Tax system




The distribution of income depends on the productivity of the productivity of the factors of production owned by each individual. We must starts with the marginal productivity theory. Some people like the so-called second earners in families work more when the wages are high. But others like self employed professional’s work less when wages are high. These positives and negatives responses to higher wages appear to cancel out since the overall supply of labor is completely inelastic. How incomes are determined. The demand curve of labor has an inelastic supply curve for labor. Because these curves are for the whole economy, the total income available to all the citizens is the nations total product measured in physical units. The national income is divided between laborers and the owners of the capital. There are three possible ways to redistribute income among individuals among individuals. One option is redefine the ownership of factors, for example taking land from the rich and giving it to the poor people. The second option is to impose regulations on markets, such as minimum wage law. Both economists prefer to focus on the third option, which involves leaving the ownership of factors as it is, and letting markets work.  So that flexible factors prices can ensure that resources are used efficiently. John Palmer, “In a general tax system we have the same tax rate for all different incomes. The government creates incentives so individuals can change their market behavior to try to get some of their incomes into the lower tax form. These incentives only lead to inefficiency. To see this, we can consider two examples. The Payroll tax is a tax imposed on a firm but taxing its use of labor, not of capital. When a tax is imposed in a firm’s use for labor, the firm is less willing to hire labor.  These firms then are able to shift the burden of the tax completely to the workers by lowering the wages; and the only reason why they are able to do this is because in the aggregate, labor is nearly a captive factor of production. And it also tends to affect the worker’s leisure choices. If the wage rates were fixed by a minimum wage law, the payroll tax only exacerbates the unemployment problem caused by the minimum wage as firms reduce the amount of labor that they want to hire.” 
Another tax not accepted by workers is the Corporate Profit Tax. This tax is a great levy for workers because it taxes only income that is derived from earning capital; therefore, it taxes primarily the capital of labor in our country. There are also taxes that are at least partially paid by the owners of capital.  A tax on Canadians who earn income from capital that is employed in anyway in the world. Ellen Roseman states that “We can avoid problems generated by taxes if we a very general persona tax in which we pay the same tax on our income; however, this tax is also not fully general and thereby, causes incentives that discourage people to work”. John Palmer explains that if you have zero income you don’t have to pay any taxes. You can earn up to your basic exemption before you have to pay any tax at all. Another system, which is fundamental to the redistribution of objectives: the welfare system, which involves giving subsidies to people at the low end of the income scale. The basic feature is that if you make no market income you qualify for a certain amount of welfare payment. The solution for this problem is called the “Negative Income Tax System” or the “Guaranteed Annual Income System” It avoids intervening in markets using things like tariffs and minimum wage laws. It guarantees an annual income plan. By redistribution goals thought this general approach we can avoid reliance on such things as minimum wage laws or import tariffs to protect peoples incomes.    

