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opposite directions, as lhcy effect work incentives, so will the wage subsidy have an
indefinite effect on work incentives. Higher wage means higher income from which the

individual will buy more of all normal goods, including leisure therefore work incentives
are reduced through the income effect. This income effect will be working even though
that particular individual has to work to receive the income. Increased leisure could come
in different forms like reduced hours or periodic withdrawals from the labour force or
even longer vacations. Higher wage can also mean that the opportunity cost of leisure or
the price of leisure has increased as well therefore we can say the work incentives have
also increased through the substitution effect. But there is no confirmed theory as to
which effect dominates the most. Hence, the work incentive effects of a wage subsidy are
ultimately an experimental or we would say an observed scheme.

Even though the work incentive effects of wage subsidy are theoretically indeterminant
like the other supply side policy we have discussed earlier, negative income tax, the
unfavorable work effects of wage subsidy are not as great as those of the negative income
tax. We have seen that under a negative income tax both the substitution effect and the
income effect in one direction which is it reduces the hours of work, work incentives are
better under wage subsidy plan because it increases the wage by the amount of subsidy or
the hours worked. But negative income tax reduces the wage by the amount of implicit
tax.

Lcts look at the journal by Aki Kangasharju where he discusses whether wage subsidy
employment in subsidized firms. He says that purpose of active labour market
to increase employment by improving the human capital of the unemployed
workforce through training and periods in subsidized jobs.

An agreement to finding is that the effectiveness of active labour market measures s
according to the sector in which subsidies arc applied and it has been moderately weak. A
results show that in Finland, labour subsidies applied in the private sector generates small
positive effects, whereas the ones applied in the public sector do not generate any effect.
The journal shows that an experiment has been carried out where it enquiries whether
subsidized jobs stimulate employment in firms, or whether employees in subsidized jobs
simply substitute for non-subsidized employees. Moreover, it checks whether wage
subsidies have any adverse cffects on non-subsidized firms in the same industry. This
paper uses empirical data spanning from1995-2002. The evaluated sample of firms is
taken from the registers collected by the Finnish Tax Authority. Data includes firms from
different type of industries, which includes manufacturing, wholesale and retail trade, and
rvices. After carrying out the experiment he found out the effect of wage
subsidies on the employment of subsidized and non-subsidized firms during 1995-2002.
‘What he mainly found out was that wage subsidies have stirred up the employment in
subsidized firms. The approximations where around 9%.

For the full stimulus effect to work it requires that the wage subsidies should increase
total employment by more than the size of subsidy, as the
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Subsidy is only partial. According to his experiment, it was roughly estimated that the
total effect of the payroll should be about three times more than that of the subsidy.
Hence he concluded that the wage subsidy program has been encouraging employment
reaching its objective, and that the degree of the effect has been as it was planned.

So, as per the experiment we can see that the wage subsidy does increase the amount of
employment, encouraging them to do more work. As we have discussed carlier work
incentive effects are greater under wage subsidy than a negative income tax, this does not
really mean that the wage subsidy is a better plan. The main disadvantage of the wage
subsidy is that it is poorly aimed to the population in need. Although it may help the
poor’s who are working it doesn’t at all help the ones who justifiably cannot come to
work, for example the disabled ones. For these kinds of people a negative income tax
would at least give them a guaranteed minimum income. Therefore, because of these
viable costs wage subsidics are rarely used in practice. For a wage subsidy to be feasible
it needs to be targeted to low-income groups or individuals. One increasingly popular
form of targeted work subs called an carned income tax credit. The earned income
s a refundable tax or a subsidy, for low and medium income individuals or families,
which is paid irrespective of other income taxes paid by the individuals. When the credit
surpasses the amount of taxes billed, it results in a tax refund to those who claim the
credit. This credit is provided to balance the burden of social security taxes and also to
promote an incentive to work. This type of income tested wage subsidy is becoming very
popular in both Canada and the United States. The earned income program has mainly
two parts. In the first part the workers receive a wage subsidy proportional to their
carning which is called the ‘phase in’. Once the subsidy reaches a st value, it is
gradually ‘phased out’ to disappear altogether once the earning reaches a high enough
level. The National Bureau of economic research stated that

“This largest federal cash transfer program also successfully meets its explicit goal of
encouraging low-income parents to go to work by, in effect, lowering their tax rate and
providing a financial bonus for that work effort” on 5" June 2013.

