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The reasons why wealth needs to be subject to additional taxation has been discussed
in another Tax After Coronavirus (TACs) post, with all links being supplied there and so
it will not be repeated here.
   
What was also discussed in that post was that the necessary short term changes to
wealth taxation fall into three groups. They are, firstly, to equalise tax rates on
equivalent sources of income or allowances. Second, it is by reconsidering those things
that should be taxed that are not but might be if the goal of greater equality is to be
achieved, and vice versa. In other words, those parts of available tax bases subject to
exemptions and reliefs need to be reviewed. Third, it is about creating a more
progressive tax system by changing

Scrapping the personal savings tax allowance 

The suggestion made in this post is that the annual savings allowance for UK tax
purposes, introduced in 2016, should be removed.

As the government says of that allowance:
   
You may get up to £1,000 of interest [a year] and not have to pay tax on it, depending
on which Income Tax band you’re in. This is your Personal Savings Allowance.

To work out your tax band, add all the interest you’ve received to your other
income.
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https://www.taxresearch.org.uk/Blog/2020/05/06/tax-after-coronavirus-tacs-abolishing-the-personal-savings-tax-allowance/
https://www.taxresearch.org.uk/Blog/2020/04/28/tax-after-coronavirus-tacs-reforming-taxes-on-wealth-by-equalising-capital-gains-and-income-tax-rates/
https://www.taxresearch.org.uk/Blog/2020/04/28/tax-after-coronavirus-tacs-reforming-taxes-on-wealth-by-equalising-capital-gains-and-income-tax-rates/
https://www.gov.uk/apply-tax-free-interest-on-savings
https://www.gov.uk/government/publications/rates-and-allowances-income-tax/income-tax-rates-and-allowances-current-and-past#tax-rates-and-bands


 Income Tax band Personal Savings Allowance    

 Basic rate £1,000 

 Higher rate £500 

 Additional rate £0     
Your allowance applies to interest from:

* 
* bank and building society accounts
* savings and credit union accounts
* unit trusts, investment trusts and open-ended investment companies
* peer-to-peer lending
* trust funds
* payment protection insurance (PPI)
* government or company bonds
* life annuity payments
* some life insurance contracts

   
The reasons for the suggestion that this allowance be removed are threefold.

Firstly, it is unnecessary: anyone who wants a tax free of up to £1,000 a year from
investments can use ISAs. This allowance, therefore, duplicates another that is already
available and provides a double allowance for those with wealth: that is unnecessary
and costly and distorts the tax system. 

Second, the allowance subsidises wealth - albeit by less than some other arrangements,
but the implication that there should be a bias towards wealth within the tax system
that all can partake in and so approve of is the very clear political logic to this, and by
providing cover for other schemes that contribute significantly to inequality in the UK
this scheme is potentially harmful to the integrity of the tax system as a whole if that
system's aim is to reallocate income and wealth, as would appear to be the overall
objective of UK tax policy. 

Third, the withdrawal of the withholding tax arrangement on payments of interest,
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dividends and other such sums that resulted from this move meant that

a) less tax was collected at source;

b) inadvertent tax evasion increased,  and

c) deliberate tax evasion was facilitated.

Withholding taxes always uphold the rule of tax law and to remove this arrangement
undermined that.

This allowance appears innocuous. It is not because it creates bias within the tax
system and undermines its effectiveness. For that reason this allowance should be
abolished. It is poorly designed and duplicates other parts of the tax system. It is,
therefore, unnecessary whilst contributing to the creation of greater inequality. 
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