Before the last election the Conservatives
promised 'to cut income tax—Ieave more
money in your pocket (and) free the lowest
pad from income tax altogether'. The
promise of tax cuts certainly won many
votes, and may even have been decisive in
determining the outcome of the election
itsdf. But for the bulk of the population, the
promised tax cuts have yet to materialise.
Direct deductions from the pay packet, in
the form of income tax and national
insurance contributions aone, now take
12% more of the average wage-earner's
income, in addition to the extra VAT, local
rates and other indirect taxes which have
been imposed since Thatcher came to
power. Overall, the tax burden has increased
steadily, rising from 36.5% of the nation's
income (GDP at market prices) in the
Government's first year to amost 40%
today.

Not surprisingly, many Tory backbenchers
are becoming increasingly nervous about the
electoral consequences of this situation, and
the Chancellor is under heavy pressure to
introduce pre-election tax cuts in the Budget
this spring. But any such cuts will have to be
very large indeed if the Tories are to be able
to go into the election claiming that the tax
burden is lower than when they took office.
Why have the Government failed so misera-
bly to carry out their central pre-election
pledge? In characteristic style, Thatcher is
once again trying to scapegoat the poor and
the welfare state for this failure, claiming that
taxes could have been cut if she had been
dlowed to cut benefit levels till further. A
more credible explanation is that the reces-
son, made worse by the Government's
economic policies, has increased public
spending not on the level of benefits but on
the numbers dependent on them. Mass
unemployment is one of the most expensive
gae spending programmes ever devised.

While the cost of unemployment and the
recesson helps to explain why the overal
levd of taxation hasincreased, the burden of
that taxation has not been evenly distribu-
ted. Indeed, there has been a substantial shift
gnce 1979. While direct taxes have increased
by 12% for atwo child family on the average
wage, they have increased by 25% for a
dmilar family on low earnings. Meanwhile,
Mrs Thatcher has been faithful in her
promise of tax cuts for some groups in the
population. Those with earnings already five
times the average have enjoyed areduction of
11% in the proportion of their income paid
in tax, while those on ten times the average
wage now pay 21% less tax than before the
last election. Taxes on company profits and
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Capital Transfer Tax, brought in by a Labour
Chancellor to iron out the anomalies of Estate
Duty, is still avoidable if skilled tax consultants
areavailable
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on personal wealth have also been pared to a
minimum. Ordinary working people have
been left to pick up the bill.

So taxation is likely once again to be a
central election issue, with the Labour Party
doing its best to highlight Thatcher's broken
promises. Meanwhile, the Tories will offer
the prospect of a further unravelling of the
welfare state and easing of the tax burden
which they claim it will alow. They will
point to the economic and social policies of
the Opposition with a warning that still
higher taxes would be needed to finance
them. It will not be sufficient for the
Government's opponents merely to hope
that, once people realise they have been
hoodwinked on taxation, they will vote
Thatcher out of officee They must ask
themselves why the Conservatives were able
to mobilise so much working class support
around a programme of promised tax cutsin
the first place.

Rising level of taxation

The Left tend to view taxation as a technical
matter, best left to economists and account-
ants, and of little political significance. So
they have paid little attention to the way in
which the tax burden has changed since the
war. Thirty years ago income tax was still
largely irrelevant to the great majority of
working people. In the mid 50s a two child
family on the average wage would have paid
no income tax at all, and they would have
had to be earning almost twice the average
before they started to pay tax at a rate
equivalent to the current standard rate of
30p in the £. But during the 60s the burden
of wage taxation began to rise, and by 1964
almost 10% of the average wage-earning
family's pay was taken in tax, a proportion
which nearly doubled during the 'Wilson
years' that followed. Further increases in
wage taxation during the 1970s meant that
by the time of the 1979 election direct
deductions already took amost a quarter
(24%) of the average wage. So while a
promise of tax cuts would have won few
working class votes in the 1950s this
prospect had acquired great electoral appeal,
even to voters with incomes well below the
average, by the end of the 1970s.

