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Abstract
This paper reviews the literature providing quantita-
tive and empirical results on capital taxation. In doing
this, we differentiate between individual and corporate
taxes, respectively. From existing literature, it emerges
that capital income taxes for individuals increase with
the degree of heterogeneity within the population, mar-
ket competition, and the economy’s maturity, being
negative (i.e., subsidy) in the presence of monopolis-
tic competition or developing countries, no higher than
15% in Mirrleesian economies and as high as 45% when
coupled with incomplete insurance markets and labor
income taxes in competitive-closed economies. Exces-
sively high wealth tax rates for redistributive purposes,
however, are prevented by the larger tax elasticity of
rich (−1.15) with respect to poor (−0.09) individuals.
Negative tax elasticities concerning employment (from
−0.5 to −0.2), innovation (from −2.8 to −1.3), and
investments (−4.7) suggest low corporate taxes, whose
magnitude should be negatively related to the degree of
the economy’s openness, given also the possibility for
firms to relocate abroad. Finally, although still incon-
clusive, themain conclusions concerning dividend taxes
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suggest that tax rates increase with the firm’s size and,
thus, be set at low levels for start-ups.

KEYWORDS
business taxation, empirical and quantitative studies, individual
capital taxation, tax elasticities
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1 INTRODUCTION

Rising inequalities have re-ignited the debate about capital and wealth taxation. A wealth tax on
the super-rich was indeed one of the main proposals of Senators Warren and Sanders—two of the
most prominent contenders—during the 2020 US Democratic primary. Moreover, the pandemic
has further exacerbated this trend by amplifying the gap between the super-rich and the rest of the
population (see Blanchet et al., 2022). Nonetheless, even conceded that a wealth tax is possibly the
right policy to address rising inequalities, policymakers should agree on howmuch capital should
be taxed. The tradeoff on this matter is well-known: on the one hand, a capital tax can generate
a fairer distribution of wealth, but, on the other, too high tax rates can decrease incentives and
production. Furthermore, as Okun’s leaky bucket theory suggests, a part of the resources collected
through taxation can be lost in the meanders of the bureaucratic apparatus without fulfilling its
original purpose.
This paper provides a survey of the main literature concerning the quantitative and empirical

results on capital taxes and tax elasticities. In this respect, it completes the excellent surveys on
the subject carried out by Mankiw et al. (2009), Diamond and Saez (2011), and, more recently, by
Bastani and Waldenström (2020) published in this journal. More precisely, we depart from these
works in two main regards. First and foremost, while Bastani and Waldenström (2020) ask when
and under which circumstances “is it optimal to tax capital?”—concluding that it can be optimal
on both equity and efficiency grounds under several circumstances—we aim to answer a differ-
ent, although related question: “howmuch capital should be taxed?”. Therefore, the present work
focuses on quantitative and empirical results rather than theoretical contributions. Secondly, we
differentiate from previous works by also focusing on taxes that affect or are concerned with
business, such as corporate income and dividend taxes.
Before delving into the bulk of our investigation, we provide a brief overview of the empirical

trends of the last decades concerning capital taxation in OECD economies. Figure 1 provides an
insight into the time-path of revenues from capital taxes (average values and their variability)
in the period 1965–2020, by dividing them into three main components: corporate taxes, capital
gains, and general wealth taxes for individuals.
As we can see from panel (a) of Figure 1, while total revenues from capital taxes amount to less

than 6% of GDP in OECD countries, revenues from corporate taxes represent the highest GDP
share of capital taxes collected by these governments, followed by capital gains and wealth taxes.
Interestingly, revenues from corporate taxes and individuals’ wealth were similar in magnitude at
the beginning of the period. These two headings, however, show diverging trends from the 1970s,
in that, while the revenues from corporate taxation started climbing—especially from the 1990s—
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SPATARO and CRESCIOLI 3

