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Abstract

This paper examines the relationship between personal tax rates and spending trends as well as
overall economic activity between 2018 and 2021. It analyzes how changes in personal tax rates
influence consumer spending, savings, and economic growth. The study utilizes data from various
economic reports, government publications, and academic sources to draw insights and

conclusions.
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Introduction

The relationship between personal taxes and spending
trends is a critical area of economic study. While
personal taxes significantly impact individual
disposable incomes, they are not always a direct or
primary driver of broader economic activities and
spending trends. Several factors contribute to this
phenomenon, ranging from the complexity of tax
systems to the influence of other economic forces. The
interplay between personal taxes and economic
behavior is a fundamental topic in economic research,
influencing both individual financial decisions and
broader economic trends. Personal taxes, which
directly affect an individual's disposable income, are
thought to have a significant impact on spending
patterns and overall economic activity. However, the
extent of this impact and how it manifests in different
economic contexts requires careful examination[1].
This paper explores how variations in personal tax
rates between 2018 and 2021 have influenced
consumer spending and economic growth, providing
insights into the broader implications for economic

policy.

From 2018 to 2021, the economic landscape
experienced notable changes, including shifts in tax
policy, economic disruptions due to global events, and
variations in consumer behavior. These changes offer
a valuable opportunity to analyze how personal tax
adjustments interact with economic variables such as
spending trends, investment patterns, and overall
economic performance. By examining these years, the
study aims to identify trends and patterns that
highlight the relationship between personal taxation
and economic activity during a period of significant
economic fluctuation[2].

The complexity of tax systems and the multifaceted
nature of economic activity often obscure the direct
relationship between personal taxes and spending.
Taxes affect disposable income, but other factors, such
as economic uncertainty, inflation, and changes in
consumer confidence, also play crucial roles. This
paper seeks to disentangle these factors to provide a
clearer understanding of how personal taxes influence
economic behaviors. By focusing on a specific time
frame, the analysis will address how these dynamics
unfolded during a period marked by both economic
stability and upheaval. The findings of this study have
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implications for policymakers, businesses, and
individuals alike. Understanding the nuances of how
personal tax changes impact economic activity can
inform better tax policy decisions, enhance business
planning, and help individuals make more informed
financial choices. Through this analysis, the paper
contributes to a deeper understanding of the
relationship between personal taxes and economic
trends, offering insights that are relevant for shaping
future economic policies and strategies.

Literature review

The literature on the impact of personal taxes on
spending trends and economic activity is extensive,
drawing from various economic theories and empirical
studies. Classical economic theory, such as that
proposed by John Maynard Keynes, suggests that
changes in personal tax rates can influence aggregate
demand by altering disposable income. According to
Keynesian economics [3], higher taxes reduce
disposable income, leading to decreased consumer
spending and slower economic growth, while lower
taxes can stimulate spending and boost economic
activity. Conversely, the Laffer Curve theory [4] posits
that there is an optimal tax rate that maximizes revenue
without discouraging economic activity, highlighting
a more nuanced view of the relationship between taxes
and economic behavior. Empirical research has
produced mixed findings; some studies confirm a
direct link between tax changes and spending
behavior, while others point to the influence of
additional factors such as consumer confidence,
economic conditions, and policy changes. Research
from the years preceding 2018, such as the works of
Blanchard and Leigh (2013) [5] and Mertens and Ravn
(2014) [6], provide foundational insights into these
dynamics. Recent studies, including those focusing on
the tax reforms implemented during the Trump
administration and their aftermath, add to this body of
knowledge by examining the more recent effects of tax
policy changes on economic activity[7]. This paper
builds on this literature by analyzing data from 2018
to 2021, a period marked by significant economic
events, to provide an updated perspective on how
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personal taxes have influenced spending trends and
economic performance.