Thatcher, as we now know, has imposed
still further increases in wage taxation during
the past three years, so that the average
wage-earner now pays 28% of his/her
income in direct tax deductions. But in 1979
she was able to exploit and to turn to her
own advantage the resentment associated
with the already heavy burden of income
tax. Much working class support could be
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mobilised for policieswhich, whileinvolving
a comprehensive political approach, could
ds be symbolised by the prospect of tax
cuts. The wdfae state was successfully
identified with high taxation and with a
reduction, not an improvement, in living
standards. The price, to many working
people, seemed too high.

Unequal burden

To some extent, of course, the rise in the
genera tax burden was the result of the
increese in state expenditure which character-
ised mogt of the postwar period up until the
mid-70s. But again we have to look not only
at the overdl levd of taxation but dso a the
way it was distributed. For the increase in
weage taxation over the past three decades has
been accompanied by a significant reduction
in taxes on capital. Consider what has
happened to corporate taxation. Company
tax lighilities have fdlen steadily since the
mid-50s offsetting to some extent the long
run decline in profitability. Tax relief on the
vaue of goods and raw materials stocks
introduced by the last Labour government,
combined with generous investment dlow-
ances, dlowed companies to cut their tax
paymentsto anegligible level.

Even by 1978/79 an American tax special-
ist wes able to report that 'In contrast to the

UK individua income tax, the UK corpo-
rate income tax is modest by internationa
standards. . . write-offs and stock-relief
provisons have virtualy eiminated the
corporate tax for industrial and commercid
companies. In that year hdf the top twenty
industrial and commercial companies were
found to have paid no mainstream corpor-
ation tax a dl and between them these top
twenty firms paid only £388 millions in
mainstream corporation tax, representing
only a tiny fraction of their gross profits,
which exceeded £5000 millions.

Per sonal wesalth

A similar pattern emerges when we examine
what has happened to taxes on persona
wedth. Death duty, intended as a kind of
inheritance tax, has for many years been
Britain's most important form of wedth
taxation. Private property is gill heavily
concentrated in the hands of a wedthy few:
the richest 1% of the population till own a
quarter of Britain's total persond weslth,
including threequarters of the privately
owned land, company shares and govern-
ment securities. Death duties were perhaps
the most important mechanism for attempting
to achieve afairer distribution of this weslth,
but their importance has declined sharply
ove the years. Three decades ago, degath
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duties were a mgor revenue raiser, contrib-
uting amost 10% of dl Inland Revenue
receipts. Ten years ago, they contributed less
than 4.5% of the total. Capita Transfer Tax
(CTT) introduced to replace them in 1974,
now represent little more than 1.5% of the
taxes collected by the Inland Revenue.

The disappearance of such inheritance
taxes was largely the result of widespread
avoidance and evason. Death duties (prop-
erly described as Estate Duty) came to be
known as a fom of ‘voluntary taxation'.
Since the tax was payable only on the death
of the owner, it was avoided by the smple
expedient of 'passing on one's wedth before
passing-on onesdlf. In 1975 the Labour
government, committed to 'a fundamental
dhift in the balance of wedth and power in
favour of working people and their families,
sought to close this loophole by introducing
the Capitd Transfer Tax, payable on dl gifts
and inheritances, whether passed on at death
or during the donor's lifetime. But the new
tax, once introduced, contained so many
generous exemptions that CTT now raises
less revenue than the old Estate Duty that it
replaced.

The present Chancellor's didike of capitd
taxes is well-known, and he has done his
best to reduce the effect of CTT il further.
After the last Budget the Financial Times
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reported thet 'dl but the very wedlthiest can
dmod excepe tax entirely. For 1982/83 even
the absolute amount of tax isexpected tofal’
(10 March 1982). CTT is expected to raise
only £465 millions this year, virtualy the
smeamount in cash termsasthe old Estate
Duty raised dmogt ten years ago. The same
mey be sad of the other two main forms of
wedth taxation, the Capitd Gains Tax
(CGT), whichistheoreticaly payable on the
increesing vaue of stocks, shares and other
s and theinvestment incometax. CGT,
like Cooitd Trander Tax, now raises,
proportionately much less revenue than
when it was introduced by the Wilson
government in 1965 and, as the Government
readily admits, the changesannouncedinthe
lagt Budget will have the effect of 'dragtically
reducing’ the revenue yied further ill.
Invesment income tax has aso been cut by
Sr Gaoffrey which means that, given the
incresse in wage taxation imposed at the
se time, investment incomes (such as
rents, dividends and interest receipts) are
now generdly taxed less heavily than earned
incomes So too are capital gains.

