
 

 

Hike Taxes on the Wealthy, Not on Workers 
Amid the cost of living crisis, April's National Insurance hike will squeeze workers while 

the wealth of the rich continues to accumulate – it's time to demand tax justice. 
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In April 2013, then Chancellor George Osborne announced a cut in the top marginal rate of 

income tax from 50% to 45%. The following tax year saw reported earnings by higher earners 

soar. In his weekly Daily Telegraph column, Boris Johnson proclaimed this proof of the ‘Laffer 

Curve’ effect—the idea that lower tax rates for the wealthy leads to higher net tax receipts. 

At the time, it was thought that this lower rate of income tax on high earners had led to income 

tax receipts increasing by 6%. But a retrospective analysis by Tom Bergin in his book Free 

Lunch Thinking has shown that receipts actually fell by 4% after the rate was reduced. 

Furthermore, this new analysis has shown that the 50% rate on top earners introduced by Gordon 

Brown in the aftermath of the 2008 financial crisis brought in an additional £4.7 billion per year 

between 2010 and 2013. 

Despite empirical evidence disproving the Laffer Curve myth, it continues to influence policy. 

The pandemic has forced the government to abandon austerity and increase spending, but its 

approach towards taxation in order to fund this expenditure still puts a disproportionate burden 

on workers. 

The lower rate of National Insurance Contributions is going to increase by 1.25% from April this 

year, costing most households an additional £240 per year. This comes in the midst of a cost of 

living crisis with the energy price cap set to increase by between £693 and £708. Meanwhile, the 

government continues to give corporations, landlords, and the wealthy substantial tax advantages 

despite surging profits and asset prices. 

https://www.telegraph.co.uk/news/politics/labour/10598306/Bash-the-rich-and-you-deprive-us-of-what-their-taxes-pay-for.html
https://leftfootforward.org/2022/02/prof-prem-sikka-the-government-is-plumbing-to-new-depths-of-waste-incompetence-and-fraud/?fbclid=IwAR38kbmHSEDB_sBAA4wQIxxSetARd_kAkCZYgOiTBY_GCvYtVTPY7JwGEAM
https://www.youtube.com/watch?v=n4VTWJMXQmQ&t=79s
https://www.ofgem.gov.uk/publications/price-cap-increase-ps693-april


Voodoo Economics and the Myth of the Laffer Curve 

The Laffer Curve is named after American Economist Arthur Laffer who came to prominence in 

the late 1970s as economic advisor to Ronald Regan and more recently as economic advisor to 

Donald Trump’s 2016 presidential campaign. Laffer’s theory is simple: past a certain point, 

higher taxes lead to falling revenue rather than an increases in revenue. This is because, 

according to Laffer, lower taxes for the rich will incentivise them to work harder and earn more, 

whereas higher taxes discourage them from working. In theory, this means they will pay more in 

income tax overall if the top marginal income tax is at a lower rate. During Reagan’s presidential 

campaign George Bush Sr. deridingly referred to this theory as ‘voodoo economics’. 

As for businesses, lower corporate taxes supposedly mean they have more money to invest 

increasing the supply of goods and services, making them cheaper. In the long run, this makes 

everyone better off and creates more jobs. While the ‘optimal’ tax rate for wealthy people or 

corporations is never specified, it’s always implied that the current rate is too high and that if 

governments keep lowering taxes for the wealthy and businesses, they’ll reap the benefits with 

higher net receipts longer term. Evidence to support this theory is weak. 

Gordon Brown first opened the flood gates after 2008 to what would become a tsunami of tax 

cuts for corporations. He reduced the rate of corporation tax from 30%, in line with countries like 

Germany and Japan, to 28%. After Labour lost the election in 2010, successive Conservative 

governments have overseen a series of corporation tax cuts reducing it to below 20%—nearly the 

lowest rate in the G20. 

According to HM Treasury, business investment during this time did increase, as did corporation 

tax revenues. As a result, Osborne was lauded for his ‘smart moves’ by conservative think tanks 

like the Cato Institute. In 2017, Osborne’s successor, Phillip Hammond, announced that the tax 

cuts for corporations since 2010 had increased revenues by £20 billion—but this figure omitted 

some important caveats. 

First, inflation hadn’t been taken into consideration, which when accounted for erases more than 

half the purported revenue increase. Second, Hammond failed to mention that the lower rate of 

corporation tax had made it more tax efficient for sole traders to operate as limited companies. 

