
 

 
Charitable tax relief and the lessons of history 
 
  
“Let me remind the Committee what exemption from income tax means. It does not mean 
that we have got a bottomless purse, and that we can dispense exemptions to one man with 
injuring another; no, sir, the exemption of one man means the extra taxation of another…”  
 
So was the claim of Gladstone the 19th Century chancellor and later Prime Minister as he 
argued in 1853 against special treatment for charities. As Chancellor in 1863 he went a 
stage further and proposed to limit the exemption from income tax for charities. However, in 
doing so he raised the wrath of the nation being condemned in Parliament by the then MP 
for Henley with the observation: 
 
“It is the first time I have heard it that it is just to rob the poor… His sense of justice is to take 
something from the poor, the lame, the halt and the blind. That is a new system of justice – a 
new code of morality…”  
 
Forced to withdraw his proposal Gladstone wrote in his diary of his ‘deadly encounter with 
the so-called charities …I was endeavouring to uphold the reality of truth and justice against 
their superficial and flimsy appearances’  
 
Learning the lessons of history is something British governments in recent years from 
Afghanistan onwards have not done, and George Osborne will maybe record the same 
observation in his own diary as he contemplates his U-turn in face of the now successful 
“Give it Back George – Stop the Charity Tax” campaign led by the National Council for 
Voluntary Organisations (NCVO). At least Osborne can reflect – or, as some have 
suggested, the idea was more that of Nick Clegg, the Deputy Prime Minister- that they are in 
the company of Gladstone: and maybe it will another one hundred years before a Chancellor 
again attempts to tax charities.  
 
Of course had the Government done their history homework, they would have pointed out 
that -strictly speaking - the proposed changes to place a limit of tax relief for donors is not 
actually a tax on charity. Osborne instead was proposing actually to return to the status that 
existed on charity donor tax relief in 1980. 
 
Prior to 1946 there had been no restrictions on relief for donors and a form of regular tax-
effective charitable giving through covenant had been established. In his 1946 budget the 
then Labour Chancellor Hugh Dalton restricted income tax relief for donors to the basic rate 
only. The 1980 Finance Act reinstated higher rate tax relief with a cap at £3,000, something 
closer to what Osborne has been proposing. 
 
However, the logic of the Chancellor’s proposal was not that simple. First the 1980 cap 
lasted only six years, being repealed by the then Chancellor Nigel Lawson in his 1986 
Finance Act. Lawson was unequivocally clear why he was doing so: 
 
“I hope that the additional charitable giving these concessions stimulate will be at least twice 
the amount of the extra tax relief given”  
 



 

Lawson saw tax relief as providing an impetus and incentive to giving by higher-rate tax-
payers. Later reforms included the introduction of Gift Aid by John Major in 1990, which 
replaced the cumbersome and time-consuming covenant system, and this was followed later 
with the then Chancellor Gordon Brown removing any limits to how much could be given to 
charity and tax relief claimed. 
 
The political philosophy underpinning charity tax reliefs is clear. For charities themselves, the 
rationale is that when tax was first introduced charitable institutions had become an 
important element in the welfare system, particularly in the fields of education, health care 
and relief of the poor. Charitable institutions were essentially the welfare state. Even under 
Labour governments charities have continued to play a role.  
 
At the height of the Welfare State in the 1960s, the then Labour Secretary of State for 
Health, Anthony Crossland, commented how surprised he was at the extent to which our 
statutory health services depended on volunteers: his 1976 successor David Ennals referred 
to charities as being pound-for-pound a better buy in delivering services. This was an early 
introduction to the “contract system” whereby charities are paid by government to deliver 
welfare services and whose value reached a peak of some 41% of total charity income 
under the last Labour Government in 2010. 
 
It is in conservative policy, however, that the roots of charitable tax relief to donors in the 
modern era are grounded, and why Osborne’s proposals were so surprising. As Lawson 
noted in his 1986 Budget speech on charities: 
 
“In almost every facet of the nation’s affairs, it becomes increasingly clear that private action 
is more effective than state action. This is particularly well-illustrated by the success of 
charitable organisations up and down the land in the fields of famine relief, social welfare, 
education including the universities, the arts and heritage”. 
 
The fundamental flaw in Chancellor Osborne’s proposal was to link tax avoidance with 
charity relief. As most of the accounting, legal and wealth management firms pointed out, the 
purpose of tax relief schemes is to preserve the assets of their clients while in giving funds to 
charities they are actually giving away their assets. 
 
To conclude, it remains to be seen if the current government will engage again in some form 
of fiscal policy around charitable tax relief, but, as I have long argued, if effectiveness and 
efficiency of donations should be the core of the government’s charity policy, then schemes 
like payout ratios and remainder trusts/lifetime legacies is where that policy should be 
heading. 
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Note and Dedication. Much of the historic material for this article derives from the work of the 
late Adrian Randall, whose Charity Tax book in the 1990s, with Stephen Williams, I had the 
honour of editing. If he were still alive, I am sure Adrian, in his inimitable style, would have 
been on television most nights pointing out the flaws of tax relief cap proposal, and making 
his own suggestions. 