F IGURE 1 Revenues from capital taxes as percentage of GDP in OECD countries, years 1965–2020.
[Colour figure can be viewed at wileyonlinelibrary.com]
Note: Indicators are computed as a simple average across OECD countries. The coefficient of variation is the ratio between the
standard deviation and the average.
Source: OECD Global Revenue Statistics Database (2018).

the resources collected from individuals’ wealth declined with a slight reversal in the mid-2000s.1
Instead, revenues from capital gains taxes have remained relatively flat throughout the period,
and they are negligible both in absolute values and in comparison with the other two forms of
taxation.
On average, we observe a tendency towards convergence across countries. As shown by panel

1(b), revenues from individuals’ capital gains taxes display the highest variation measured by the
coefficient of variation (COV). Yet, the COV of this heading shows a U-shaped trend: it declines
until the 1990s and then rises again without coming back to the initial levels. The COV for indi-
viduals’ wealth taxes, instead, shows a relatively flat behavior, while the revenues collected from
corporations across OECD countries seem to converge over time. The latter finding seems in line
with increased tax competition on productive activities which have become more mobile across
the world due to globalization and digitalization of the economy.
The first interesting feature emerging from Figure 2 is that OECD countries have engaged in

a “race to the bottom.” On the one hand, the average corporate income tax rate almost halved
throughout the period. On the other hand, countries started to set their rates more similarly. It
is likely that this phenomenon has to do with the increasing economic interdependence across
countries and the high capital mobility brought about by globalization. In fact, globalization has
reduced the barriers among economies and increased their level of integration, while businesses
are freer to relocate across countries in response to tax incentives. In this scenario, as explained
by Keen and Konrad (2013), governments are more likely to have engaged in a “game” with each
other to attract business and investments by setting lower tax rates. In turn, this race to the bottom
has raised concern about the adequacy of revenues available to governments to finance welfare
expenditures (Razin & Sadka, 2004; Wilson, 2014), with the consequence that such competition
for attracting investments can result in increasing wealth and income disparities within countries
(Piketty, 2014; Verbeek et al., 2015). However, these are only prima facie considerations, and in this
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4 SPATARO and CRESCIOLI

F IGURE 2 Corporate income tax statutory rate in OECD countries, 1981–2016.
[Colour figure can be viewed at wileyonlinelibrary.com]
Note: Indicators are computed as simple average across OECD countries. The coefficient of variation is ratio between the
standard deviation and the average.
Source: OECD Global Revenue Statistics Database (2018).

paper, we will present more robust evidence on the effects of corporate income taxes both at the
micro and macro levels.
In investigating the range of tax rates proposed by the economic literature, for the sake of com-

parability of results, we will limit our analysis to the neoclassical literature, albeit exploring the
role of different assumptions concerning, for example, the degree of market imperfection and of
economy’s openness, individuals’ and policymakers’ preferences, agents’ heterogeneity, sources
of economic growth and so on. Moreover, for the sake of exposition, we split the presentation
of results into two main headings: individual and business taxation. When discussing individual
taxation, we will predominantly discuss the results of quantitative studies. In fact, these studies
have mainly a normative stance, in that their goal is typically estimating the optimal value of cap-
ital tax rates. To a lower extent, however, we will also discuss empirical papers which attempt to
estimate the actual behavioral responses of individuals to tax policies and assess if and to what
extent these responses conform with theoretical predictions. We will analyze three main models
for individual taxation: infinitely living representative agent (ILRA) economies, overlapping gen-
erations (OLG) models, and dynamic Mirrleesian frameworks. In ILRA economies, as known,
capital taxation creates increasing distortion in the long run, making zero tax on capital income
optimal (Chamley, 1986; Judd, 1985). However, in OLGmodels, positive capital taxation turns out
to be optimal since it can either optimally discriminate future consumption over the life-cycle
or replicate a tax on leisure, which cannot be directly taxed (Erosa & Gervais, 2002). Finally, in
dynamicMirrleesian economies, individuals differ in their abilities, and optimal positive taxation
is also observed, though with welfare gains that are not as large as in OLG models.
We complete the individual taxation section by addressing the results stemming from some

extensions of canonical models. These include the study of wealth and inheritance and the
political economy of capital income taxation.
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SPATARO and CRESCIOLI 5

