
Taxation, Wage Bargaining, and
Unemployment
The relationship between taxation, wage bargaining, and unemployment is
a complex one that has been the subject of much research. This article
provides a comprehensive overview of the literature on this topic, drawing
on both theoretical and empirical studies. The article begins by discussing
the theoretical models that have been developed to explain the relationship
between these factors. It then reviews the empirical evidence on the impact
of taxation and wage bargaining on unemployment. The article concludes
with a discussion of the policy implications of these findings.
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Theoretical Models

There are a number of theoretical models that have been developed to
explain the relationship between taxation, wage bargaining, and
unemployment. One of the most common models is the insider-outsider
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model. This model assumes that there are two groups of workers: insiders
and outsiders. Insiders are workers who are currently employed, while
outsiders are workers who are unemployed. The model assumes that
insiders have more bargaining power than outsiders, and that they use this
power to negotiate higher wages. This can lead to higher unemployment,
as firms are less likely to hire new workers if they have to pay higher
wages.

Another theoretical model that has been used to explain the relationship
between taxation and unemployment is the efficiency wage model. This
model assumes that firms pay workers a wage that is higher than the
market-clearing wage. This is done in order to increase worker productivity
and reduce turnover. However, if the government imposes a tax on wages,
this can reduce the efficiency wage, leading to higher unemployment.

Empirical Evidence

The empirical evidence on the relationship between taxation, wage
bargaining, and unemployment is mixed. Some studies have found that
taxation can lead to higher unemployment, while other studies have found
no such effect. Similarly, some studies have found that wage bargaining
can lead to higher unemployment, while other studies have found no such
effect.

One of the most comprehensive studies on the relationship between
taxation and unemployment was conducted by the OECD. This study found
that there is a positive correlation between taxation and unemployment in
the long run. However, the study also found that the relationship is not as
strong in the short run.



Another study, conducted by the IMF, found that wage bargaining can lead
to higher unemployment in countries with high levels of unionization.
However, the study also found that the effect of wage bargaining on
unemployment is smaller in countries with low levels of unionization.

Policy Implications

The findings of the research on the relationship between taxation, wage
bargaining, and unemployment have a number of policy implications. First,
the findings suggest that policymakers should be cautious about raising
taxes on wages. Such taxes can lead to higher unemployment, especially
in the long run.

Second, the findings suggest that policymakers should be cautious about
supporting wage bargaining. Such bargaining can lead to higher
unemployment, especially in countries with high levels of unionization.

Third, the findings suggest that policymakers should focus on policies that
promote job creation. Such policies can include tax breaks for businesses
that create new jobs, as well as programs that provide training and support
for unemployed workers.

The relationship between taxation, wage bargaining, and unemployment is
a complex one that has been the subject of much research. The findings of
this research suggest that policymakers should be cautious about raising
taxes on wages and supporting wage bargaining. Such policies can lead to
higher unemployment. Instead, policymakers should focus on policies that
promote job creation.
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