 100% deduction. 

	● Germany abolished its wealth tax in 1997 on the basis that it 
was unconstitutional because some assets, such as land, were 
far more favourably taxed than others, such as businesses. 

	● India abandoned its wealth tax in 2015 and replaced it with 
an income tax surcharge. 

Apart from Spain, the only other European countries that 
retain a comprehensive wealth tax are Norway and 
Switzerland. Both countries have a long history of wealth taxes 
and, in the case of Switzerland, the tax is cantonal rather than 
federal. Unlike other countries, both are distinguished by low 
exempt thresholds, relatively flat rates and broadly do not 
impose death taxes. 

 “To stop fragmentation, a minor 
child’s wealth might need to 
be aggregated with that of the 
donor parent.”

It is often said that a wealth tax generates little revenue but 
Switzerland is perhaps the outlier here – generating around 
3.8% of total tax revenues from the tax. However, Switzerland 
does not tax capital gains so, in some ways, it does service as a 
form of capital gains tax on accrued gains. 

One-off wealth taxes. 
Wealth taxes typically tend to be annual and recurring but 
there has also been some history of one-off wealth taxes. At the 
moment, the idea of a ‘solidarity tax’ or one-off wealth tax on 
capital or income is popular and is seen by some economists 
as an efficient way of raising revenue to reduce debt. 

It could for example be levied on the value of assets at a set 
date in 2021 – a date before such an announcement to stop 
avoidance behaviour – but payable over a period of years. 
This would be a radical step and may be seen as unfair by 
those who have already paid high taxes on their savings or 
who have just arrived in the UK. One evidence paper surveys 
how one-off wealth taxes have operated in practice in 
countries in the past and how countries, such as Germany, 
have introduced one-off capital levies with varying degrees 
of success.

We consider the pros and cons of a one-off wealth tax in our 
final report because it raises some different issues.

Administrative issues 
Any wealth tax needs to be enforceable. Should it be 
implemented through self-assessment as part of the income 
tax return where possible or should it be a separate stand-
alone form similar to inheritance tax? The administration and 
enforcement paper discusses these issues in greater depth. 

Design of tax base
As Howard Glennerster makes clear, the devil is in the detail of 
the design.

Household or individual
My evidence paper examines the design of a tax base, 
considering the most suitable tax unit and whether it should 
be the individual or household. Although most countries, 
apart from Spain, follow a household system of wealth 
taxation and France includes cohabitees as part of its 
wealth tax base, so that a household comprising spouses or 
cohabitees has one exempt threshold of up to €1.3m while a 
single person would have the same, I show how this is partly 
linked to community of property ownership and a household 
basis of taxation more generally in these countries. 

The UK generally taxes individuals not households and we 
do not operate community of property on marriage. If tax is 
levied at the individual rather than household level this avoids 
problems of how to define the taxable household and means 
that more complicated family arrangements are not examined 
by HMRC. It would also be easier to integrate a wealth tax into 
self-assessment more generally. To stop fragmentation, a 
minor child’s wealth might need to be aggregated with that of 
the donor parent in a way similar to that of the settlements 
legislation for income tax purposes. 

Rates and exempt thresholds
My paper highlights how the threshold and rates might 
affect key design choices. If the aim is to raise revenue this 
would suggest a low threshold but if it is to reduce inequality 
that might lean towards a higher threshold. However, a 
low threshold and a flat rate are likely to reduce incentives 
for fragmentation of wealth and the countries with the 
most successful wealth taxes have generally adopted this 
approach. 

Equally, a low threshold increases enforcement and 
administration costs and may raise greater liquidity issues in 
some cases, in particular for those living in large houses with 
little income. 

Territorial connections 
I dismiss the idea of domicile as a relevant connecting factor 
for wealth tax purposes and instead consider whether UK 
residence alone is enough to make a person subject to a wealth 
tax on their worldwide assets or whether there would need to 
be special rules for arrivers and leavers. 

Should new arrivers pay full wealth tax on worldwide 
wealth in their first year of residence or only after a minimum 
period of residence here? France allows a five-year exemption 
for new arrivers from wealth tax on non-French assets (now 
limited to foreign real estate); Spain provides reliefs for 
particular immigrants. Norway and Switzerland by contrast 
impose worldwide wealth tax from the first year of residence. 

Should non-residents pay the tax on all UK situated assets 
or only on UK houses and real estate? The latter is the model 
generally adopted by other countries with the exception of 
Spain, although all countries seem to have anti-avoidance 
provisions similar to those found in IHTA 1984, Sch A1 to stop 
enveloping of real estate in foreign companies.

