Tax Systems


There are two things in life that are for sure and they are taxes and death. According to Roseman there are three ways to redistribute income among individuals. One of that is to redefine the ownership of factors, for instance, by taking land from the rich and giving it to the poor. A second way is to impose regulations on markets, such as a minimum wage law. The third alternative involves leaving the ownership of factors as it is and letting markets work, so that flexible factor prices can ensure that resources are used efficient and Economists prefer to focus on this option.  


We want scarce factors to carry very high prices, because if it costs firms a lot to use them, they’ll use such scarce items only where they are especially valuable. The efficiency we get from this system is what we want if the economy is to generate the most material welfare that is possible given our scarce resources. Thus, the way factors get paid in a market economy is efficient, but the outcome can be pretty discouraging on income distribution grounds for many individuals…especially if they own only a little bit of an abundant factor of production such as unskilled labor.”

“In general tax system we have the same tax rate for all income, whatever the source of that income. When there are different taxes for different kinds of income, the government creates incentives for people to change their market behavior to try to get some of their income into the lower taxed form. These incentives cause inefficient and frustration of the initial income redistribution objective” says Palmer.


There are three ways to redistribute income. One way is to redefine the ownership of factors. Another way is to impose regulations on the market. Finally, leaving the ownership of factories as is and letting the market be. Economics prefer the general form versus the specific form of taxation.


Two examples of efficiency of taxes are payroll tax or corporate profit tax. The labor movement most likely opposes to payroll taxes. Labor favors corporate profit tax even though employees are worse off with the corporate profit tax than payroll tax. Labor pays more than just the tax with the corporate tax. Some of the tax is paid by the employer but any problems can be avoided with a general tax system.


Taxes create disincentives to work. On the first few thousands of dollars earned there are no taxes paid. Then you move to the lowest tax bracket. As your income increases your percentage of taxes paid increases.


Then there is the welfare system. John Palmer tells us about this system, “It involves giving subsidies to people at the low end of the income scale. The basic feature of our welfare system is that if you make absolutely no market income you qualify for a certain amount of welfare.  As you start earning market income there’s no reduction in the welfare payments, at least not for a while. But after a limit, the welfare dollars start getting withdrawn, as you earn more market income. It varies by municipality, but on average in Ontario you lose about 75 cents of welfare every time you officially earn one more dollar in the marketplace. That means that people in this low income range are effectively in a 75 percent tax bracket.”


Not only do we lose welfare after earning so much, but also we pay a steeper percentage of income tax. Together our welfare system and tax system creates a disincentive to work. To solve this problem is the negative income tax system, also called Guaranteed Annual Income. On this revised system some who were paying taxes don’t pay, but it is easier on those in the lower brackets. This system could create a higher welfare bill. A higher welfare bill will mean tax brackets fall into different categories and people will have other taxes. 

