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Abstract

Horst Dieter Vesterhoff (economic adviser to three German chancellors) said that a tax system should meet at least three
conditions. First the state to bring enough income must be based on the solvency of citizens and should not impede or dissolve
desire to work, to do investments or research and further discoveries. Progressive tax is one of the key points of the new
government. Progressive taxation is a type of tax system that is designed to put the greatest tax burden on those who make
the most money. The main reason for establishing progressive taxes is to achieve fairmess in taxation, at least according to
some. Theoretically, those who make little should pay very little in taxes, while those who make more should pay more. How
many of ways the progressive taxation can work? In the US, the income tax paid per year by citizens is progressive. It is based
on income levels, and as these income levels rise, so do tax levels. It's a complicated system, where the next portion of
income above a certain level is taxed at a higher percent. A progressive tax system allows a government to collect a larger
amount of tax revenue, which, can be used for the benefit of public services, such as education, welfare and medical
assistance. From the above, the question naturally arises, is Albania's prepared to implement successfully progressive tax?
Based on this question in this article | would like to do a synthetic analyses of fiscal system during last 15 years in Albania and
identifying what are advantages and disadvantages of progressive tax implemented by stressing the opportunity of government
on this process.

Keyword: progressive tax, flat tax, comparison, government, welfare

1. Introduction

The notion of taxation has been known since the establishment of states. A social organization, as primitive as it may be,
requires sufficient financial means to accomplish its goals. Taxes are a substantial means of providing the financial
resources of a country. They occupy the leading place in the public income of modern countries. The great part of our
neighboring countries and countries with quite a similar economic situation as ours are applying flat tax. So as to improve
the economic situation and the fiscal administration, since 2008 Albania is applying the flat tax system. Previously
Albania applied another tax that was progressive tax. Flat Tax or Progressive Tax — a dilemma that is frequently
discussed by the specialist of the field, leaves room for debate and provides no definite answers. Different countries
apply different economic policies and, as the data have shown, they obtain different results from the application of
different policies.

2. The Effects and the Performance of the Implamention of Flat Tax in Albania in 2007-2013

Personal income tax was one of the most hited taxes from the fiscal evasion in Albania. Fiscal reforms of 2007 basically
changed the tax structure, replacing the progressive tax rates with a unique degree of 10 %, for all kinds of personal
income.

Albania, in about 5 years of experience with flat tax, there were positive results from the collection of additional
revenue from personal income tax, as a result of the implementation of the flat tax. Thus, from 1.1 % of GDP this tax
covering 4 years before applying progressive tax amounted to an average of 2.2 % of GDP after the flat tax application.

The formula applied to every penny of tax on salary earmned was heavy with unfairly high taxes wages of
employees with low incomes, such as those of the health sector, the education sector and the manufactured sectors
where is used the cheap labor. The flat tax is introduced in July 2007, to 10% for all employees, for social and economic
reasons:

1. Application of the flat tax to reduce informality in the labor market in Albania;

2. Application of the flat tax to be consistent with regional tax policies to attract foreign investitors.

To proceed further with tax cuts, last inicentives was that of May 2013 that all employees with salary and under

35



ISSN 2239-978X Journal of Educational and Social Research Vol. 4 No.2
ISSN 2240-0524 MCSER Publishing, Rome-Italy April 2014

thirty thousand leke exempt from paying 10 % tax.
Passing from progressive to flat tax system has been an important step in our country’s economy, but this type of
flat tax failed any of his goals.
1. Informality in the labor market continues to be a problem in Albania;
2. At 8 years flat tax aplicattion is not a study done, which connects investiments increase in Albania with flat tax
concerning personal income tax.