Sruggesover taxation

Thetcher has done much to shift the burden
of taxation towards working people and the
poor, usng the tax system as one, very
efedive means of increasing inequalities.
Bu in this respect her policies represent
litte more than an acceleration of a trend
gretching back three decades and more.
However, thereismoreto it than this.

Inthis context, itisimportant to note that
the formd incidence of taxation and its fina
burden rarely coincide. Governments may
arange formd tax liabilities in away that is
intended to increase the relative tax burden
dther of wage-earners, the company sector
or the owners of personal wedlth. But their
ability to make these intentions effective is
determined by the relative strength of each
of thee groups. Companies which have
some dagree of monopoly power, for instance,
mey be ableto passany increasein corporate
texation on to their customers (in the form of
higher prices) or their workers (in the form
of lover wages). So theincreasing concentra
tion of industry and the ingtitutionalisation

of persond wedlth helpsthe corporate sector
to resg attempts by Labour governmentsto
incregse their share of taxation.

Smilaty, during the periods of rdatively
ful enployment in the 1960s and 1970s, a
grong ad militant trade union movement
was ale to resst attempts to increase the
effedtive burden of taxation by winning wage
dams affidet to compensate for the
increesed tax lighility. In the 1970s this
process reeched its height, developinginto a
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Tax Threshold and Mar ginal Tax Rates 1955-78, Two Child Family (3)

Tax threshold First rate Basic rate Badc rate
as % of average payable threshold
earnings (1) 2 as % average
earnings
1955 99.5 9 179.3 33
1956 934 9 168.2 33
1957 88.4 9 159.2 33
1958 86.8 9 156.2 33
1959 822 7 148.0 30
1960 76.0 7 137.8 30
1961 73.8 7 131.8 30
1962 714 7 1275 0
1963 345 15 1287 30
1964 78.1 15 119.0 30
1965 719 15 1098 7]
1966 69.4 15 106.0 7]
1967 66.0 15 100.7 74
1968 57.4 15 89.6 R
1969 56.1 23 82.0 74
1970 57.6 K74 57.6 74
1971 58.6 30 58.6 30
1972 59.9 30 59.9 30
1973 52.4 30 52.4 30
1974 571 33 57.1 3
1975 445 35 44.5 35
1976 46.3 35 46.3 3H
1977 51.0 A 51.0 A
1978 454 25 62.4 33
1979 447 25 58.3 30
1980 415 30 41.5 0
1981 41.9 30 419 0
1982 425 30 425 30
Notes

(1) Average earnings are the annual equivalent of the earnings of manual workers in manufacturing in

October each year.

(2) Inthe case of the marginal rates of tax shown it is the effective rate payable after the calculation of

earned income relief.

(3) Inlater years the tax threshold is represented as 'tax free income' to alow for the transition from

child tax allowances to child benefit.

fierce wagetax spird'. Governments gopeared
to be using taxation as an aternative form of
wage restraint: in years when pay policies
faled or were inoperative, taxation was
dlowed to rise. This policy was only made
explicit when Hedley attempted to break
into the wege tax spiral by offeing a
reduction in income tax as a direct trade-off
for voluntary wage-restraint. Although a
generaly strong trade union movement was
able, for much of this time, to neutralise
attempts to hold down living standards
through taxation, the wesker and more
vulnerable sections of the workforce were
unable to do so. The share of wage taxation
carried by the lowest paid increased as a
result.

Thatcher's period of dffice in this context
is distinctive in one important respect. She

has managed to use unemployment and
attacks on the power of trade unions
successfully to weaken working class resis-
tance to the increased tax burden. Wage
earners are no longer in a postion to offsst
the increase in taxation by demanding
compensatory wage increases. The hift in
taxation, this time, has been decisve and
effective.

