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This essay has in mind the member states of the EU, along with
other European countries such as Switzerland and Norway that
are not members and, now, former member the United Kingdom.
These countries form a fairly homogeneous group of highly
developed countries, with a correspondingly rather homogeneous
set of tax régimes.! The recommendations may well be applicable
to other countries.

Despite trends to centralize fiscal affairs in the EU, the
power to tax remains in the hands of member states, with a trend
towards harmonization. For example, all member states use value-
added tax (VAT), albeit with different rates in different countries.
Some areas are more harmonized than others.” There is no need to
envisage these recommendations becoming adopted throughout
the EU; individual states can adopt them and others, seeing the
benefits, may follow suit. Examples and illustrative data will be
taken essentially arbitrarily from different member states.

The need for tax
As soon as one accepts the notion of the State, certain functions
have to be carried out collectively and, to finance them, revenue
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must be generated from the persons — natural and juridical —
residing in the State. The two extreme viewpoints of the role of
the state — minimalist and maximalist — correspond,
respectively, to the principles of individualism versus statism. In
the former, voluntary cooperation is given primacy; in the latter,
the State is all-powerful. The latter is incompatible with a liberal
society based on market principles. This essay will, therefore, be
rooted in the minimalist viewpoint.

According to Spencer,” minimal state power comprises:
punishing crimes;* enforcing obligations of contract; and making
justice costless and easily accessible. To this one might add
defence. Indeed, for many years after the revolution of 1688, the
English government did little more than concern itself with the
upkeep of the Royal Navy. One might also add representation
abroad (maintaining embassies and consulates), but this is a very
minor expenditure.’

Nevertheless, especially during the 20th century,
particularly after World War II, the government has also
concerned itself with health and education.® It would take us too
far from the central topic of this essay to discuss the merits of
these additional concerns, which even today are controversial and,
indeed, there are great differences in the way that health and
education are organized even among the most highly developed
countries. Nevertheless, it can be asserted with a high degree of
confidence that Spencer’s 3 concerns, and defence, health and
education, enjoy widespread acceptance among Europeans.

Note that we do not discuss pensions, although they
comprise a significant part of government expenditure (Table 1).
This is because they are essentially paid for by their ultimate
beneficiaries. Hence, we do not consider the “social costs”
(National Insurance in the UK) as a tax. Rather, it is a form of
(admittedly obligatory) saving.
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Table 1. Total UK government spending (including local authorities) in 2019.
Source: ukpublicspending.co.uk/total spending 2019Ukbn

Object Amount/10° GBP
Pensions 165

Healthcare 153

Education 89

Defence 50

Total 821

The dilemma of tax

The great dilemma of tax is that taxation necessarily diminishes
individual wealth. It is taken as a given that some taxation is
wholeheartedly accepted. Without, for example, a robust system
or enforcing contracts and justice, commercial activity would be
impossible. But despite ancient folklore — the fable of the goose
that laid the golden eggs’ — this practically self-evident truth, a
that taxation should be as low as possible, has been widely
ignored in Europe, historically. Taxes were usually ruinous in the
absolute monarchies (for example, between 1470 and 1540, under
Ferdinand and Isabella, tax revenues in Spain rose by more than
twentyfold; France was in a little better position. The salt tax was
particularly resented). It was only with the emergence of
Parliamentary democracies, notably the Dutch Republic and
England after 1688, that taxes became reasonable. As a result,
citizens pay them willingly, and commercial activity could
flourish — along with the financial institutions that enabled
investment and so forth to take place in a secure environment.
Crucially, individuals and companies retained enough income and
wealth to enable meaningful investment in technology. It was that
technological development that fostered the Industrial Revolution,
which ultimately spread over nearly all of Europe, and led to an
enormous increase in per capita income.®
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It should be stressed that the Industrial Revolution emerged
under free market conditions. The role of the State in fostering
technological development was minimal in the United Kingdom,
which was the clear leader in the first few decades of that
Revolution.

Minimalist tax
The principle of minimalist tax involves 3 cardinal postulates:

e General agreement on what government expenditure is
necessary, and hence what level of taxation is
acceptable;

e The system of taxation should also be minimalist in the
sense that it should be a simple as possible;

e Taxes should recognize, and correct for, diseconomies in
the economic system.

Let us discuss these postulates. The first one can never be
taken for granted, bearing in mind that the principle of
individualism relies on voluntary cooperation. The ethos suffusing
throughout the nation should be that it is a privilege, not a burden,
to contribute, by taxation, to achieving the valuable common aims
such as Spencer’s three roles of government.

A simple and transparent tax system is enormously valuable
for achieving this ethos. Simple means not only with a few
regulations — many European countries have inordinately
complex tax codes’ — but also simplicity in administering the tax
system. In the UK, Her Majesty’s Revenue & Customs (HMRC),
which has about 6000 staff, prides itself on only costing about
0.5% of the revenues it raises. This admittedly low figure is,
however, partly achieved through having transferred a good deal
of the administrative burden onto the taxpayer. Small businesses
in particular are faced with onerous obligations regarding
prescriptions for online tax submission and so forth.
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The third cardinal postulate is, at first sight, a departure
from the free market. The diseconomies in contemporary
commercial activity are very numerous. Pollution of the air, water
and soil are perhaps the most obvious. Despite enormous progress
in the last 200 years, there is still much to be done in ensuring that
detriments are accounted for. These diseconomies — more
precisely, “external diseconomies” — are the damages inflicted
on other members of society in the process of producing or using
goods, damages that are not reflected in the market price of the
good."

In recent years, other roles of taxation have been developed,
apart from the raising of revenue for government expenditure. A
minimal set comprises:

1. Redistribution of income and wealth;

2. Repricing of goods whose market price is considered to
be “incorrect”;

Re-engineering the economy;

4. Ensuring democratic accountability; all citizens
participate and, hence, are motivated to scrutinize
government actions.