Methodology

The methodology for analyzing the impact of personal
taxes on spending trends and economic activity
between 2018 and 2021 involves a multi-faceted
approach that integrates both quantitative and
qualitative data. The study begins with the collection
of comprehensive data from various sources, including
government publications, economic reports, and
academic research. Key data sources include the
Internal Revenue Service (IRS) for tax rate changes
and income data, the Bureau of Economic Analysis
(BEA) for economic activity metrics such as GDP
growth and consumer spending, and the Federal
Reserve for information on interest rates and
inflation[8]. Additionally, consumer expenditure
surveys provide insights into spending patterns and
how they correlate with changes in disposable income.
To analyze the data, the study employs regression
analysis to examine the relationship between tax rate
changes and consumer spending. This involves
modeling how variations in personal tax rates
influence disposable income and subsequently impact
spending behavior. The regression models account for
control variables such as inflation, interest rates, and
economic growth to isolate the effects of tax changes.
Furthermore, the analysis incorporates behavioral
factors, such as consumer confidence indices and
credit availability, to understand their moderating
effects on the relationship between taxes and
spending.

The study also includes a comparative analysis to
assess how state-level tax policies differ from federal
policies in their impact on economic activity. By
comparing regions with varying tax rates and
economic conditions, the analysis identifies patterns
and differences in how tax policies influence spending
and investment decisions. This comparative approach
helps to contextualize the findings within a broader
framework and provides insights into the effectiveness
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of different tax policies. Qualitative data, obtained
from economic literature and case studies,
supplements the quantitative analysis. This includes
reviewing previous research on tax impacts,
examining case studies of specific tax policy changes,
and incorporating expert opinions on the interplay
between tax policies and economic behavior. The
combination of quantitative and qualitative methods
ensures a comprehensive understanding of the
complexities involved in how personal taxes affect
spending trends and economic activity[10].

Disposable Income vs. Overall Spending
Patterns

Personal taxes directly affect disposable income,
which theoretically should influence spending
patterns. When personal tax rates increase, individuals
experience a reduction in their disposable income,
potentially leading to decreased consumer spending.
Conversely, tax cuts typically enhance disposable
income, providing consumers with more resources to
spend or save. However, the relationship between
personal taxes and overall spending is not always
straightforward, as the impact of tax changes on
spending behavior can be complex and varied.

Despite fluctuations in personal tax rates, individuals
often do not adjust their spending habits in a directly
proportional manner. Various factors influence
spending decisions beyond the immediate effects of
tax changes[11]. Consumer confidence, for instance,
plays a crucial role; if consumers are optimistic about
their financial future, they may be more inclined to
maintain or even increase their spending despite
higher taxes. Conversely, during periods of economic
uncertainty or downturns, even significant tax
reductions may not significantly boost spending if
consumers are worried about future economic
stability. Credit availability is another key factor that
impacts spending behavior. Access to credit can
enable consumers to maintain their spending levels
even when personal taxes increase. Financial
institutions and lending policies influence how easily

https://mzjournal.com/index.php/JEBS

Journal of Economic and Business Studies

consumers can borrow, which in turn affects their
spending capacity. Additionally, long-term financial
planning and savings behavior also play significant
roles[12]. Individuals who have accumulated savings
or have planned their finances carefully may be less
affected by short-term changes in tax rates, allowing
them to sustain their spending patterns regardless of
tax fluctuations. Example: A tax cut may increase
disposable income, but if consumer confidence is low
due to economic uncertainty, households may choose
to save rather than spend the additional income.
Conversely, during times of economic optimism, even
higher tax burdens might not significantly curb
spending if consumers feel secure in their financial
future[13].

While personal taxes undoubtedly affect disposable
income, their direct impact on spending patterns can
be moderated by a range of other economic factors.
The complexity of consumer behavior, influenced by
factors such as confidence, credit availability, and
financial planning, can lead to a less predictable
relationship  between tax rates and overall
spending[14]. Understanding this interplay is essential
for accurately assessing how personal tax changes
influence economic activity and for informing policy
decisions aimed at managing economic growth and
stability.

Behavioral Economic Factors

Economic behavior often deviates from classical
economic  predictions.  Behavioral  economics
highlights that individuals do not always make rational
financial decisions purely based on changes in income.
Behavioral economics explores how psychological
and emotional factors influence economic decision-
making, often diverging from traditional economic
models that assume rational behavior[15, 16]. One
significant behavioral factor impacting spending
patterns is consumer confidence. When individuals are
optimistic about their economic future, they are more
likely to spend freely, regardless of tax changes.
Conversely, during periods of economic uncertainty or
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pessimism, individuals may curtail spending and
increase savings as a precautionary measure, even if
tax rates are reduced[17]. This behavior underscores
the complexity of the relationship between personal
taxes and economic activity, as it highlights how non-
rational factors can overshadow the direct effects of
tax policy. Example: The concept of "mental
accounting” suggests that individuals categorize
money into different ‘accounts’ (e.g., regular income,
windfalls, tax refunds) and spend it differently
depending on the source. Therefore, even a significant
tax refund might not lead to increased consumption if
individuals treat it as a windfall to be saved rather than
spent[18].

