Thinking about taxation – the big picture

Notes for presentation
Simon Smelt
Aims and methods of taxation
	Aim

Method
	Change behaviour in desired ways
	Collect $ with minimal costs 
	Transfers (equity)

	Targeted tax
	(((
	XX
	(

	Personal Income tax (broad based)
	X
	((
	((

	Business Income tax (broad based)
	X
	(
	((

	Purchase tax (broad based)
	(
	(((
	XX

	Capital tax
	X
	X
	(

	
	
	
	

	Regulation
	((
	XX
	(

	
	
	
	

	Welfare Benefits
	XX - ((
	XXX
	(((


( = likely positive effect

X = likely negative effect
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   Strategies for International Taxation: a Matrix

	View of: 

Market




Government

	Market failure
	Round 1 (price and quantity) market effects
operating
	Round 1 and Round 2 (dynamic)
 market effects operating 

	Government failure
	Right to levy taxes auctioned off
	The ‘see-saw’

	Broad base,
 flat rate

	Government informed, and able to apply information
	High taxes
	Taxes target low elasticities
	‘Singaporean’ tax regime
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� “Government” here refers to the national government that determines the tax system concerned.  Different national tax systems can interact in a variety of ways.  These bi-lateral effects are not covered by the matrix.


� ‘Dynamic’ effects include tax avoidance.


� As recently advanced by Slemrod, Procter and Hansen.  If domestic tax rates are the fulcrum of the see-saw, the effective tax rates for importers and exporters of capital are the two ends of the see-saw.  


� The Government interacts with large taxpaying entites - such as MNCs - negotiating, drawing up and enforcing specific performance contracts in exchange for providing targeted tax breaks.
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