The Centre on Budget and Policy Priorities revised this article on April 9 2013 by
Chuck Marr, Jimmy Charite, and Chye-Ching Hu.mg aying Earned Income Tax Credit
promotes work and encourages children’ hool. We can sce that they showed
the gradual increase in employment of female heads of houschold in the graph below
(figure 1). The article said that carned income tax credit is particularly effective at
encouraging work among single mothers working for low wages, and is considered
among the most effective policies for increasing the work and earnings of female-headed
families. The earned income tax credit expansions of the 1990s “appear to be the most
important single factor in explaining why female family heads increased their
employment over 1993-1999” stated by the economist Jeffrey Grogger from University
from University of California at Davis also compared that there
in birth outcomes for mothers who likely received the largest increases in
their earned income tax credits under the expansions of the 1990s and mothers who likely
received the smallest increases. They found that mothers receiving the largest increases
that the greatest improvement in the number of births suck as less number of premature
and low weight births, thus concluding that the earned income tax credit improved the
health’s of infants. This article also said that the carned income tax increases children’s
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school performance resulting in better grades. When researchers analyzed ten anti-
poverty and welfare-to-work experiments, they found a consistent pattern of better school
results for low-income children in programs that provided more income. Gordon Berlin,
the president of MDRC — one of the nation’s leading research organizations that is
known for its rigorous evaluation of anti-poverty and welfare-to-work programs —
summarized the results this way:

“There is a remarkably strong body of research — much of it based on large-scale,
well-implemented, experimental rescarch designs — showing that supplementing
the earnings of parents helps raise families out of poverty and improves the school
performance of young children. This point is so important — and to many so
surprising — that I want to state it again: We have reliable evidence involving
thousands of familics in multiple studies demonstrating that ‘making work pay”

s improvements in young children’s school performance”.

Figure 1

Eamed Income Tax Credit the Biggest Factorin
Boosting Employment Among Single Mothers

Increasein employment of female heads of households
Therefore we can see from this article that| in 1999 due to changes since 1993
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the individual would be in the absence of earned income tax credit. Therefore there might
as well be a decrease in the work effort specially in the phase out period when the income
and substitution effect goes in the same direction, in this case in increases leisure time,
leading to decrease in the work effort.

We have gone through a few labour supply and public policy work incentives in this
essay. As we can see everything have both advantages and disadvantages. But we go after
the policies after weighing that the advantages out rules the disadvantages. Therefore
every nation tries to motivate their labour force through these types of government supply
side policies and goes through trial and error method. Estimating the impact of income
maintenance program is definitely difficult, but the weight of evidence from research on
the impact of these programs shows that both the liberality of welfare benefits and
individual labour market opportunities foresee participation in the welfare programs.
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Every government needs to take some measures to motivate their labour force and
provide them with certain incentives. Labour plays a very important role in economic:
may not be the only source of producing goods and services but Labour market is one of
the most important sectors of our market economy. It doesn’t only have a direct effect on
a countries development and economic growth rate but also has an impact on every
individual’s life because at some point or the other, almost every one of us has to
participate in it. And therefore the government is in need of making sure that there are
enough incentive and welfare programs for constant productive and efficient supply of
labour for the growth of its economy and for the improvement of every individual’s living
standard.