Taxation and the AES

The lesson must be that taxation cannot be
viewed in isolation from awider political and
economic strategy. Thatcher haslearned this
lesson well, and so too must the Left. The
aternative economic strategy (AES) repre-
sents the basis for a credible challenge to the
present Government's right wing populism.
But it adso requires increased revenue to
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Comparison for EEC countries of tax thresholds and rates of income tax and social security

contributions (1981)

Married couple Threshold in
with two children £ sterling
Belgium 3,300
Denmark 2,445
France 5,400
West Germany 3,010
Irdand 2,680
[taly 2,070

L uxembourg 5,635
Netherland 3,040
UK 2,146

Rate of Rate of income tax
income tax and socia security
contributions
21.7 29.4
14.6 18.8
7.2 16.8
18 34.45
25 295
184 245
12.3 22.8
16.3 323
30 37.75

Source Hansard, 1 February 1982, Col 19—22.

finance increases in the socid wage, better
public services, far pay and conditions for
public sector workers and an adequate level
of benefits. Some of this revenue will
generate itsdf as people get back to work and
the economy revives, but some will dso have
to come through increased taxation. The
support of working people, without which
the AES is no more than a technica
construct, will be dl the harder to win if
their tax burden isincreased il further asa
result. Such fears will quickly be manipu-
lated by the Right in an attempt to mobilise

working class opposition to the strategy. So a
clearly defined and radica policy on taxa
tion, designed to achieve a redl stribution of
the tax burden, is essential.* Such apolicy is
necessary not only to finance the AES itsdf,
but dso to achieve many of the other
objectives which are central to the Strategy,
including reductionsin sexua and economic
inequality.

! This question, and some of the other issuesraised in
this article, are discussed more fully in L Day and
C Pond 'The Political Economy of Taxation', Socialist
Economic Review 1982.
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Thisis not the place for a detailed discussion
of tax reform, but we can identify some of
the essentid elements of aradical tax palicy.
The firg is the devdopment of a truly
progressive income tax system. Within the
overdl increase in wage taxation, there has
been a marked shift in the burden towards
those on the lowes incomes: in the past
fifteen years aone, the contribution of the
richest 1% of income taxpayers to totd
revenue has amogt haved. Contrary to
popular belief, Britain's income tax struc-
ture is no longer 'progressive’ in the
traditional sense that the rich face higher
rates of tax than the poor. Less than 5% of
taxpayers are subject to the higher rates of
tax; the remaining 95% pay a the same
standard rate of 30p in the £. This includes
many families whose income is well bdow
the officid (supplementary benefit) poverty
line. And taking account of national insur-
ance contributions (which are paid as a
proportion of earnings only up to £220 a
week), the margina rate of tax is in fact
higher for a married couple on £50 a week
than for a couple earning amost 9x times as
much.

Poverty trap
Once again, Thatcher's policies have made
the Situation worse, increasing tax rates on
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the poor and imposing them at still lower
levds of income, while cutting tax rates for
the rich. One of the resultsis that increasing
numbers of poor families are caught in the
‘poverty trap": because they have incomes
bdow offiddly defined levels of subsistence,

the average wage earner now
pays 28% of his/her incomein
direct tax deductions

they are entitled to benefits such as Family

Income Supplement and housing rebates;

but many are dso liable to income tax. Soan

increese in their gross pay will mean that
their benefits — being subject to a means
tes — will fal, while their tax liability will

rise They may find themsdves worse off

then if they had never received a pay risein

the firg place. The number of families with

children caught in this poverty trap have
dmog doubled since Thatcher came to
pone.

Tinkering with the leve of tax thresholds
ad rates will no longer be sufficent to
disentangle this web of inequality created by

the tax system. A radical tax policy must try

to achdve a dhift in the income tax burden

towards the rich at least as dramatic as that

enginegred by the present Government inthe
opposite direction. The present basicaly flat
re income tax structure needs to be
refaced by one which is much more
progressive, and the poor must be taken out

of tax altogether. National insurance contri-

butions should be abolished with the
revene for socid security being raised

through genera taxation, rather than through
a spaae and regressve wage tax. The
dructure of income tax rates, however,

acoounts for only part of the present lack of

progressveness in the system. Even if an

incoming L abour government wereto restore
the highest rates of tax on the rich, few

Thatcherism—who pays?

would pay them. An elaborate system of tax
reliefs, dlowances and exemptions has
developed, dlowing an escagpe route from
taxation for the highest income groups. Less
than hdf of dl incomes received are subject
to tax a dl. Socidigts and tax specidists
dlike agree that the expensive anomalies of
the married man's dlowance and mortgage
interest relief should be withdrawn, but
these are only the visible tip of amuch larger
iceberg of tax exemptions. Change must
come through a comprehensive widening of
the tax base to ensure that dl incomes
(including fringe benefits and capital gains)
ae taxed under the same progressive
schedule of rates. At present many such
forms of income escape tax atogether.

