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Tax Progressivity and Determinants of Heterogeneous
Labor Wages

ZHAO Ying, WANG Ya-li

(School of Public Finance and Taxation s Zhongnan
Uniwversity of Economics and Law, Wuhan 430073, China)

Abstract: In market environment with heterogeneous labor, this paper
introduces the parameters of tax progressivity mainly including marginal and
average tax rates into a theoretical model and employs simulation methods to
analyze the real effect of the change in tax progressivity on the adjustment to
labor wages. The results show that the increase in progressivity parameter
and exemption has positive but limited contributions to the rise in labor wa-
ges, while the reduction in tax compliance costs gives rise to the rise in tax
progressivity. Labor is featured by endogenous and exogenous heterogenei-
ty. Generally speaking, labor endogenous heterogeneity may shrink the in-
come gap among workers in the short run but widen it in the long run. labor
exogenous heterogeneity may increase the progressivity. Measurements such
as active improvement of labor endogenous heterogeneity, adequate control
of labor exogenous heterogeneity, the optimization of tax system design and
the reduction in tax compliance costs are conducive to the rise in labor wages
and the optimization of distribution structure of labor wages.

Key words: progressivity; heterogeneity; exemption; wage
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