Supply side policies are the measures taken by the government to increase productivity
and therefore shift the long run aggregate supply curve to the right. These are some
labour supply and public poli hat the government undertake such as welfare benefits,
negative income tax, demogrants, disability insurance benefits, wage subsidy, earned
income tax and so on. There have been a few questions raised against these work
incentive programs indicating they discourage the labour to work. Although, the intention
is to provide incentive to workers through these policies, to what extent does all these
supply side measures really incite the labour force? We will have a look at few supply
side policies and their effects in the labour force market.

Negative Income tax or guaranteed annual income plans involve an income guarantee;
which means people earning below a certain amount of income will receive a
supplemental amount of pay from the government instead of having to pay taxes back to
the government. This is a welfare program with a 100 percent tax back rate (Labour
market economics,6” edition. Chapter 3).The guaranteed income increases the
beneficiary’s income and gives him income even if he works less.

Lets look at the Eastern Economic Journal of “Negative Income Tax And Family Labour
Supply In Canada” by John Baffoe Bonnie. . In Canada an attempt to reform the tax-
transfer system led to a research experiment, which focused primarily on the work
behavior of individuals and families in response to a negative income tax (NIT) [Hum,
1979; 1981]. Assuming an individual’s taste, and that non market work is a normal good,
he would want to give more time to leisure and lesser time to the work market. This
would be the so-called income effect of the guaranteed income.

The tax rate has two effects. First, a positive tax rate lessens the rewards gained from
extra working hours therefore this decrease in reward leads to a decrease in the market
hours. This would be the substitution effect. The second would be, the higher tax rate
reduces the beneficiary's total income therefore persuades him to work more. This is the
income effect of a positive or higher tax rate. A positive or higher tax rate therefore has
both substitution and income effects that work in opposite directions. Economic theory
does not tell us which of the two effects

dominates. Thus, a positive or higher tax rate may lead to either increases or decreases in
labor supply.
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Moffitt [ 1985, 265] demonstrated that the effect of NIT programs depends on the

shape of the income distribution. The program may differ in its effects among groups in
the U.S. population and over some ranges of tax rates. Part of the population will have a
negative change in labor supply, part a positive change, and part no change -hence, the
ign of change in labor supply is ambiguous ( Eastern Economic Journal, Vol. 21 ).He
arried out experiments including different groups to see how negative income tax
affected different parts of the labour market population. After working on different type
of demographic groups, this was his conclusion;

The focus of this paper has been threefold: First, it has asked whether family labor supply
interactions reveal anything new about the effect of an negative income tax on labor
supply. The results not only strongly confirm the results of previous non-experimental
studies that an negative income tax reduces the labor supply of females, but also show
larger reductions. These results are different for males, who would, in fact, increase labor
supply at higher levels of the tax rate and lower levels of the guarantee. The implications
of these results bring into question the appropriateness of an negative income tax, since
different demographic groups respond differently to different negative income tax
programs. The res reveal a greater reduction of work effort by French-Canadians
than by English-Canadians. Despite this larger disincentive effect, one cannot safely
conclude that the program would be inappropriate for a province such as Quebec where
mostly French is spoken. All that one can say is that French-Canadians working in the
English-speaking provinces are more likely to reduce their labor supply than English-
speaking Canadians because of the problems French-speaking Canadians encounter in the
labor market of English-speaking provinces. Second, the paper has investigated whether
the effect of an negative income tax on an individual's labor supply depends on the labor
market conditions. The results clearly indicate that, regardless of sex, negative income tax
programs have larger disincentive effects on the work cffort of individuals who work in
Jjobs with poor working conditions. Finally, I have observed that the effect of negative
income tax programs depends on the functional form. The sensitivity of the functional
specification seems to suggest that investigation of more general functional forms may be
appropriate. Therefore, from the above conclusion to the experiment we see negative
income tax works differently in different demographic groups.

