
Taxes and labor supply

Taxes affect labor supply … at individual level and 
aggregate level

Labor supply differences between countries are 
comparatively large

It is unlikely that simple measures of aggregate tax 
burdens ( T / GDP or G / GDP ) capture the impact 
of taxes on either individual or aggregate labor 
supply

It is more likely that the schedule of taxes and 
composition of public spending produce those 
aggregate effects



Theory of individual labor supply (1900)
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Theory of individual labor supply (2007)
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Theory of individual labor supply (2007)
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Impact of government transfers on labor force 
utilization, 1997-1998

Source: OECD and IMF.

Labor utilization as a percent of US level (1998)
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Frequency distribution of 
U.S. hourly wages (2005)
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Impact of taxes on per capita GDP growth
1980-2005

Source: OECD and IMF.

Annual growth rate, Real per capita
GDP (1980-2005)

Den

Italy

UK

Jap

Austl

Spa

Can

Fra

Austria

Ger Neth
Bel

Nor

Fin

Swe

Switz

USA

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

20 25 30 35 40 45 50
Taxes as % of GDP (1979-1980)

Correlation = -.01



Annual growth rate, Real per capita
GDP (1980-2005)
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