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Taxation should become an effective instrument in bringing down the inequalities
of income and wealth in the society. Prof. Dalton remarks “other thigns begin equal,
one tax system is preferable to another, if it has a stronger tendency to check inequality.”
Therefore, many economists have advocated the progressive taxation policy to achieve
this end. It is justified onthe ground of the principle of ability to pay. A rich person
having a greater ability to pay is taxed at a higher late and the poor is exempted or
taxed at a lower rate in the progressive tax system, so that the gap of inqualities income
and wealth is reduced by levelling down the high incomes. A progressive inheritance
tax of death duty will help not only in reducing the inequalities of wealth but also
inequalities of income genereated through wealth. At the same time, it must be noted
that taxation on the rich people will reduce their incomes. Consequently their power to
save and invest diminishes. In this way it may have adverse effects on production and
employment in an economy.
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