Another important behavioral factor is the concept of
mental accounting. Individuals often separate their
finances into different "accounts™ or categories, such
as daily expenses, savings, and investments, and treat
these categories differently. For instance, a tax rebate
might be perceived as "extra money" and spent
differently from regular income. This segmentation
can lead to varied spending responses to tax changes,
where individuals might use tax refunds for
discretionary spending while adjusting their regular
spending less significantly. This behavior illustrates
how personal taxes impact economic activity in ways
that extend beyond simple income adjustments[19].
Additionally, the principle of present bias, where
individuals prioritize immediate rewards over future
benefits, plays a role in spending behavior. When tax
cuts or rebates provide immediate financial relief,
individuals may be inclined to spend this windfall
rather than save it, driven by a preference for
immediate gratification. This tendency can amplify the
impact of temporary tax changes on consumer
spending. Understanding these behavioral tendencies
is crucial for interpreting how tax policies affect
economic activity, as they reveal how psychological
factors can influence financial decisions and overall
economic behavior. Lastly, the role of social norms
and expectations cannot be overlooked. Consumers
often adjust their spending behavior based on
perceived social standards and pressures. For example,
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during times of economic prosperity, increased
spending may be seen as socially desirable, leading to
higher consumption even if personal taxes rise.
Conversely, during economic downturns, societal
pressure to save and reduce expenditure can become
more pronounced. These social factors, combined with
individual psychological biases, create a complex
landscape where the impact of personal taxes on
spending trends is mediated by both personal and
social influences. Understanding these behavioral
economic factors provides a deeper insight into how
tax changes translate into actual spending and
economic activity[20].

Influence of Non-Tax Policies and

Economic Conditions:

Non-tax policies play a critical role in shaping
economic behavior and can significantly influence
how personal tax changes affect spending and
economic activity. Government policies related to
subsidies, social security benefits, and public
investment can alter disposable income and economic
behavior independently of tax adjustments. For
instance, an increase in social security benefits can
offset the impact of higher personal taxes by boosting
disposable income, thereby supporting consumer
spending[21]. Similarly, subsidies for essential goods
or services can reduce the financial burden on
households, making them less sensitive to tax
increases. These non-tax measures can either amplify
or mitigate the effects of tax policies on economic
activity, demonstrating the interconnected nature of
fiscal and policy tools[22].

Government policies beyond taxation, such as
monetary policy, social welfare programs, and labor
market regulations, often have a more profound
impact on economic activity and spending trends.
Example: During the COVID-19 pandemic, direct
stimulus payments, unemployment benefits, and other
financial assistance programs had a more immediate
and noticeable effect on consumer spending than any
changes in personal tax rates. During the COVID-19
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pandemic, economic uncertainty and disruptions in the
labor market led to decreased consumer spending and
a shift towards saving, highlighting how adverse
economic conditions can overshadow the effects of tax
policy changes. Inflation and interest rates are
additional economic factors that influence the
relationship between personal taxes and spending
behavior. High inflation can erode the purchasing
power of disposable income, making it harder for
individuals to maintain their spending levels even if
taxes are reduced.

The broader economic environment also plays a
crucial role in mediating the effects of personal tax
changes. During periods of economic growth,
consumers may be more willing to spend and invest,
even if taxes are higher, due to increased confidence
and financial stability. Conversely, in times of
economic downturn or recession, individuals are likely
to become more cautious with their spending,
regardless of tax changes[23]. Similarly, changes in
interest rates can impact consumer borrowing and
saving behavior. Lower interest rates can encourage
borrowing and spending by making credit more
affordable, while higher rates can have the opposite
effect. These factors can interact with tax changes in
complex ways, affecting overall economic activity and
consumer behavior. Global economic trends also
contribute to the influence of non-tax policies and
economic conditions on personal tax impacts.
International trade policies, exchange rates, and global
economic events can affect domestic economic
stability and consumer behavior. For instance, trade
disruptions or fluctuations in global commaodity prices
can impact domestic inflation and economic growth,
influencing how individuals respond to tax changes.
Understanding these global influences is essential for
a comprehensive analysis of how personal taxes affect
spending and economic activity, as they provide
context for the broader economic environment in
which tax policies are implemented.

