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The Institute of Directors said today that the Chancellor’s policy of taxing and spending for better public services was a gamble that was unlikely to come off unless there was major reform in the public services. This was especially true of health.

The IoD in its Budget Representations, Tax and spend: gambling on better public services, said that the electorate was already being softened up for higher taxes to pay for better public services, but this strategy was unlikely to deliver the goods unless there was a radical reform of the way the services were provided. 

More specifically, both in health and education the provision needed to be decentralised and freed from political interference. The NHS, in particular, was the last of the late 1940s nationalised industries and one, with its million employees, which was all but impossible to manage. 

The IoD also said that it had concerns about the economic impact of raising taxes as a  proportion of GDP. Moreover, there was no need to raise taxes for fiscal prudence reasons for financial year 2002/03. The tax to GDP ratio had already risen from just over 35 per cent in 1996/97 to around 38 per cent (allowing for tax credits) in 2000/01. Such an increase, and any further increases, risked damaging competitiveness and economic efficiency as they risked the public sector crowding out the more efficient private sector. 

On tax issues the IoD made its annual plea for fewer and simpler taxes and pointed out that the current legislation ran to over 6,000 pages. High tax and regulatory burdens damage business, especially small business, and incentivise businesses to move into the shadow economy. Specifically:

· there must be no new taxes nor extensions of the coverage of taxes;

· the tax and benefits systems should seek to encourage self-reliance in providing for old age and long-term illness. The higher the Minimum Income Guarantee (MIG), the fewer the incentives to save for old age;                                          /2…

/2..

· the administrative burden of the tax system needs lightening with the simplification of PAYE a high priority. And the burden on employers of the new system of tax credits (coming into force in 2003) must be minimised; 

· the UK should be the first-choice location for business and, to that end, several aspects of taxes directly affecting business (including corporation tax, CGT and stamp duty) need reviewing;

· the Government should continue to resist any further moves towards tax harmonisation within the EU.   

Ruth Lea, Head of the Policy Unit at the IoD, said:

"We all accept that there is a very pressing need to improve the public services in this country. The health service no longer compares well with continental healthcare systems; there are major deficiencies in the educational sector; crime is an increasing problem; and the transport system is creeking. But merely throwing money at the problems will not solve them. Unless there is major reform to provision, the risk is that the money will just disappear into a black hole. Moreover, there are major downsides to raising tax for the public sector and diverting resources from the generally more efficient private sector. Sometimes this point gets lost in the debate.

“The tax system is ludicrously complex and we make our annual plea for fewer and simpler taxes. The increasing twin burdens of tax and regulations damage businesses – especially small businesses.”
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A copy of the IoD's Budget Representation is attached.
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Notes to Editors

The Institute of Directors is a non-political organisation with 55,000 members in the UK, whose aim is to help directors to fulfil their leadership responsibilities in creating wealth for the benefit of business and society as a whole. To this end the IoD provides an effective voice to represent the interests of its members to government and opinion-formers, and to bring the experience of business leaders to bear on the conduct of public affairs. 

