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Current proposals for a tax relief cap reveal a serious lack of strategic thinking about 
the tax-policy – philanthropy ‘fit’ which is needed if philanthropy is to play a stronger 
role in meeting social needs.  
 
The Budget’s clumsy approach has increasingly called philanthropic activity into 
question, and opened a Pandora’s box of confused issues. Charitable tax reliefs have 
been shown in various negative lights as: 
 
tax avoidance; 
inadequately regulated and diverted to non-charitable, even ‘dodgy’ causes; 
unnecessarily costly for their return in economic terms; 
contributing to unfairness in tax policy terms.  
 
Every new pronouncement has seen policy wade deeper into the mud, with the tax 
relief cap an increasingly blunt tool for addressing totally separate and distinct issues 
of policy, regulation and tax incentive effects.  No systematic evidence has been put 
forward on any of these. These have all had highly negative effects on the image of 
philanthropy, both from the general public and wealthy donor point of view. 
 
A tax relief cap is highly likely to affect how much people give both through income 
and price effects, though it is difficult to predict how much, because we simply do 
not have adequate data. There is plenty of evidence that there is a strong link 
between the amount people give to charities and their income, and this link has 
grown steadily stronger over the last three decades. UK research shows that a 10% 
increase in general household expenditure was associated with an 8% increase in the 
amount given to charity between 1998-2008, compared with 6%  between 1978-
1987 and 7% between 1988-1997. 
 
(See CGAP/CMPO (2011) The new state of donation. A study of three decades of 
giving 1978-2008. Centre for Charitable Giving and Philanthropy and Centre for 
Market and Public Organisation, available at: www.cgap.org.uk/uploads/reports/The 
new state of donation.pdf) 
 
This means that it will not be enough simply to exclude charitable giving from the tax 
relief cap, because charitable giving is related to overall income. 
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The proposed tax relief cap will also raise the ‘price’ of giving for donors who want to 
make gifts of a value greater than 25% of their income. HMRC’s own research shows 
that the larger gift (and by implication the wealth of the donor), the greater the 
sensitivity to the donor tax rebate. (See CGAP Briefing Note: Commentary on 
research and debate about reforming Gift Aid. www.cgap.org.uk/news/44/76/Treasury-
HMRC-Gift-Aid-donor-research.html) 
 
US research shows that there is an immediate income ‘shock effect’ on donating, but 
over time the persistent effect of a change in the price of giving has an even greater 
effect on levels of donating. The introduction of the tax relief cap is likely to have 
both these types of impact. 

 (Auten GE, Sieg H, Clotfelter CT. 2002. Charitable Giving, Income and Taxes: An 
Analysis of Panel Data. The American Economic Review 92:371-82) 

 
US estimates of the effect of Obama’s different approach to lowering the tax benefit 
to the wealthy, by imposing an upper limit of 28% on the charitable deduction, 
regardless of tax bracket, indicate that it would reduce charitable giving by 1.3% 
within two years. In the UK this would represent around £150 million or more.  
 
(Center on Philanthropy, Indiana University, October 2011: Impact of the Obama 
Administration’s proposed tax policy changes on itemized charitable giving) 
 
We clearly need better data to fight this proposal. One action point is that we need 
to call on HMRC to provide us with much better figures on giving at high levels of 
wealth. Data released about income and tax over the last few days indicates that 
there are more questions we could ask (how far is the ‘10% tax rate of the wealthiest 
calculated after major charitable giving?), and suggests that HMRC could provide us 
with a more detailed picture of income and charitable giving. 
 
However, there are other less direct economic effects. I have already mentioned the 
generally bad light in which philanthropy has been cast. And some interesting new 
recent research has also shown how major donors can play an additional role 
providing wider confidence to smaller donors.  
(Karlan D, List, J, March 2012. How can Bill and Melinda Gates increase other 
people’s donations to fund public goods? National Bureau of Economic Research 
Working Paper 17954) 
 
Government needs to clarify its policy and objectives for philanthropy, as well as for 
general taxation, and to clarify how future policy will not only redress any negative 
effects on charitable giving from a tax relief cap, but how it will also actively increase 
the philanthropic contribution to meeting needs. 
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