One OBR report estimated that while lower corporation tax had led to a £3 billion increase in 

https://obr.uk/efo/economic-and-fiscal-outlook-november-2016/


corporation tax receipts it had simultaneously caused a loss in income tax receipts and national 

insurance contributions of over £6 billion, meaning a net loss to total tax receipts of more than £3 

billion. To add to this, a report produced by the 100 Group, an organisation that represents the 

100 largest companies in the UK, showed that its members’ corporation tax receipts in 2017 

were just £6.4 billion—half of what they were in 2005. 

Where’s the Investment? 

With all this extra cash sloshing around from lower tax rates we should expect, according to 

Laffer, to see a wave of investment in productive assets by businesses—but the opposite is true. 

Investment in the UK has increased, but this has predominantly been in financial markets, while 

growth in investment for productive assets remains significantly below 2008 levels. 

Data from the CBI indicates that business investment intentions have very little to do with the 

rate of corporation tax but are closely correlated with uncertainty about demand. In other words, 

if demand is low as a result of stagnant wages, businesses will be apprehensive about investing 

in productive capital because fewer consumers will have the income needed to buy what 

businesses are selling. Instead, businesses will divert the extra profits from tax breaks towards 

things like share buybacks, which are further encouraged by the fact that director and CEO pay is 

linked to increases in their companies’ share prices. There are even employee share option 

schemes that are deductible from corporation tax liabilities, further reducing government income 

from corporate profits and incentivising adverse investment behaviour. 

Since the beginning of the twenty-first century, CEO pay has been increasing exponentially. In 

2019, the median pay of a FTSE100 CEO peaked at £3.61 million, 119 times greater than the 

median earnings of a full-time UK worker. This fell to £2.7 million in 2020 due to a temporary 

suspension in bonuses during the Covid-19 lockdowns, but with corporate profits now above pre-

pandemic levels, CEO bonuses are coming back bigger than ever. 

According to Laffer, this disparity between CEO and worker pay must be because the average 

CEO is 119 times more productive than the average worker, given that remuneration is 

supposedly related to ‘hard work’. But the pandemic has highlighted that those who work the 

hardest, under the most strenuous conditions, and who are most vital to the functioning of society 

are often the worst paid. 

https://www.pwc.co.uk/services/tax/total-tax-contribution-100-group.html
https://www.ons.gov.uk/economy/nationalaccounts/uksectoraccounts/bulletins/capitalstocksconsumptionoffixedcapital/2021#:~:text=The%20UK's%20net%20capital%20stock%20grew%20by%200.6%25%20to%20an,2008%20global%20economic%20downturn%20growth.
https://www.macintyrehudson.co.uk/insights/article/corporate-tax-relief-for-employee-share-option-awards-a-surprising-case#:~:text=The%20tax%20legislation%20(Part%2012,exercise%20less%20the%20exercise%20price.
https://www.cipd.co.uk/knowledge/strategy/reward/executive-pay-ftse-100-2020#gref
https://www.cityam.com/income-of-ftse-100-executives-passes-median-uk-workers-annual-salary-today-despite-ceo-pay-dropping-to-2-7m/
https://tradingeconomics.com/united-kingdom/corporate-profits#:~:text=Corporate%20Profits%20in%20the%20United%20Kingdom%20averaged%2042585.18%20GBP%20Million,the%20first%20quarter%20of%201955.
https://tradingeconomics.com/united-kingdom/corporate-profits#:~:text=Corporate%20Profits%20in%20the%20United%20Kingdom%20averaged%2042585.18%20GBP%20Million,the%20first%20quarter%20of%201955.
https://www.theguardian.com/business/2020/may/13/tesco-chief-executive-handed-642m-pay-package-dave-lewis
https://tribunemag.co.uk/2021/07/they-dont-care-about-key-workers/


Nurses have lost thousands in real pay over the past decade and, despite current levels of 

rampant inflation caused by supply chain bottlenecks, have been stiffed with a public sector pay 

freeze. In the private sector, labour shortages have recently seen unions win a number 

of inflation-busting pay rises, but the Bank of England is now trying to counteract this by raising 

interest rates. By introducing a series of rate hikes the BoE is making a concerted effort, 

alongside the government, to protect returns on the investments of the wealthy at the expense of 

wages and the standard of living for ordinary people. 

Wages vs. Wealth 

Contrary to the doctrine of Laffer, the wealthy receive a large portion of their income passively 

through investment portfolios and property ownership—not through their own work. Analysis 

from the Guardian found that the top 1% of individuals received over 13% of their income from 

capital gains or ‘unearned income’ in 2017, with the figure reaching nearly 20% income for the 

top 0.1% of individuals. 

Typically, those on higher incomes have more money to save and so are better able to channel 

those savings into investments that give them capital gains. These gains can be re-invested again 

to accumulate yet more passive gains, making the recipients richer and richer with less and less 

work required. It is this mechanism, combined with a lower tax rate on capital gains than for 

earned income, which is attributable to the growing levels of wealth inequality over the past 

decade. 