No 1 could be considered to be an expression of social
solidarity and will not be further discussed here, other than to
remark that progressive taxes are universally accepted. Examples
of No 2 are alcohol, tobacco, landfill and, most recently,
emissions of carbon dioxide into the atmosphere. They are all
problematical. Regarding alcohol and tobacco, it might be
considered that they engender health costs that are borne by
society as a whole, hence it is appropriate to tax their consumers.
These taxes have been, on the whole, failures (Figure 1).
Sometimes they can even have effects opposite to those intended.
For example, landfill tax was introduced to discourage dumping
of waste into landfills, because the government could foresee

w
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(and, apparently, better than the market) that the availability of
suitable sites with limited and would soon be exhausted. In many
countries, however, the main outcome was to make waste
incineration commercially attractive, with a concomitant
enormous increase in carbon dioxide emissions,'! rather than
encouraging the absolute reduction of the amount of waste
generated, or recycling.

No 3 will depend on one’s political persuasion and is very
unlikely to be compatible with a free-market economy.

No 4 is unexceptionable and indeed is encompassed in the
Ist cardinal postulate, namely that of general agreement regarding
taxation and expenditure.
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Alcohol duty

Figure 1. Alcohol consumption in litres of pure alcohol per annum per capita (aged
15 or over) [Source: data.worldbank.org/indicator/SH.ALC.PCAP.LI] versus alcohol
duty in GBP per UK unit (8 g of pure alcohol) for wine with a 12.5% alcohol
content [Source: C. Angus, J. Holmes and P.S. Meier, Comparing alcohol taxation
throughout the European Union. Addiction 114 (2019) 1489-4094].

A single tax?
We assume that by this stage we have reached social consensus
on the desirable level of expenditure and, hence, taxation. This
essay proposes that to achieve the goal of simplicity, all tax
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should be condensed into a single object.

The question therefore becomes, what object should be
selected. Taxes are direct and indirect (Table 2). Direct taxes have
the property that they cannot exceed 100%; the highest direct
taxes in the EU are around 50%. Indirect taxes, on the other hand,
have no such limitation. The only essential feature of the object is
a demand for it must be inelastic; if it were elastic, people would
stop buying the object and revenue would vanish.

Table 2. UK tax revenues in 2017/8.
Source: H. Miller and B. Roantree, Tax revenues: where does the money come from
and what are the next government’s challenges? (Briefing Note BN198).
London: Institute for Fiscal Studies (2017).

Type Amount/10° GBP
Income tax 173

National insurance | 131

contributions

Value added tax (VAT) 124

Property taxes 62

Corporation taxes 55

Capital taxes 35

Fuel duty 28

Total 690

One of the most attractive objects is fuel, especially
automotive fuel. Fuel duty is already very high (typically
exceeding 100% of the actual material price), yet successive
increases have not diminished traffic. If the entire tax revenues
(excluding National Insurance reasons given above) were raised
from fuel, the cost per litre would be about 12 GBP. This might
seem very high, but by definition it would be affordable since no
other taxes will be levied. Furthermore, it has the great attraction
of fulfilling other goals, such as solving the hitherto intractable
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problem of road congestion, and the enormous diseconomy of air
pollution from vehicle exhausts. To solve congestion problem, tax
per distance travelled has been mooted. In the UK, a figure of
about 1 GBP per kilometre has been mooted. Given that the
typical fuel consumption of a private car is 10-20 km/litre, the
costs would be comparable.

It is, of course, assumed that public transport will be made
safe in the aftermath of the COVID-19 pandemic. As for all taxes
that aim to correct perceived “errors”, their success leads to
elimination of their use for revenue generation. This will always
need careful consideration, but — as the evolution of traffic
during the pandemic has shown — a very large proportion of
traffic is, actually, unnecessary. It would be an extremely
desirable outcome if overall tax levels declined — not to zero
because there will always be a residual demand for automotive
fuel — and analysis of the past shows that allowing income to be
retained by individuals leads to investment in technological
innovation, which is the ultimate engine of growth of the
economy.

Political feasibility
Since popular assent to expenditure and the concomitant taxation
is one of the cardinal postulates, by definition it is politically
feasible. Nevertheless, the actions of governments throughout the
EU have demonstrated extreme hesitancy in introducing even
minor changes. Therefore, it would appear to be important for the
innovations proposed in this essay to be introduced at the
beginning of a Parliamentary term in which the government has
an overwhelming majority.

Compatibility with a liberal society and based on market
principles has been assumed from the beginning, by insisting on
the minimalist role of the State.
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Conclusions
The unprecedented COVID-19 pandemic presents Europe with a
unique opportunity to thoroughly perform its tax system. By
gathering all revenue from a single object, the overall tax burden
will not increase, and the trend will be for it to decrease. There
will be concomitant social advantages. If the single tax is fuel
duty, air pollution, congestion and injuries will all diminish.

What the single tax should be should still be debated. This
essay does not insist on fuel duty, although it is an attractive
proposition. A subsidiary postulate is that taxes should be as local
as possible. This postulate feeds into the 1st cardinal postulate, of
general acceptance. If people see their money being spent
beneficially in their locality — town or district — acceptance is
made more likely.

Advocates of liberal society take it as self-evident that
growth is promoted by low taxes."

Surprisingly, this is by no means a unanimous view, and the
matter cannot be taken as completely resolved.'*

The logical argument is that lower tax allows more money
to be invested in technological innovation, which is the engine
growth. Hence, taxes should be as low as possible while
maintaining the social framework necessary for innovation, and
all the multifarious supporting aspects of society.
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