Changes in the system of company and
wedlth taxes are dso necessary. At present
the taxable incomes of companies bear little
relation to their true profits. Depreciation of
capital equipment should of course, be
dlowed againgt taxable profits, as with other
costs of production, but the 100% capitd
dlowances now granted are unjustified.
Investment incentives should be awarded
under a system of investment grants (of the
type operated between 1966 and 1970)

al but the very wealthiest can
amost escape tax entirely

rather than tax dlowances. The provison of
such subsidies should be conditional on
fulfillment by the recipient company of
agreements on planning, internal democracy
and employment conditions. Undistributed
profits should be alocated to shareholders
and included in their income tax liability (as
if they were partners in the business) adong
with their dividend receipts. There would
ill be a case for a separate form of corporate
taxation (in addition to that paid by
shareholders and creditors of the company
on their income receipts) to reflect the

Proportion of income (1) taken in tax and national insurance contributions:

married couplewith two children.

94X aver age 1 x average 2 X aver age 5 x average
ear nings ear ni ngs ear ni ngs ear ni ngs
1978/ 79 20.8 25.2 29.9 49.8
1979/ 80 21.0 24.17 21.9 41.2
1980/ 81 22.5 25.8 29.0 42.7
1981/ 82 24.5 21.6 3.3 44.9
1982/ 83 24.9 28.1 315 44.4
1983/ 84 25.1 28.4 317 44.5

Notes (1) Income equals earnings plus child benefit.
(2) Estimated

Source: House of Commons, Hansard, 23 November

1982, 13 December 1982.
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benefits of incorporation, including econo-
mies of scae and the advantage of limited
liahility. This should be levied progressively
with higher rates of tax applied to larger
profits.

The last Labour Government tried to
introduce an annual wedth tax of the type
dready operating in a dozen other non-
socidist OECD countries, but the attempt
was frugtrated by Parliamentary ineptitude
and civil service obstruction. Such a tax
would apply an annual levy, a progressive
rates, on the total vaue of each individua's
personal wedlth. To have asignificant impact
in reducing inequalities, the rates of tax
would have to be sufficiently high to ensure
that, combined with taxes on the income
generated by the wedlth, the largest estates
could not be maintained intact. Vduation
might be difficult but would be made esser
by a system of sdf-assessment backed by the
option for the state to buy any asst at the
price a which it was valued by the owner.
Even a wedth tax intended to prevent the
accumulation of personal wedth would take
sverd years to have a noticeable impact on
the largest wedlth holdings. Most of the very
rich acquire their wedth through inherit-
ance. An inheritance tax, combined with an
annual wedth tax and applied at steeply
progressive rates (rising to perhaps 100%)
would have more effect. The tax should be
payable by the recipient (instead of the
donor as is now the casg) and should, of
course, apply to dl lifetime gifts. Current
exemptions for trusts, agricultura land and
national heritage should probably be with-
drawn if the tax is to be workable.

Without a consistent and carefully worked
out tax policy, the dternative economic
drategy isincomplete and perhaps unworkable
But technicd rearrangements of forma tax
liabilities will not themsalves be sufficient to
ensure that the find tax burden is more
farly distributed. Previous Labour govern-
ments have introduced tax changes intended
to increase the share contributed by pro-
perty incomes (Corporation Tax, CTT and
CGT are dl examples) without a sgnificant
and lagting efect on the distribution of the
final tax burden. The need is for such
technical changes to be implemented against
a background an economic and political
grategy which redly does am to shift the
balance of power towards working people.
The Left must be aware of the politica
dgnificance of taxation and of the need to
prepare a credible aternative tax policy to
counter Tory jibes that socidism equals
heavy tax burdens even for the poor.
Otherwise crude promises of tax cuts could
yet agan help to win the dection for
Thatcher.