Another experiment has been talked out about in the Journal “Negative Inwmc Taxes,
Inequality, and Poverty” by Constantine Angyridis and Brennan S. Thom
November 2001. After carrying out the experiments their conclus
to the previous journal we just reviewed.
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This paper employs the Aiyagari and Mc-Grattan’s (1988) heterogencous agents model to
study the different changes in negative income tax with relation to redistributive effects.
Negative income tax mixes flat rate tax with a fully refundable credit, also known as a
demogrant. In the post World War 11 US economy, this model was adjusted. Any
difference in demogrant would bring about a major change in the distribution of
consumption, hours, assets and the number of hours. When relative poverty is minimized
using the optimal tax policy, it can be said that the optimal tax policy is numerically
determined. In other words, when the demogrant to output ratio stands at 24.46%, relative
poverty is abolished, given that the income tax rate is 57.95%. We also explain how these
numerical assumptions stand strong against the choice of the coefficient of relative risk
aversion. Moreover, for different potential values of this parameter, the required tax rate
for poverty elimination stands between the 57.11% to 59.62% range.

The model that they took into col umption on exogenously
determined growth rate for labor-augmenting technological progress. As a result,
previously examined redistributive policies made no changes to the economy’s long run
rate of growth. Had their assumptions been more factual, the effect of these fiscal policies
would be included in the growth rate. Therefore, the more suitable model spec i
would include an endogenous growth model. For example, Cassou and Lansing
(2004,2006). They intended to further this research in the near future. (Negative Income
Taxes, Inequality, and Poverty, Constantine Angyrdis and Brennan S. Thompson,
November 2001).

ideration is based on the a:

Concluding based on the above experiment, it can be said that the effect of negative
income taxes greatly relies on the different demographic groups, which can be either
positive or negative. Another article by Guy Sorman, describes his views that go against
the negative income tax. He puts forward the simple argument that negative income tax
would most definitely get rid of the welfare bureaucracy along with the unproductive
programs that come with it. Not only does he overlook the rather obvious conclusion that
the idea of people carning lifelong money for doing nothing in exchange may discourage
people from looking for gainful employment in the first place, alongside stating that the
negative income tax can be structured in a way that would encourage people to work, in
comparison to the prevalent welfare system. Between late 1960’s and 1980, the US
undertook four experiments based on negative income tax. These experiments examined
of various program variants among both urban poor and the rural poor, during
ive and negative macroeconomic periods. These experiments were done within
the geographical localities between New Jersey to Seattle. Although the results of these
experiments have been a subject of debate and criticism, there still was two findings that
remained the same in all the experiments. One, it was found that the tested negative
income tax programs brought about a reduction in the number of hours worked, in
comparison to the existing welfare system. This was contradictory to Sorman’s ideology
that one of the New Jersey-Pennsylvania experiments proved that the people receiving
the negative income taxes made them feel more encouraged towards going back to work.
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The fall in the number of hours worked was mainly caused by employees staying
unemployed if and when they were unemployed. Secondly, Sorman’s argument suggested
that this problem could be countered using the tested level of progressivity of implicit tax
rates, however, this wasn’t the case. In his experiments, Sorman cited Robert A. Moffitt
who has written broad accounts of how negative income tax experiments proved that
lowered tax rates led to no effect on the supply of labour. Interestingly, Sorman also
wrote several papers trying to prove how even theoretically speaking, implicit tax
progressivity encouraging people to work i sumption. When it comes to
economics, it is always difficult to generalize on the basis of experiments, despite it all; it
was still evident that when tested, negative income tax would reduce work effort. (the
American Scene by Jim Manzi).
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On the contrary, in 2008, a proposal to impose negative income tax was brought to the
senator of Toronto, Hugh Segal. (source-why Canada should undertake NIT,2008). He
explained his re: citing statistics such as how 23% of life I
people under the age of 75 could be a result of income inequalitics. Taking the human
capital approach towards the value of lost productivity resulting from illiteracy, disability
and premature death, he believed that all these reasons combined impacts the entire
society. Furthermore, child poverty rate was higher in Canada than in Sweden, Norway,
Switzerland and Netherlands. He stated how these very children were the future of the
country, not only future leaders, but they also represented the country financial future. As
Canada would be paying a hefty amount of its budget to the older population in the form
of Old Age Security benefits and Guaranteed Income Supplement, in twenty years time,
the population proportion of senior citizens would rise to 18%from 13%. He als d
that even if the section of employed demographic remains unchanged, merely 49% of the
population will be employed and able to aid in financing the fund that goes behind
Canada’s senior citizens. One of Canada’s current capital city Ottawa would require an
extra 12 billion dollars to finance them.

