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Economic Fluctuation and Tax System in Developing Country

Abstract

The purpose of this paper is to clarify the relationship between the
sustainability of fiscal policy and the tax system. We assume that there are
two types of tax system, lump-sum tax and proportional income tax. We find
that under lump-sum tax system for workers, the economy becomes unstable
because of devaluation of home currency or unlimited issuance of
government bond. As is well known, many governments in developing
countries base their political background on skilled workers in urban area.
If they cannot maintain dual labor market system, their political stability
gets dangerous. That is why they have to adopt the proportional wage
income tax system and the fiscal policy which is advantageous for urban

area.
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