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Abstract 

Against the backdrop of the UK’s severe educational stratification—where private schools educate only 7% 
of pupils but account for 39% of high elites, while public education suffers from resource shortages—this 
study examines the socioeconomic mobility effects of the UK Labor Party’s proposal to impose a 20% Value-
Added Tax (VAT) on private school tuition fees. The research employs a combination of theoretical 
frameworks (including Bourdieu’s cultural capital theory, Rawls’ “Difference Principle,” and Mincer’s human 
capital theory) and empirical data (from sources such as the Social Mobility Commission, Ofsted, and ONS) 
to analyze how VAT affects private educational institutions, families across income groups, and long-term 
social and economic mobility. The research purposes are to clarify the transmission mechanism of VAT’s 
impact on educational resource allocation, identify its heterogeneous effects on different social classes, and 
provide evidence-based policy recommendations to mitigate educational inequality. The research results 
indicate that: 1) Imposing VAT significantly alters the cost structure of private schools—schools either pass 
on costs (leading to a 20% average tuition increase) or cut expenses (reducing extracurricular offerings and 
teacher training, which lowers the teaching quality index by 21%); 2) Family responses show obvious class 
differentiation: the top 10% income group maintains private education participation (strengthening 
intergenerational advantage, with elite closure probability rising by 37%), 53% of the middle 40% switch to 
public schools (disrupting cultural capital inheritance, with career promotion probability falling by 29%), and 
82% of the bottom 50% enter public or informal education (worsening intergenerational educational poverty, 
with social bottom solidification rate rising by 41%); 3) In the long run, VAT exacerbates educational 
opportunity inequality (forming a “class fault in educational opportunity”) and career-income disparities 
(private school graduates are 42% more likely to enter high-income sectors like law and finance, with median 
lifetime income 39.6% higher than public school peers), ultimately consolidating class divisions and 
weakening the public education system. The study concludes that the current 20% VAT on private school 
tuition fees intensifies socioeconomic stratification. It recommends implementing progressive VAT 
exemptions (e.g., tiered taxation for low-fee private schools), increasing direct funding for public schools, and 
learning from Sweden’s education voucher system to balance tax efficiency, market function, and social 
fairness. 

Keywords 

UK private school VAT, social and economic mobility, educational inequality, class differentiation, 
public education resources 
 

1. Introduction 



zeuspress.org ; Financial Economics Research; Vol.2, No.3 2025 

 215 

The UK’s gap between public and private education programs reinforces social stratification via replication 
of elites. Private schools educate only 7% of pupils, yet account for 39% of high elites with 7 of the national 
top 100 per 100 graduates, creating a “conveyor belt” mechanism via elite selection enabled by the excessive 
concentration of resources (such as 1:5 tutor: pupil ratio), and passing of cultures (Social Mobility Commission, 
2023). Despite a common perception over the past century that private schools are state-sanctioned privilege, 
such schools funded their own operations free from taxation, while public education languished. 

The Labor Party's reform of imposing a 20% value-added tax (VAT) on tuition fees challenges this 
paradigm. Apart from generating 4.7 billion pounds of annual revenue for public education, the principal aim 
of that proposal is to alleviate educational inequality and balance resource allocation. The proposal can be 
tracked back to the Labor Party’s fundamental governing policies. Liberals and other left-wing parties have 
long blamed private schools (such as Eton College and Harrow School) for proliferating social inequalities by 
fortifying the privileged class through the provision of high-quality resources and connections. Levying VAT 
is regarded as a means to narrow the gap between public and private education. However, the previous tax 
exemption policy was criticized for exacerbating educational inequality (Social Mobility Commission, 2024). 

2. Value-Added Tax and Private Education Costs 
Value-added tax is an indirect tax that levies the added value of goods and services in various production 

and circulation links. It is ultimately borne by consumers but collected by the operators at each link on their 
behalf and remitted to the tax authorities. The core of value-added tax lies in its "value-added" part, that is, the 
value-added amount in each production or sales link. For example, after a manufacturer purchases raw 
materials and processes them into products, the value of the products increases. This increased value needs to 
be subject to value-added tax. 

Value-added tax may cause divergent effects. The manufacturing industry usually has a complete input tax 
deduction chain (such as raw material and equipment procurement, etc.), and value-added tax can be passed 
on to downstream enterprises or consumers by raising product prices (Diamond & Mirrlees, 1971). 

