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ABSTRACT

Income tax rapidly developed since it in the end of the
eighteenth century. Now it already become main tax in many
countries, play important role in the management of macro-
economy. Economists generally believe that income tax is
excellent category of tax, ratio of income tax in the system of tax
represents advanced degree. But income tax was always not paid
great attention and did not play important role in our country.
Income tax didn’t have basic of exist in the traditional planned
economy. Since reform of economic systems, economic structure
have already happened great changes in our country, sowe
should reform taxation, increase ratio of income tax, change
policies of income tax, fully utilize role of income tax. For this
reason, this dissertation will research basic theories of income
tax and choices of policies. This dissertation is composed of two
parts, first inspects basis theories of income tax, second tart
analyzes choices of policies in our country.

Chapter 1 “Introduction” . It summarized four basis
problems of income tax. First, pointed out that the say of
income tax was direct tax, and neutrality of income tax is
relative. Secondly, inspected criterion of measuring optimal
income tax, analyzed developing procedure of theory of optimal
income tax, pointed out shortage of Mirrlees’ optimal income
tax, expounded criterion of measuring optimal income tax stil
was fairness and efficiency. Thirdly, inspected relation between
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income tax and social stability, pointed out this would influence
the choice of policies of income tax. Fourthly, analyzed
maximizing of system of income tax.

Chapter 2 “effects of income tax to allocation of resource”.
This chapter analyzed neutrality and non-neutrality of income
tax, pointed out neutrality of income tax was relative, was not
absolute. In fact, income tax has important role in allocation of
resource between region and region, between department and
department, between firm and firm.

Chapter 3 “effect of income to growth of economy”. This
chapter analyzed the elements owning to economy can growth for
long time. those elements were save, investment and labor’s
supply. inspected the eifects of income tax working to those
elements. researched policies of encouraging investmet can be
chosen by government of our country, in order to realizing long-
time economic growth.

Chapter 4 “effect of income tax to stabling economy”. In
this chapter, firstly analyzed the difference of roles and duties
between market and government, pointed out income tax was
main means of government stabling economy. Secondly,
inspected shortage and advantage of role of income tax to
stabling economy.

Chapter 5 “regulation of income tax to income distribution”.
Firstly, inspected the change of income distribution in many
countries, believed “theory of inverse U” was collect, examined
that difference of income among men not only result from
difference of endowment of factors, but also result from
difference of opportunity income, therefore now our country

urgently need reform regulation of income tax. Secondly,
2



researched criterion of fairness of tax, pointed out conditional
fairness and efficiency have positive relation, resultant fairness
and efficiency have negative relation, therefore, government
need make rational choice. Thirdly, inspected history of view
about fairness and efficiency, researched choices about aims of
tax regulation between fairness and efficiency. In our country, in
order to realizing efficiency prior to fairness and also look after
fairness, rate of income tax should be “amount of free-tax should
be great, minimum rate of imcome tax should be relative higher,
grade of tax must tax be greater, marginal rate of tax should be
higher”. Finally, examined theory of negative income tax and its
shortage.

Chapter 6 “design of company income tax”. In this chapter
researched the policy of company income tax and the system of
company income tax. Those policy and system involved
taxpayer, tax bases, tax rate of company income tax. Those
involved aspects of economy and rule.

Chapter 7 “choice of personal income tax policy and design
of personal income tax”. Firstly, researched the model of labor
supply, pointed out labor supply was determined by utility of
earns of labor and cost of labor. The marginal utility of earns of
labor is decreasing, marginal cost of labor is increasing. When
marginal utility of earns of labor equal to marginal cost of labor,
the amount of labor supply is optimum. Secondly, inspected the
effects of personal income tax to labor supply in our country,
pointed out that ratio of cost of labor to the income of men who
have high income is lower. It don’t result to greater substitute
effect that government collects high marginal rate of tax to men
who have high income. It also don’t result to greater substitute
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effect to the men who pays minimal amount of icome tax,
because quantilative difference of income of these men mainly
result from difference of trade or profession. Finally, inspected
the choice of tax basis and rate of personal income tax, and so
on.

Chapter 8 “optimization of system of income tax”. Firstly,
pointed out it was an inevitable trend that income tax become
important increasingly, along with economy developed and
market economy established. Government should improve tax
system. Secondly, examined maximizing of system of income
tax. It should be the aims of company income tax that efficiency
prior to fairness and also look after fairness. But it should be the
aims of personal income tax that fairness prior to efficiency and
also look after efficiency. Thirdly, researched principle and
means of coordinating tax burden of company income tax and
personal income tax. Finally, inspected how is income tax
divided to central tax and regional tax.

The basic train of thought of this dissertation is that first
part (chapter 1) posed problems, second part (chapter 2,3,4)
examined fundamental relative principle, third part (chapter 5,
6,7,8) used these principle in analyzing the choice of policies

about company income tax and personal income tax.
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