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Introduction

Income Taxation plays a vital role in the taxation system in de-
veloped Western countries, achievements of research concerning the-
oretical foundation of taxation system is vast and specific. Upon
touching this topic, I found its appeal to me, at the same time; it’s
difficult for me to step forward, leaving mere impossibility of theo-
retical surpassing. Even with all my energy exhausted, I can only
see one ringed spot on a leopard; never talk about the whole view.

The effect of taxation on economy is one of the theoretical
grounds for governmental macro-control. Talking about this issue,
we cannot remain silent about our profound respect for the two e-
poch-making great masters in economics and their landmark immor-
tal work. Adam. Smith’s Classical Economics reveals the secret of
market mechanism, while Keynes’s Modern Economics is regarded
as the wonder drug healing depression. The collision of their theo-
ries became a century topic without one over the other, and brought
out the best in each other. It’s the later generations who always only
touch some part of it. “Each time we enlarge investment to get pre-
sent balance, which makes it more difficult for us to get balance to-
morrow” in Keynes’ work affords much for thought. It isn’t the
communication and recurrence to classical economics but the highest
realm of theoretical research. The answer may probably be: that on-
ly when we are aware of where we stand now, can we get to the
right destination in the right direction. The market mechanism un-
der free competition is more basic and is in the longer term compared
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with the improvised makeshift of governmental intervention. Let-
ting alone and excessive intervention can only lead to the opposite
side of the matter. More detailed issues lie in the manipulation of
opportunity, pattern, dynamics and balance between advantage and
disadvantages.

In order to set up Socialist market economy system and partici-
pate in the world economic circulation, we’d be fully equipped with
the theory about deflation as well as supports from taxation policies.
In my view, the reason why income taxation is held in esteem is not
only because of its importance in revenue generation, but also inter-
nal stabilization role it plays in economic operation, and also its con-
tribution as an institutional variable in economic growth.

In China, this fine taxation has received a cold welcome for the
low ratio it presents in financial revenue and the difficulty of tax
levy. It’s inevitable to ignore the regulating function while putting
too much emphasis on income. We may say problems exiting in tax-
ation system and management are major causes for worsening imbal-
ance of income distribution; also the taxation system interpretation
for the occurrence inflation. Ignorance of this problem will surly im-
peril stability and development. Income taxation plays an irreplace-
able role in the coordination between justice and productivity than
other taxations. It’s necessary to explore its economic value a step
further for the perfect income taxation system is the self-maintaining
system for the endless stream of pilgtims of Capitalist. We should
analysis, criticize and digest at Marxist stand, but not totally refute
or imitate it mechanically.

More than 3 years of my learning for doctor degree tutored by
Professor Ma Guoqiang ever since 1997, his attentive supervision,
his pursuit of study and his personality will be engraved on my heart
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and benefit my whole life.

During the course of essay writing, I was encouraged by the
support, guidance and help from Professor Xia Deren, Xie Xuezhi,
Kou Tiejun, Guo Qingwang, Sun Kai, Wang Tiejun, Li Songsen,
Wu Xudong, associate Professor Jin Shuanghua and Zhao Hengqun.

I am also deeply moved by my colleagues in Taxation Bureau
and Auditing Bureau, who took responsibility of more work while I
was engaged in my study. Especially the support and understanding
from Director Liu Taiming and Yu Jinzhu, has ensured the accom-
plishment of my study, 1 will always hold heartfelt respect for their
ability and bearing.

Finally I would thank my parents and my family for the un-
speakable sacrifice they gave me in the past several years. | sincerely

hope that this essay will never be unworthy of their expectation.

Hac Shuobo
Northeast Financial and Economic University

Dated; March 2001
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