TAXATION
Taxation is money paid to the Government by individuals and businesses. This money is usually spent by the Government on essential services such as health or education.

MAIN TYPES OF TAXES

DIRECT TAX

A tax placed directly on an individual or business

- Income tax
- taken out of an individual’s wage

- Corporation tax - paid by businesses out of their profits

- National Insurance – taken out of an individual’s wage

INDIRECT TAX

A tax placed on a good or service

- VAT
- this is put onto the price of most goods and services, usually 17.5%

- Council tax
- paid on the value of an individual’s property

- Excise duty - extra tax imposed on certain products e.g. petrol, cigarettes and alcohol

In Summary

The main types of tax include:

· Income tax taken off an employee's salary. This results in less money to spend in the shops.

· Value added tax (VAT) added to goods and services. A rise in VAT increases prices.

· Corporation tax is a tax on company profits. A rise in this tax means companies keep less of their profits leading to less company investment and the possible loss of jobs.

· National Insurance contributions are payments made by both the employee and the employer. They pay for the cost of a state pension and the National Health Service. An increase in this tax raises a company's costs and could result in inflation.

· Local government collects rates from firms and can use the law to block planning permission for new premises.

Purpose Of Taxation

Taxes are mainly used to finance the expenses incurred by government to manage an economy. These expenses include: health care, education, garbage collection and operating government business entities. Taxation is also used by government for several other purposes.

a. To reduce pollution by taxing offending firms

b. To discourage unhealthy lifestyle e.g. a tax on cigarettes

c. To protect local and infant industries by taxing imports

d. To achieve greater equality of wealth and income.  Revenue from taxation is used to help the very poor e.g. providing food stamps.

e. To improve the balance of payments (BOP) by increasing the duties charged on imported goods.

f. To control spending in an economy thus reduce inflation

FAIRNESS OF TAXATION. 
How do we determine the fairness of a tax? This is done by ensuring that the burden of the tax is not placed solely on one set of people in the country.
PROGRESSIVE TAXATION

A tax where the higher the income of the taxpayer, the larger the percentage of their total income paid in tax.

PROPORTIONAL TAXATION

A tax where the percentage of total income paid in tax remains the same at different income levels

REGRESSIVE TAXATION

A tax where higher income earners pay a lower percentage of their income in tax compared to low income earners
Activities

A. Which taxes have you paid / your parents paid? Are they direct or indirect?

B. Why is progressive tax seen to be fair and regressive unfair?

C. Identify two purposes of taxation and discuss the importance of each.
D. Differentiate between direct and indirect taxes and give two examples of each.
E. Distinguish between progressive and regressive taxation.
F. The regressive tax system is unfair and places a greater burden on the lower income earners. Discuss.