3. Economic Benefits of Progressive Tax System

In 2001, Premier Gordon Campbell announced that the government would revitalize the provincial economy, invest in
education and invest in health care. Campbell decreased the taxes of large corporations. At the present moment, the
corporate income tax in BC is 13.7% down from 16.5% in 2000 (Ramsey), while in Canada is around 21%, down from
28% from the year 2000 (Canada 83). There have been great cuts in corporate taxes since 2001. Unfortunately, that
does not help the economy. The amount of money economized by those large corporations is likely being invested
outside of BC, if invested at all. For this reason, the provincial government has lost billions of dollars in revenue, which
only aggravated the provincial debt. Also, with lower taxes, the large corporations were enabled to become more
predominant in the province. When you take into consideration the huge amount of money lost in the taxes, in
investments and large cuts in the public sector, it is not hard to understand why the provincial debt increased by about 3
billion dollars.

Campbell argued that by reducing those corporate taxes, the province would be attracting investments and
“revitalizing” the economy. Clearly, Campbell is either ignorant of economics or simply corrupt, since even a basic
knowledge of economics would show him that the way to invest is by decreasing the taxes of small business to stimulate
the local economy, while increasing the taxes of large multinational corporations in order to force them to raise their
prices, which would help making small businesses even more competitive. Decreasing money supply could also increase
investment, although that is only possible in the federal level.

If costs of living are high and the income tax system is not progressive, there will be lots of people who will work in
many jobs just to survive, which is not attractive to corporations since the wages are high and the demand is low. With
underfunded public services the situation is even worse, as it increases costs of living. For instance, with higher tuition
fees, students often have to loan more money, which reduces their purchase power. In this scenario, even if the
corporate taxes are very low, large corporations with the ability to invest in other places will prefer to invest where there
are lower wages and higher demand. A progressive tax system would fix that. This is the system in place in the
Scandinavian countries, as well as many other developed first world countries. In this system, the poor pays little while
the rich pays more. This increases the purchase power of the poor, while increasing the amount of cash flow which would
be otherwise stuck in the riches’ savings. The same applies to corporate taxes for small businesses and large
corporations. With lower taxes for small businesses, they are able to compete against the large corporations.

If the government adopts a progressive tax system, there will be an increased tax revenue, which could be used to
pay the debt as well as increasing expenditure in the heavily underfunded public services such as education, health care
and welfare. A progressive tax system would also encourage small local businesses, which would expand the economy.
It would also increase the purchase power of a great majority of the population, which would even further expand the
economy.

4. Three Reasons Why We Need Progressive Tax Rates

Conservatives have two central tenets in their tax reform agenda. The first is to simplify the tax code by eliminating tax
expenditures — government spending through the tax code — that come in the form of deductions and exemptions. The
second is to move from a progressive income tax to a flat income or consumption tax. But conservative politicians often
conflate these goals, suggesting that "simple” and "flat" are one in the same. Tax expenditures are what complicates the
tax code, not progressive rates. While we should aim to eliminate expenditures, especially those that benefit those who
are relatively well off, progressive tax rates are justified economically and morally for these reasons:

4.1 Efficiency
What is the optimal amount of public goods and services the government should provide? If the government creates a
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rule that says everyone must pay an equal share of their income, revenue will be restricted to the rate that the lowest
earning workers can afford to pay.

Consider the case of a married couple with drastically different earnings. One spouse earns $40,000 per year,
while the other earns $400,000 a year. If the couple goes Dutch, they will restrict their shared consumption. However, if
the couple adopts a rule that the higher earning spouse pays more, then they can enjoy a higher level of shared
consumption. This means they will consume a better house, better car, and better lifestyle.

4.2 Happiness

Advocates of progressive taxation often say “Rich people can afford to pay more.” What they really mean is that $100
means more to a person making $5,000 a year than it does to a person making $500,000 a year. This means that
allowing poor people to keep a larger share of their income will result in a happier society than making everyone pay the
same rate.

4.3 Justice

If people deserved most of their income, there would be a good case that they should be able to keep it. However,
people don't morally deserve their income because almost everyone’s income results largely from factors beyond their
control. For example, the poorest Americans are richer in absolute terms than the richest Indians. This isn't because
Americans are that much more hardworking than Indians, but because Americans have access to a superb set of
institutions and a grand scale of specialization and trade within our borders.