Imposing a wealth tax on UK assets such as shares and cash 
would surely discourage investment in this country at the very 
time it needs it and, moreover, for the well advised non-
resident it would be relatively easy to avoid by using foreign 
companies or funds as the investment vehicle. 



TAXATION 3 December 2020 Comment    11

What about people who leave the UK? Should an exit charge 
be imposed on departure or should the tax be charged for a 
minimum number of years after leaving? Some countries such 
as Germany imposed a relatively long tail on those who left, 
charging them for a minimum period. None imposes an exit 
tax on wealth and few now attempt to tax leavers for any length 
of time after they have left. 

Trusts
Crucial to an effective wealth tax is determining how trusts, 
foundations and estates should be taxed. Many wealthy people 
hold wealth in trusts. Most civil law countries tend to look 
through the trust and just tax the settlor. However, in section 5 
of my paper I demonstrate why this would be a crude solution 
leading to unfairness and avoidance and examine alternative 
options. A flow diagram on page 39 of the paper gives a 
detailed review.

The aim is to strike a reasonable balance between 
arbitrariness and avoidance, acknowledging that neither the 
settlor nor beneficiary own the asset outright but nevertheless 
accepting that benefits conferred by trusts need to be taxed 
and that the settlor has a choice on whether to make an 
outright gift to someone or settle it in trust. The basic 
principles, if an annual wealth tax were adopted, are 
summarised as follows and could be considered in relation to 
other taxes on trusts:

	● Trustee residence should be irrelevant to liability as should 
the domicile of settlor and beneficiaries.

	● When the trust holds any UK real estate it is subject to 
wealth tax and the tax is paid out of the trust fund. This is 
irrespective of anyone’s residence. 

	● Where the settlor was UK resident when the trust was 
funded or the settlor subsequently becomes UK resident 
and in either case can benefit from the trust or it is 
revocable, the settlor would be liable to a wealth tax on the 
trust assets – aggregated to personally owned assets.

	● Where the settlor is excluded but was UK resident when 
the trust was funded, the total trust fund would be 
subject to annual wealth tax (irrespective of whether and 
where the settlor dies) at the highest rate with a limited 
threshold exemption (to discourage settlors setting 
up multiple trusts) irrespective of the residence of the 
beneficiaries. If the trust makes capital distributions to 
UK resident beneficiaries, such capital can be included in 
the beneficiary’s wealth tax base and a repayment may be 
possible similar to that operating for income tax on income 
distributions. If the trustees make capital distributions to 
non-UK resident beneficiaries they can reclaim wealth tax 
paid in that year.

	● Even if the settlor is not UK resident when funding the 
trust but the trust confers benefits on UK discretionary 
beneficiaries, say, use of houses, a proportion of the trust 
fund could be subject to wealth tax. 

	● Liability for paying wealth tax would rest largely with the 
trustees. In the case of a non-resident trust, secondary 
liability could fall on the settlor as with inheritance tax. 

Asset base, valuation and liquidity
International experiences highlight the need for a wealth 
tax to be broad-based to be effective. Exemptions, discounts 
and reliefs lead to avoidance and eventual erosion of the tax 
base and abolition of the tax. They also cause considerable 
resentment by those who cannot take advantage of such 
reliefs.

The last part of my paper deals with this issue: some assets 
are always popular to exclude, in particular pensions and the 
main residence. However, if these are excluded, this could lose 
up to two-thirds of the tax base and it would also disadvantage 
those who are wealthy but rent as opposed to those who are 
wealthy but buy their home. It would also disadvantage 
business owners whose savings are in their business rather 
than in their pension. 

Linked to the asset base are valuation and liquidity issues 
discussed in separate papers. Some assets are difficult to 
value, such as private company shares especially when there 
are minority shareholdings. 

 “Exemptions, discounts and 
reliefs lead to avoidance and 
eventual erosion of the tax base 
and abolition of the tax.”

Conclusions 
In the end the question is not whether a functioning wealth 
tax is feasible – it clearly is from the lessons of other countries 
– but whether it is suitable in the UK. Is it better to reform 
existing taxes? Are annual wealth taxes so flawed always to be 
untenable? 

Our conclusions on whether the UK should have a wealth 
tax  – whether annual or one-off – and if so how it should be 
introduced, designed and enforced will be published and 
discussed on 9 December. Readers can hear this live by 
logging on to tinyurl.com/lsewt9dec. ●

Planning point

Make a note to listen to the launch of the Wealth Tax 
Commission’s findings on 9 December especially if 
you have some high net worth clients who may have a 
particular interest in the topic.
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