After the financial crisis capital gains continued rising, aided by quantitative easing from the 

BoE, while real wages fell. By 2013, the rate of wage growth began to converge with the growth 

rate for capital gains, but capital gains had a considerable head start. Between 2008 and 2018 

capital gains rose from around £15 billion to £60 billion; during the same period, real wages fell 

short of recovering to pre-2008 levels. 

Creating a More Just Tax System 

The failures of the Laffer Curve are now so stark that even Conservative think tanks like Bright 

Blue are calling for higher rates of capital gains tax. An equalisation of the capital gains tax rate 

https://www.theguardian.com/society/2021/jul/22/nhs-staff-have-lost-thousands-in-real-pay-since-2011-study-finds
https://www.ft.com/content/a3e973df-d6da-48c2-a43c-3a8acc2f1a5c
https://www.unitetheunion.org/news-events/news/2021/september/north-west-argos-lorry-drivers-secure-bumper-pay-increase/
https://tribunemag.co.uk/2021/11/bank-of-england-rishi-sunak-wages-inflation-interest-rates-covid
https://tribunemag.co.uk/2021/11/bank-of-england-rishi-sunak-wages-inflation-interest-rates-covid
https://www.ft.com/content/b661b0cd-2f2b-4465-882e-c62ff19bf1c8
https://www.ft.com/content/b661b0cd-2f2b-4465-882e-c62ff19bf1c8
https://www.theguardian.com/politics/2021/oct/26/uk-shares-property-capital-gains-tax?fbclid=IwAR0gvmZ6sv1AeVme2f0cyh_0wue-W5T-wbM8wcdX-Ar5lNtigGBg2sHqkWo
https://www.theguardian.com/business/2016/jul/06/one-percent-2008-recession-recovery-income
https://www.theguardian.com/business/2016/jul/06/one-percent-2008-recession-recovery-income
https://positivemoney.org/2021/02/quantitative-easing-turbocharges-inequality-our-evidence-to-the-house-of-lords/
https://www.theguardian.com/money/2022/jan/31/rishi-sunak-urged-to-shift-burden-of-tax-from-work-to-wealth?fbclid=IwAR2gwo8qgSQMybOXHDmOmQTruUgRd98E3i760V9oG-Fxhu5c5fYu2mpNEQI
https://www.theguardian.com/money/2022/jan/31/rishi-sunak-urged-to-shift-burden-of-tax-from-work-to-wealth?fbclid=IwAR2gwo8qgSQMybOXHDmOmQTruUgRd98E3i760V9oG-Fxhu5c5fYu2mpNEQI


with income tax rate would raise £16 billion a year, far exceeding the proposed £12 billion from 

a higher rate of NIC. 

On top of the cost of living crisis, we are also in the midst of a housing affordability crisis. The 

average house price has increased from around £50,000 in 1990 to over £260,000 in 2021; the 

average annual salary, during the same period, has risen only from around £10,000 to £30,000. 

Simultaneously, the stock of social housing has been steadily declining while the cost of private 

rental accommodation has been increasing, with rents in 2021 rising at their fastest pace in 13 

years. 

£23.4 billion per year is spent on benefits to enable tenants, most of whom are in work, to pay 

rents to unscrupulous landlords. The value of houses owned by landlords during this period has 

risen by 124% to £1.62 trillion. Despite this worrying trend landlords continue to receive 

preferential tax treatment by the government, such as being able to claim tax credits for the 

deduction of interest on their buy-to-let mortgage repayments. Scrapping credits for expenses 

like landlord mortgage interest could save the government millions. Equally, taxes on land value 

would raise revenues while making housing a less attractive investment vehicle for speculators. 

Houses should be homes, not retirement assets. 

The UK still has one of the lowest rates of corporation tax in the G20, even with Sunak’s 

increase in the rate to 25% that will take effect from 2023. And even as the Chancellor raises 

corporation taxes, he provides other relief for industries like banking. Already, he has cut the 

surcharge tax for banks by over 60%, claiming that the taxation of banks would make them 

‘uncompetitive’ as one of the UK’s key exports. 

Similar exceptions are made for energy firms. BP and Shell have made combined profits of 

over £40 billion this year and over the past decade the oil giants have paid £147 billion to 

shareholders via dividends and share buybacks. Not only has BP paid no tax but it has 

actually received subsidies from the government. 

