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Essay/Problem Set 3








1A.	The labor force participation of married women will likely fall if couples can no longer file income tax jointly.  Suppose there is a 50% income tax for every individual.





			Value of time			Value of time		In market


			at home			in market		with tax





Group A (Robert)	20 units			48 units		24 units





Group B (Susan)	20 units			32 units		16 units





The income tax induces Susan to work at home because the value of her time at home is greater than it is in the taxed market.  In many situations, this will be the case for the secondary earner in the household.  When income tax rates make the value of household work greater than market work, the individual will stay home.  In most cases, it is the woman in a marriage that is the secondary earner.  Hence, labor force participation for married women will decrease with more staying at home.





1B.	It is quite possible that a identical situation will happen to men when income taxes are levied individually.  In the example above, reversing the roles of Robert and Susan would suggest that Robert will work at home, out of the labor force.  By the same logic, labor force participation of men could conceivably fall.  However, with men frequently earning more in this country, it is likely that men will not drop out of the labor force.  With many couples financially acting as single entities, a result of individual income taxation could lower family’s income, causing men to work more hours as a result of the income effect.  Most likely however, there will be no change in the labor force participation rate of men.





1C.	It is probable that child care will increasingly be provided in the children’s own home.  As it is now more valuable for Group B individuals to be working at home, one of the responsibilities of Group B is likely to provide child care.  There is no reason to pay a private provider for child care when there is a person working in the home.  Consider the cost of child care to be 10 units.  If Susan does not work at home and chooses to work in an income taxed labor market, she will earn 16 units.  Paying 10 units to a private provider of child care will leave only 6 units to allocate for other household needs.  If Susan remains in the home, the value of her work will be 20 units.  With 10 of those units allocated to child care, there is a greater remaining allocation for other household needs.  (Note: it is likely that private child care will be more expensive than providing it one’s self.  Therefore, if Susan works there will probably be fewer units leftover for other household needs.)











2.	Our tax structure is based on the premise that those with higher incomes not only should pay more but should pay a larger fraction of their income to taxes.








3.	The critics points about the provision of tax relief to parents based on the number of children is a logical economic argument in certain aspects, however, there are many other factors determining whether it is a realistic critique.  Personally I do not feel that the exemption should be eliminated.


	The critique is valid only from the standpoint that it is awarding tax relief to those individuals that have chosen to have children.  The argument would follow that having children is a decision people make that differentiates them from other individuals and that people having children were in no way persuaded to do so.  Therefore, why should our society reward those that have made such a decision.


	There are many problems with this argument all of which contradict the critique.  Most importantly, having children, though actually a choice, can not be considered as synonymous with normal consumer decision making examples.  Any economist or non-economist knows that reproduction is a vital necessity for the human race to exist.  Furthermore, there is an expectation that nearly all marriages will produce children.  Therefore in the vain that the critique considers the choice to have children comparable to consumer choices, such as pets or expensive cars, it is invalid.


	











4.	This statement is FALSE.  The income and subs