Savings and Investment Decisions
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Savings and investment decisions are critical
components of personal financial management and are
significantly influenced by personal taxes. Taxes
directly affect the amount of disposable income
available for savings and investment. When tax rates
increase, individuals face a reduction in their after-tax
income, which can lead to decreased savings and
investment capacity. Conversely, tax reductions can
enhance disposable income, potentially increasing the
funds available for savings and investment[24].
However, the relationship between personal taxes and
these financial decisions is not always linear and is
influenced by a range of factors including tax
incentives, financial goals, and broader economic
conditions[25].

Tax incentives play a crucial role in shaping savings
behavior. For instance, tax-advantaged savings
accounts, such as individual retirement accounts
(IRASs) or 401(k) plans in the United States, provide
individuals with tax deductions or deferred tax
benefits, encouraging them to save for retirement or
other long-term goals[26]. When tax rates change, the
attractiveness of these incentives can shift, influencing
individuals’ decisions to allocate more or less of their
income towards such savings vehicles. During periods
of lower tax rates, individuals may be less motivated
to contribute to tax-advantaged accounts since the
immediate tax benefits are reduced. Conversely,
higher tax rates may increase the appeal of such
accounts, as the tax advantages become more
significant in comparison. Investment decisions are
also affected by changes in personal taxes, though
behavioral factors play a substantial role. Investors
often seek to maximize their after-tax returns, and
changes in tax rates can alter their investment
strategies. For example, capital gains taxes, which are
levied on the profits from investments, influence
investors' decisions to realize gains or losses. Higher
capital gains taxes might lead investors to hold onto
investments longer to defer tax payments, while lower
taxes might encourage them to realize gains more
frequently. Additionally, changes in personal tax rates
can affect risk tolerance, as higher taxes might prompt
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more conservative investment strategies, whereas
lower taxes could incentivize taking on more risk.
Economic conditions further impact savings and
investment decisions[27]. During periods of economic
growth, individuals may feel more confident and
willing to invest in higher-risk assets, as they
anticipate stronger returns. Conversely, during
economic downturns or periods of uncertainty,
individuals may prioritize savings over investment,
focusing on financial security rather than growth.
Moreover, inflation can affect the real value of savings
and investment returns. High inflation erodes the
purchasing power of savings, which might lead
individuals to seek investment opportunities that offer
higher returns to offset inflationary pressures[28].
Understanding how these factors interact with tax
changes provides insight into the complex dynamics
of personal financial decision-making.

While personal taxes have a direct impact on savings
and investment decisions by influencing disposable
income and tax incentives, behavioral factors and
economic conditions also play a crucial role. The
interplay between these elements shapes how
individuals manage their finances, highlighting the
importance of considering both tax policy and broader

economic contexts in understanding financial
behavior.
Income Inequality and Marginal

Propensity to Consume

Income inequality significantly affects consumption
patterns, as disparities in income distribution can lead
to varying spending behaviors among different income
groups. Higher income inequality often results in a
situation where a large portion of wealth is
concentrated in the hands of a few, while a substantial
portion of the population has limited income. This
disparity can influence  overall economic
consumption, as lower-income households tend to
spend a higher percentage of their income on essential
goods and services compared to higher-income
households, who may save a larger portion of their
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income[29]. Consequently, when tax policies impact
disposable income, they may have different effects
across income groups. For instance, a tax cut might
lead to increased consumption among lower-income
households who are more likely to spend additional
income, whereas higher-income households might use
the tax savings for investment or savings, leading to a
less pronounced increase in overall consumption.