This had led to a call from the TUC and others for a windfall tax on energy companies to prevent 

the growth of food banks and counteract rising fuel poverty. A serious effort at making the tax 

system fairer long term requires more than just a surcharge and modest corporation tax increases. 

https://www.theguardian.com/politics/2021/oct/26/uk-shares-property-capital-gains-tax?fbclid=IwAR0gvmZ6sv1AeVme2f0cyh_0wue-W5T-wbM8wcdX-Ar5lNtigGBg2sHqkWo
https://tribunemag.co.uk/2022/01/cost-of-living-crisis-energy-bills-inflation-poverty
https://tribunemag.co.uk/2022/02/housing-crisis-benefits-council-homes-lords-report
https://www.theguardian.com/money/2021/nov/16/uk-rents-rising-zoopla
https://www.theguardian.com/money/2021/nov/16/uk-rents-rising-zoopla
https://tribunemag.co.uk/2022/02/housing-crisis-benefits-council-homes-lords-report
https://www.bigissue.com/news/social-justice/uk-poverty-the-facts-figures-and-effects/
https://www.ft.com/content/b3847f7c-25ab-11ea-9305-4234e74b0ef3?utm_source=Economic+Change+Unit&utm_campaign=4230d8ff83-Biden_COPY_01&utm_medium=email&utm_term=0_6101fe9ecd-4230d8ff83-206649313&mc_cid=4230d8ff83&mc_eid=1b9e0ccfe3
https://www.directlineforbusiness.co.uk/landlord-insurance/knowledge-centre/finance-and-legal/tax-tips-for-landlords#what-are-the-changes-to-buy-to-let-tax-relief
https://www.directlineforbusiness.co.uk/landlord-insurance/knowledge-centre/finance-and-legal/tax-tips-for-landlords#what-are-the-changes-to-buy-to-let-tax-relief
https://www.taxjustice.net/cms/upload/pdf/gen_ben_f_land_tax.pdf
https://tradingeconomics.com/country-list/corporate-tax-rate?continent=g20
https://www.ft.com/content/359dee15-5e78-4b3c-a305-55da827fbb52?emailId=616f974c66865c0004b2579e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.theguardian.com/business/2022/feb/05/40bn-profits-for-bp-and-shell-fuel-calls-for-windfall-tax-on-energy-firms
https://www.channel4.com/news/huge-profits-but-oil-giant-admits-to-paying-zero-tax-in-north-sea


Restoring the rate or corporation tax back in line with countries like Germany and Japan at 

around 30% should be a minimum. 

Plugging the holes in the UK’s leaky tax system also requires a well-funded tax collection 

authority. Since 2003 staff numbers in HMRC have been cut by nearly 40%, reducing its 

capacity for compliance work. Tory minister for counter-fraud Lord Agnew quit last week over 

the government’s decision to write off the £4.3 billion lost in fraudulent Covid loans, accusing 

the government of ‘arrogance, indolence and ignorance’ in its approach to the issue. 

Multinational corporations are able to employ small armies of lawyers and accountants to engage 

in tax-avoidance schemes by using techniques such as transfer pricing, research and 

development credit claims, and the use of intellectual property rights. Proper investigation of 

these schemes could yield the government billions in tax revenues annually. Instead, the 

government is setting up a series of onshore tax havens in the form of ‘Free Ports’, which will 

make it easier for multinational companies to obfuscate their tax obligations. 

Over a decade of tax cuts for the rich and corporations has led to falling tax revenues, has failed 

to produce productive investment, and has resulted in record levels of wealth inequality. The 

wealthy aren’t productive and lowering their taxes won’t make them ‘work harder’: it just gives 

them more money to inflate financial markets and property prices, diverting resources away from 

investment in things like infrastructure and the public sector. This ultimately means fewer good 

jobs created, worse services and lower wages for workers—who are the real wealth creators. 

 

https://www.taxwatchuk.org/state_of_tax_administration/
https://www.theguardian.com/law/2022/jan/25/pressure-grows-on-uk-to-beef-up-measures-to-tackle-economic
https://taxjustice.net/faq/what-is-transfer-pricing/
https://www.theguardian.com/media/2019/oct/03/netflix-given-57000-tax-rebate-by-uk-government-in-2018
https://www.theguardian.com/media/2019/oct/03/netflix-given-57000-tax-rebate-by-uk-government-in-2018
https://www.sciencedirect.com/science/article/pii/S0047272714000103
https://www.taxresearch.org.uk/Blog/2019/06/19/the-uk-tax-gap-is-90-billion-a-year/
https://www.taxwatchuk.org/freeports/#:~:text=What%20are%20Free%20Ports%3F,usually%20maritime%20ports%20or%20airports.&text=Companies%20operating%20in%20the%20special,a%20reduction%20in%20workers%20rights.