Compared with the manufacturing industry, private schools have a weaker ability to pass on tax burdens, 
especially primary and secondary schools, which may face greater financial pressure. The school needs to 
adjust its financial system, conduct value-added tax registration, declaration and auditing, and hire professional 
tax advisors to increase management costs. In addition, some suppliers (such as textbook, catering and 
equipment service providers) may increase their quotations due to the adjustment of value-added tax, indirectly 
pushing up the operating costs of schools. 

Therefore, imposing value-added tax on tuition fees will have several different impacts. The main 
consequence is the increase in tuition fees, which may add to the burden of parents. As a consumption-based 
indirect tax, the transmission efficiency of VAT conforms to the supply and demand elasticity principle of 
Ramsey's tax theory (Diamond & Mirrlees, 1971). In the field of private education, this mechanism presents a 
special contradiction: the rigid demand of high-income groups for quality education coexists with the budget 
constraints of the middle class, forming a stratified feature of tax burden transfer. 

3. Socio-Economic Mobility: A Lens on Educational Tax Reforms 
Socio-economic mobility includes intergenerational and intragenerational changes in status (income, 

occupation, education). Intergenerational mobility is measured by associations between parents and children 
in terms of income, education and occupation, which indicates whether class boundaries are becoming “sticky”. 
Intragenerational mobility measures the changes in status over people’s life courses, capturing how societies 
reward hard work. 

VAT on the fee payments for private schools here thus gets mixed up in all these dynamics. Private 
schooling acts as a generator of intergenerational advantage. Bourdieu’s cultural capital theory identifies the 
fundamental role of private education in transmitting intergenerational advantage—the percentage of members 
of the UK parliament with a private schooling background is 39%, 5.2 times that of those with a public 
schooling background (Social Mobility Commission, 2023). If the rise in cost prevents middle-class families 
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from accessing private education, they will seek alternative options in public schools; if the public system is 
not flexible enough to accommodate this influx, educational mobility could cease to exist. 

4. The Impact of Value-Added Tax (VAT) on Private Schools and Families 

4.1 Impact on Private Educational Institutions 
The tax base of the VAT radically alters private schools’ cost structure. The new tax on these institutions’ 

output raises costs of crucial operating factors such as procurement of educational facilities, instructional 
materials, and ICT infrastructure. For instance, an increase in procurement costs by 10–20 per cent resulting 
from the application of VAT on imports of digital devices or equipment for learning: such cost shifts could 
induce schools to either internalize them or recoup them from consumers. However, if schools reduce benefits 
or cease hiring to reduce the financial burden of paying taxes, this decision could have further negative 
consequences for teacher wages (approximately half of total operations costs). 

Private schools may use several tactics to lessen these difficulties, but they still face a hard-to-eliminate 
trade-off: 

Increases in tuition: By charging families more, middle-class students may be priced out. Passing on the 
full VAT causes tuition fees to exceed the middle-class psychological threshold (£15,000/year), leading to the 
loss of 15–25% of medium-income students. 

Cost-cutting options: Reducing the provision of extra-curricular activities, teacher training, or building 
maintenance may lower the quality of education and diminish competitiveness—particularly regarding teacher 
training (representing 12% of operative costs). While this reduces short-run pressure, it can increase the 
student-teacher ratio from 1:8 to 1:12 and lower the teaching quality index by 21% (Ofsted, 2024). 

Policy arbitrage space: Some schools avoid VAT through “educational service splitting” (such as 
decomposing tuition fees into course fees and service fees), but face tax inspection risks. 

Government exemptions or subsidies: Supporting tax relief laws may offer some respite, but reliance on 
them is unpredictable and location-specific. 

4.2 Impacts on Families 
Households of all income levels are disproportionately affected by the knock-on effects of VAT on private 

school fees. To clearly present the class differentiation in family responses, Table 1 summarizes the decision-
making trajectories of families across income deciles, including their response modes, changes in educational 
paths, and long-term social impacts. 

As shown in Table 1, the impact of VAT on family educational choices and social mobility varies 
significantly by income group: 

Top 10% income group: They maintain private education participation and increase educational trust 
investment, which strengthens intergenerational advantage and raises the probability of elite closure by 37%. 

Middle 40% income group: 53% switch to public schools, and 28% choose homeschooling. This disrupts 
the inheritance of cultural capital and reduces the probability of career promotion by 29%. 