The impact of personal taxes also varies across
different income groups. High-income households,
who typically face higher tax rates, have a lower
marginal propensity to consume compared to low-
income households. Thus, tax changes affecting
higher earners may have a limited impact on overall
economic activity[30]. Example: A tax cut for high-
income earners might result in increased savings or
investments rather than significant changes in
consumption patterns. Conversely, tax cuts for low-
income earners, who are more likely to spend
additional income, could have a more substantial
impact on aggregate demand.

The marginal propensity to consume (MPC) refers to
the proportion of additional income that a household
is likely to spend on consumption rather than save.
Income inequality influences the MPC, as lower-
income households typically have a higher MPC
compared to higher-income households. This is
because lower-income individuals often have more
immediate and pressing consumption needs, so they
are more likely to spend any additional income they
receive. Conversely, higher-income individuals are
more likely to save or invest additional income, as
their consumption needs are generally met, and they
have a greater capacity to allocate funds towards
savings or investment[31]. Therefore, when tax
policies alter disposable income, the impact on overall
consumption can be substantial if the additional
income is received by lower-income households with
a high MPC, whereas the effect may be more muted if
it benefits higher-income households.
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Tax policies can significantly influence consumption
patterns through their effects on income distribution
and the MPC. Progressive tax systems, where higher-
income individuals are taxed at higher rates, can help
mitigate income inequality by redistributing income
and potentially increasing consumption among lower-
income households. Conversely, regressive tax
policies or tax cuts that disproportionately benefit
higher-income individuals may exacerbate income
inequality and lead to less immediate boost in
consumption, as these individuals are less likely to
increase  their ~ consumption  proportionately.
Understanding how different tax policies affect
income distribution and the MPC helps in assessing
their overall impact on economic activity and
consumer spending. The interplay between income
inequality and the MPC has long-term implications for
economic stability and growth. High levels of income
inequality can result in uneven economic growth, as
consumption  patterns  become increasingly
concentrated among wealthier individuals who may
not spend as much of their additional income. This can
lead to reduced aggregate demand and slower
economic growth. On the other hand, policies that
address income inequality and support higher
consumption among lower-income households can
contribute to more balanced economic growth and
stability. By focusing on how income inequality and
the MPC interact with tax policies, policymakers can
better design strategies that promote equitable
economic growth and enhance overall economic
activity.

Discussions

The analysis of the impact of personal taxes on
spending trends and economic activity reveals a
complex interplay of factors that extends beyond the
direct effects of tax changes. While personal taxes
undoubtedly influence disposable income, their
impact on overall spending behavior is moderated by
various economic and behavioral factors[32]. For
instance, consumer confidence, credit availability, and
long-term financial planning significantly shape how
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individuals respond to tax adjustments. Additionally,
non-tax policies and broader economic conditions play
crucial roles in influencing economic activity, often
interacting with tax changes in multifaceted ways.
Behavioral economics further highlights how
psychological factors, such as present bias and mental
accounting, can affect financial decisions and
spending patterns. The findings underscore the need
for a nuanced understanding of how personal taxes
impact economic behavior, considering both
individual and macroeconomic variables[33]. By
integrating insights from these different dimensions,
policymakers can better design tax policies that
account for the diverse ways in which taxes influence
consumer behavior and overall economic activity,
ultimately aiming to foster more effective and
equitable economic outcomes.

Conclusions

The analysis of the impact of personal taxes on
spending trends and economic activity from 2018 to
2021 reveals a nuanced relationship shaped by a
variety of factors beyond mere tax rate changes. While
personal taxes undoubtedly affect disposable income
and, by extension, consumer spending, the overall
impact is moderated by economic conditions,
behavioral factors, and non-tax policies. The study
highlights that changes in consumer confidence, credit
availability, and long-term financial planning play
significant roles in determining how tax changes
translate into spending behavior. Additionally, the
interaction between tax policies and broader economic
conditions, such as inflation and interest rates, further
complicates the direct effects of taxes. The findings
suggest that while personal tax adjustments can
influence economic activity, the magnitude and
direction of this influence are contingent upon a
complex interplay of wvarious factors. For
policymakers, this underscores the importance of
considering a holistic approach when designing tax
policies, taking into account not only the direct effects
on disposable income but also the broader economic
and behavioral context. Ultimately, a deeper
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understanding of these dynamics can lead to more
effective and equitable tax policies that support
sustainable economic growth and stability.
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