The knowledge and technology we have that allows us to be rich is the result of a multi-millennia human project
and social cooperation. Other factors — such as our genes, parents’ income, our order of birth, year of birth, and even
month of birth — have enormous impact on our future earnings.

Because people don't morally deserve their income, it means that society can fairly ask the wealthy to pay more.
Doing so allows us to produce more public goods and services that benefit everyone, while creating a more happy and
just society than if we asked everyone to pay the same. But, we still need to be concerned about incentives. We don't
want to make rates so progressive or so high that they make it unattractive for people to be productive. Fortunately, this
is an empirical question, and all the evidence suggests that the wealthiest among us are doing quite well, and their lot is
improving.

4.4 The advantages of the progressive tax

1. Itis reasonable- as under progressive taxation the rate of taxation rises as the taxable income rises hence
people from higher income group are asked to bear the heavier load.

2. Progressive taxation is fruitful- this form of taxation is beneficial for the government as the income yield is
comparatively more than any other form of taxation.

3. Progressive taxation is cost-effective- the cost incurred for collecting the taxes doesn't rise along with the
rate of tax.

4. Brings about equality in income sacrifice- under progressive taxation there is an equality of income sacrifice
amongst all tax payers. this is owing to the fact that the law of diminishing utility is applicable with money as
well. with every rise in earnings the marginal value of money decreases. therefore, a rich individual doesn't
feel the pinch while paying a certain amount of tax. so by levying him more income tax he can be requested
to make equivalent sacrifice.

5. Reduction of income inequalities- this form of taxation helps to a certain extent in reducing inequalities in
wealth distribution. furthermore, equal circulation of income will result in raised well being of the society, as
the richer individuals will forfeit only their comforts, whereas the poor individuals will be capable of satisfying
their necessities to a better degree.

All these advantages of progressive taxation make it an important arsenal for the government for collecting revenues
which decides the growth and development of the country.

37



ISSN 2239-978X Journal of Educational and Social Research Vol. 4 No.2
ISSN 2240-0524 MCSER Publishing, Rome-Italy April 2014

4.4.1  The advantages of the implamentation of progressive tax in Albania

After the fall of communism, many countries applied the system of progressive income tax, which was earlier applied in
Western Europe. But it soon turned out to be a system that discouraged economic growth.

Progressive tax is one of the key points of the new albanian government in 2014. Progressive taxation is a type of
tax system that is designed to put the greatest tax burden on those who make the most money. The main reason for
establishing progressive taxes is to achieve faimess in taxation, at least according to some.

Progressive tax tends to reduce the consequences of taxation on individuals with low paying capacity by
disproportionally shifting it to individuals with a higher paying capacity (richer people). When progressive tax was applied
in Albania, different rates applied to different income groups. In this case progressivity described a distribution effect on
income or cost referring to the progression of tax rate percentage.At first glance, it seemed that progressive tax made all
citizens sacrifice equally and that state exercised the same pressure on all of them. Progressive tax intended to wrongly
fight against inequality among people by trying to generate greater equality.

5. Conclusion and Recomandations

Flat tax policy is a doubled-edged sword likely to produce either positive or negative consequences.

The benefits of a lower flat tax may be a short term if not associated with other advantages Progressive tax
systems are designed to subject a larger percentage of income to taxation for individuals, households and businesses
with larger incomes, while lowering the tax burden on those with lower incomes. According to Progressive Policy
Institute, the debate between flat and progressive tax systems is robust, with valid arguments on each side. Progressive
taxes carry significant benefits to economically disempowered households and society as a whole.

A progressive tax system would also encourage small local businesses, which would expand the economy. It
would also increase the purchase power of a great majority of the population.

There are many versions and formulas for applying progressive or flat tax, or a combination of both, and they
require a thorough study based on best statistics and experiences of other European and World countries.
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