
Plan:

· introduction in to the current income tax

· History of current tax

· Is there a problem, why change what are the options

· look at other options, pros + cons

· Theory 

· Chose one of the suggested changes backup solution and evaluate.

Should The Government Replace Progressive Income Tax In The UK?

Great Britain currently has a progressive income tax system in place. Progressive tax is a tax system that is based upon income and is a fairly simple idea. The premise of progressive tax is, the more money you earn the more you pay. The tax rate progresses from a low percentage rate to a higher percentage rate. It is a tax that is larger as a percentage of income for those with larger incomes. It is usually applied in reference to income taxes, where people with more income pay a higher percentage of it in taxes. 


However, you only pay the higher amount of taxation on each and every pound that falls within that monetary range, so that you actually get a pay rise with the move in to the higher tax band.


At the current moment in time, the first 4,895(pounds) that you earn is tax free, whilst there is a low tax rate of 10% on the next 2,000(pounds) of income. From there on there is the basic rate of 22%. Marginal income over 30,000(pounds), fall into the higher rate of tax which is currently 40%.


A strong argument against the UK Tax system is that it is continually becoming even more complex as it has new and modified relief’s, credits and exemptions announced regularly in every annual budget. It is argued by some that some people are either paying too much, by not claiming their exemptions and relief’s, or that people are claiming too many unnecessarily, creating additional clerical jobs.


One of the main reason reasons behind implementing and using a progressive income tax is that the utility gained from income exhibits diminished marginal returns, then the tax the burden should be shared in a utilitarian way, so that the tax bill must increase none linearly with income; the tax distributes income more fairly and equally, as opposed to other taxes that might ‘keep the little man down.’


Many also argue that progressive taxes create a disincentive to work , as people who have moved up in to the higher tax bands would have to work more hours to achieve the same wages in the face of higher taxes. This would result in going to work having a higher opportunity cost, and making leisure time look more of an option instead of going to work. This is a major  social issue with progressive income tax.


There are both benefits and disadavantages of using a progressive tax system, more of which will be looked in to later.

Hypothesis

      “Should The Government Replace Progressive Income Tax In The UK?”

For my project I shall be looking at the current income tax system used in the UK and if the time has come to replace it. Many other countries through-out Europe have dropped the progressive income tax system and have seem positive results and many suggest it is time for the United Kingdom to drop it too


I shall investigate, the current tax system and other potential tax systems that could be used in place of current tax. Countries that have moved away from the progressive tax system have often moved towards a slightly altered flat tax system, and this seems to be the most popular choice if the United Kingdom were to replace the current system, however there are several other options that the United Kingdom could use if looking to replace the current system.

History of the current tax
The United Kingdom currently uses progressive tax in the country, however the way the tax works and has been used has been changed substantially over the past 30 years. Before 1979 there were a lot more ‘tax bands’ than there are now. Starting at 33% of your income all the way up to 83%. However this was obviously changed as 83% was an absurd rate for most people to pay.


After 1979 the government decided to remove and lower a lot of the tax bands making them more reasonable. Now there are simply 4 bands, one band on which your income is not taxed on at all, one band in which you income is taxed 10%, one in which your income is taxed 22% and the final band where your income is taxed by 40%. This is the system that is currently used in the UK. However this system also used a number of tax relief’s, exemptions and credits. There are more and more of these being added as time goes on, complicating the system.

The Problem

The diminishing returns argument applies to the fraction of income used for present consumption.

    
   As income rises, diminishing returns implies that a smaller and smaller fraction of income will be spent on consumption goods. The remaining income will (of necessity) be used to purchase capital goods. This acts as a form of positive feedback that in turn yields more income for capital spending. Meanwhile these capital goods induce a decline in the costs of production which has the effect of raising real wages generally and implicitly raising the general standard of living. The income paid back on the capital helps create the disincentive to consume that creates capital spending. Thus, those capitalists who effectively manage their property are rewarded and given control of more property, of which they are increasingly less inclined to consume and increasingly more inclined to purchase capital goods and thus further elevate the general standard of living by driving down the costs of production.

 As they acquire more capital goods, eventually their ownership outstrips their ability to manage and oversee what they own; however, they only control as many capital goods as can be attributed to the income of their prior capital---which previously did not exist. Therefore, their ownership does not negatively contribute to the general standard-of-living relative to counterfactual state of them not purchasing those goods. It would thus be misleading to argue that redistributing their capital may yield further increases in the standard-of-living. Doing so may well cause that effect, but doing so neglects that it was the assumption that redistribution would not happen that induced the accumulation of capital.

Tax Avoidance
If progressive taxes, progress too quickly it could encourage people to leave the country – emigration, this is because taxes differ from country to country meaning very high earners are able to move and pay less in tax or find tax havens for their income.


This also means that despite pay rises people will still see it fit to leave the country as the pay rise would not have a good enough effect with the high rates of tax to convince them to stay.


As people put more and more effort into tax evasion which happens more in the higher bands of the progressive income tax, it creates extra and unneccersary work for accountants and lawyers.


This work is ultimately unproductive and a waste of economic resources. This can create the problem that tax is less efficient on the rich than it is on the middle class, who do not have the same motivation to try and avoid tax.

The Laffer Curve
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The laffer curve works of the theory that to maximize tax revenue by setting a tax rate at the top of the curve and that raising taxes beyond this point actually lowers the amount of revenue received.


The idea of the curve is made clearest at the most extremes of the graph, 0% and 100%. At both of these numbers the governments tax revenue will be 0. This is because at 0% there is no income tax and at 100% working will have a too high of an opportunity cost.

A Work Disincentive

It could also be agreed that progressive taxes act as a disincentive to work. This is because the more you work the more money you would earn, and in turn the more money you would pay in tax. This would especially effect the middle class who would be moving up in to the higher tax bands, so using a progressive tax could and can easily create a disincentive to work.

The worker would have to work longer to earn the same amount of money in the exact same job (once going into the higher tax band). 

So using progressive tax can create a disincentive to work for some people.

It Can Lead to Lowered Savings Rates
It is believed that using progressive income tax leads to a lowered saving rate, because it pushes away the total economic production of  a society away from capital investments towards consumption goods. This tends to happen because people on high wages will tend to pay for capital goods, through investment and lower income earners tend to purchase consumables. ‘Neo Classical’ theory suggests that spending on consumption goods and lesson capital goods could lead to the slow rise of the standard of living and even reduce it as capital goods increase production possibilities


High-earners have a lower marginal propensity to consume; so shifting the tax-burden away from them will increase the aggregate savings rate, which should increase steady state growth (if the savings rate is initially too low).

Other Options
 Fair Tax 
Advantages:

Disadvantages

 Flat tax
Advantages

Disadvantages

Regressive Tax

Advantages

Disadvantages

Lifetime income tax
Advantages

Disadvantages


