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Abstract

G7 countries will need to better align their tax systems with social protections to create the reciprocity

necessary to support stronger social cohesion.

A combination of tax simplification and direct assighment of revenues from private taxes to universal

protections creates a sustainable fiscal structure that enables stronger cohesion.

Amidst the rising cost of living, post-pandemic recovery and the urgent need to meet net zero
requirements, our proposals for tax reform and implication provides a clear example of how such reforms
using analysis from a G7 country such as the UK can foster greater social cohesion and solidarity. We argue
that using a flat rate definition of incomes where both active (earned) and passive (unearned) incomes are

treated equally forms the basis of a more socially just and equal society.
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Challenge

The conflict between a need for more universally accessible social protections and the limited scope for fiscal
expansion post-Covid for many developed countries means that tax reform is needed that supports a

dramatic increase in the efficiency and efficacy of social protection systems.

The social protection systems of all advanced economies were already under strain from regional
inequalities, de-industrialisation, and ageing demographics, and the transition to Net Zero requires additional
investment. As governments continue to respond to the problems raised by the Covid-19 pandemic, they are
challenged to address the rising cost of living caused by global supply chain issues, energy transition, rising
energy and petrol prices and war in Ukraine, without restraining their fiscal capacity to fund social protection

and climate adaption. This is forcing governments to carefully prioritise their social spending.

Citizens of G7 countries on the lowest incomes are experiencing a rising cost of living, some of which is an
expected consequence of adjusting to living within the planetary boundaries. Additional fiscal capacity will
have to come from reforms that raise additional revenues without increasing the tax burden on ordinary

working citizens with the lowest financial capacity.

The G7 goal of Stronger Together will require a stronger reciprocal connection between contributions and
protections. New fiscal arrangements that engender reciprocity in the exchange of taxes for public goods are

needed.

Proposals

Tax reform to finance and operationalise new versions of the welfare state, while protecting the poorest in
society is the main purpose of our proposal. Transformation requires innovative fiscal arrangements that
reinforce reciprocity and connect contributions to access to social protections. Without reforms to the

contribution system, reforms of social protection will be politically unavailable.!

The equal treatment of all forms of income and gain is essential to establishing the equality of citizenship and
common purpose. Tax reforms that use a flat definition of incomes, treating active (e.g., wages) and passive
(e.g., dividends) incomes equally, can reduce taxation on labour and establish the equality of treatment that

is the foundation for stronger social cohesion.

Recent work from the Institute for Global Prosperity (IGP)? has shown that it is possible for a G7 country
(report is based on UK analysis) to fund higher levels of universal social protection, and Net Zero
commitments, without increasing the burden on ordinary workers, thereby providing a progressive policy

tool to facilitate transition.

When the revenues from increased taxes are assigned to universal basic service protections, they can more

than offset the lost income for the lower four fifths of the income distribution (see Figures 1 and 2 below).3
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Figure 1 - Impact of Tax Reform (Percy, 2021)

The value of the Universal Basic Services offsets increased
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Implementations
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Reform and simplify the taxation of incomes to equalize the treatment of active (earned) and passive

(unearned) incomes, so as to build reciprocity and solidarity among citizens.

Assign revenues from the taxes paid by citizens to the provision of universal basic protections.* The
revenues from private taxes and expenditures on social protections of G7 countries are already closely
aligned. Making an overt commitment linking taxes and protections cements the social reciprocity

necessary to support cohesion.
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Endnotes

1percy, A., (2021).
2 Percy, A., & Reed, H. (2021).
3 Percy, A., & Reed, H. (2021).

4 Percy, A., (2021). & Moore, H., Percy, A., Lorgat, R., and Moseley, K. (2022).
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