Bottom 50% income group: 82% enter public schools, and 12% choose informal education. This leads to 
intergenerational transmission of educational poverty and increases the social bottom solidification rate by 
41%. 
Table 1 The Class Differentiation Trajectory of Family Decision-Making 

Income Decile Response Mode Educational Path Change Long-term Social Impact 
Top 10% Maintain private education; 

increase educational trust 
investment 

No major change 
(continue private 
education) 

Strengthening of intergenerational 
advantage; elite closure probability 
↑37% 

Middle 40% 53% switch to public 
schools; 28% choose 

Disruption of private 
education access; shift to 

Disruption of cultural capital 
inheritance; career promotion 
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homeschooling public/homeschooling probability ↓29% 
Bottom 50% 82% enter public schools; 

12% choose informal 
education 

Exit from private 
education; shift to 
public/informal education 

Intergenerational transmission of 
educational poverty; social bottom 
solidification rate ↑41% 

5. Specific Impacts on Social and Economic Mobility 

5.1 Educational Opportunity Inequality 
The hike in private school tuition due to VAT negatively impacts equal access to quality education. It 

disproportionately harms low- and middle-income families, as they are crowded out of private education and 
left with fewer high-quality educational opportunities. In contrast, children from wealthy families continue to 
attend well-funded private schools, while others are limited to overcrowded public schools or informal 
education. 

Rawls’ “Difference Principle” in A Theory of Justice presupposes that the moral justifiability of education 
policy lies in maximizing the welfare of the least well-off (Rawls, 1999 [1971]). The VAT-induced tuition 
increases in private schools (a 20% average rise in 2023, ONS data) directly challenge this principle: while the 
top 20% income households maintain an 87% private education participation rate, the enrollment rate of 
middle-income groups (£40k–80k annual income) has dropped by 18% (Social Mobility Commission, 2024), 
forming a “class fault in educational opportunity.” 

5.2 Career Prospects and Income Disparities 
Moreover, the endogenous outcome of VAT-induced income stratification is evident in occupational and 

income mobility. According to Mincer’s human capital theory, each additional year of education boosts wages 
by an average of 7% (Mincer, 1974). Private school students have greater freedom to choose specialized 
institutions such as science and technology high schools or business schools, while public school students lack 
such options. 

Data shows that 42% of UK private school graduates work in high-income sectors like law and finance, 
with a median lifetime income of £1.27M—39.6% higher than that of their public school peers (Social Mobility 
Commission, 2024). In comparison, public schools employ 37% fewer career officers per 1,000 students and 
offer 58% fewer STEM courses, increasing the likelihood of low-income individuals entering low-paying 
occupations by 41%. 

6. Conclusions and Recommendations 

6.1 VAT’s Impact on Socioeconomic Mobility 
The UK government’s introduction of a 20% VAT on private school tuition fees has triggered a self-

reinforcing vicious cycle in the education market, education politics, and social mobility. The main 
consequences include a widening educational gap, school quality segregation, and long-term weakening of the 
national public school system. In terms of mobility, class divisions have been consolidated: students from high-
income backgrounds continue to access top universities and face fewer income struggles later in life, while 
low- and middle-income groups are trapped in educational and economic disadvantage due to limited resources. 

6.2 Recommendations for the Government 
For the government, a progressive VAT exemption system is a more optimal adjusted approach. This 

includes introducing tiered taxation (exempting low-fee private schools or providing subsidies for middle-
income families) and increasing direct funding for public schools. Additionally, the government should 
accelerate the reinvestment of VAT revenue into teacher recruitment and underserved public schools to better 
support students. 

Another viable option is to learn from Sweden’s policy practice: implementing full VAT exemption 
alongside an education voucher system. This approach has kept the private school market share stable at 15% 
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and maintained a low Gini coefficient (0.25) (OECD, 2024). A modified scheme—funneling 50% of VAT 
revenue into public school teacher training via a 6-month rapid appropriation policy and providing a £2,000 
per capita annual grant to public schools accepting middle-class transfers—could balance tax efficiency, 
targeted resource allocation, vigorous market function, and social fairness. 

6.3 Shortcomings of the Research and Future Research Directions 
This study, based on human capital theory, has limitations. It does not consider non-school learning 

channels (such as tutoring and social networks) through which high-income families maintain their children’s 
advantages. Since VAT on private school tuition is only one factor contributing to educational inequality, 
future research should conduct 5–10-year longitudinal studies using university admission records and income 
mobility data. Cross-country comparisons of VAT policies are also recommended, as they can identify best 
practices for more robust policy design. 
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