st for different reasons in

SO)

As of 2006, statistics show that there were as many as 650,000 Canadian adults who fell
under the ‘working poor’ category — a category that includes citizens who are employed,
with some even raising families but still falling behind when it comes to the Low Income
Cut Off, or the rather imprecise measure of poverty used in Canada. Poverty must not
only include those citizens who benefit from the social welfare system. The governments
approach to the poor in Canada would have been a success only if those programs were
able to be a sign of progress as far as poverty levels are concerned. These programs
should have strived for more measurable progress — higher productivity levels, less
overall poverty and stronger consumer confidence. Truth be told, none of these changes
have been evident. Allowing the condition of the citizens’ lives deteriorate to the point
where they go through the 1960’s based programs to finally fall under the welfare
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programs, programs which are intensely pledged and regulated on municipal decisions is
itself a step down from the basic requirement of individual self respect. Even when
different companies hire the senior employees by buying them out, the most vital aspect

of the severance packages are the transitional income.

People who keep stating that a negative income tax would severely deplete the national
bank should begin by analyzing and reflecting on the amount the government has already
been spending, sometimes to ill effect. . The MacDonald Royal Commi
Economic Union and Development prospects analysed the spending on income security
in the 1980’s. Back then the unemployment insurance was at 11.6 billion, Old Age
Security at 11.4 billion, Social Assistance at 6.6 billion, Family Allowance at 2.4 billion,
Child Tax Exemptions at 1.4 billion, a Child Tax Credit of 1.1 billion. At that time, these
numbers still allowed the government to have funds for native programs and training
allowances. When added with provincial expenditure, and not taking into account the
personal tax exemption, the total added up to $61 billion. This figure is 25 years old,
whereas in today age, according to 2004 figures, total federal and provincial transfer
tands at 130 billion dollars. This
ssion number. Through the implementation of the negative income tax system,
there would be a steady flow of guaranteed income that would take place of other
expenses, barely being a question of unnecessary expenditure. Personally, I belicve a
fixed yearly income through the negative income system that is properly structured would
the quicker solution. It would help bring all Canadian citizens below the poverty line,
forcing a regional definition of that line. It would also encourage tax-filing compliance,
increasing children’s chances and opportunities. Furthermore, it would lower the rate of
illne: that result from life pathologies that are cause by poverty. As a result, the
pressure on hospitals would be lessened as well. The basic floor of income provided to
citizens would act as a security blanket during job losses, thereby reducing stress too. It
can be said that in any form or any level, poverty should never be allowed to prevail in a
healthy society.

ion on Canada’s

levels

twice the amount of the MacDonald

Therefore we can see like every other economic policy the negative income tax policy
also have its drawbacks as well as its advantages as to why a nation should take such
policies into consideration.

‘We will move on to another type of labour supply incentive policy, which is wage
subsidy. Subsidy refers to a payment made by the government to a producer. According to
OECD ‘A subsidy is a measure that keeps prices for consumers below market levels, or
keeps prices for producers above market levels or that reduces costs for both producers
and consumers by giving direct or indirect support’. Subsidies can be direct — cash grants,
interest-free loans — or indirect — tax breaks, insurance, low-interest loans, depreciation
write-offs, rent rebates. This form of support can be legal, illegal, ethical or unethical.