The second part of our survey will focus on the results concerning business taxation. More
precisely, while we will not address the question of why a corporate tax should exist2, we will
discuss the effects of twomain types of taxes, that is, corporate anddividend taxation. In contrast to
the individual tax literature, the papers concerned with business taxation mostly adopt a positive
approach, since they are usually aimed at assessing how much businesses respond to taxes along
many dimensions. Concerning corporate taxes, the literature seems to converge on the conclusion
that a high corporate income tax is detrimental to employment, innovation, and investment. Yet,
it is important to emphasize that corporate tax cuts can also have side effects (e.g., increasing stock
buybacks and inequality) that limit the positive effects on investments and entrepreneurship. On
the other hand, the dividend taxation literature is characterized by a long-lasting and vivid debate
between two schools of thought: the Traditional and New Views, respectively. According to the
former, dividend taxation implies double corporate income taxation, which decreases investments
in the corporate sector and, therefore, should be removed. In contrast, the New View claims that
dividend taxes are irrelevant for the investments of mature firms which use retained earnings as
the primary source of financing.
The work is organized as follows. Section 2 investigates the magnitude of optimal tax rates

for individuals. Section 3 reviews the quantitative literature on the taxation of corporations. This
section firstly examines the effect of corporate taxation on such relevant economic dimensions as
employment, innovation, and investments. Then, it focuses on empirical studies investigating the
impact of dividend taxes on corporate investments. Finally, section 4 concludes.

2 INDIVIDUAL TAXATION

2.1 Infinitely living representative agent economies

As a premise, it is worth recalling that the issue of whether or not exempt savings from taxation
is one of the oldest debates in public finance literature. The famous British economist Arthur
Pigou (1928) claimed that since savings have high elasticity, they should be exempted from a global
income tax and subsidized since they are usually taxed twice: when they are formed and when
they earn interests. Nonetheless, Pigou never provided rigorous proof of his claim3.
The theoretically grounded proof of such an argument was provided nearly six decades later

at almost the same time by Judd (1985) and Chamley (1986). In a nutshell, the thrust of the
Chamley-Judd zero tax result is to prevent the long-run distortion caused by capital taxation grow-
ing exponentially over time4, while, at the steady state, constant consumption elasticity would
imply that consumption bears the same tax burden through time. This zero-capital tax theorem,
while representing a robust cornerstone of modern optimal taxation theory, appears unsatisfac-
tory under several respects (see Stiglitz, 2015), and consequently, several authors have tried to
challenge it in subsequent studies. In this respect, Straub andWerning (2020) represents a ground-
breaking study. Using the very same neoclassical framework of Judd (1985) and Chamley (1986),
they show that the zero capital tax theoremholds under specific assumptions on the intertemporal
elasticity of substitution and the utility function.
Besides theoretically assessing the robustness of the zero-tax result under different assump-

tions, later works have also investigated quantitatively the welfare effects of fiscal reforms crafted
in the spirit of Judd (1985) and Chamley (1986) (the main results of these studies are summarized
in Table 1).
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A first attempt can be found in Lucas’ (1990) seminal supply-side economics, inwhich the author
develops a Chamley-Judd economy where agents live forever and capital is supplied inelastically
in the first period. However, unlike the standard Chamley-Judd framework, the economy produc-
tion function employs human and physical capital. Lucas calibrates hismodel on theUS economy
and investigates the welfare gain associated with substituting the capital tax through an increase
of the wage tax. The effect of this zero-capital tax reform is a 1% increase in yearly consumption
per capita, which comes from removing distortions in the aggregate capital-labor ratio. Since this
gain comes at almost negligible GDP growth costs, Lucas (1990, p. 314) enthusiastically claims the
“largest genuinely free lunch” in quantitative welfare economics.
Lucas’ (1990) groundbreaking contribution gave rise to a vivid research programon quantitative

capital income taxation, which complemented his research in several respects. A characteristic of
Lucas’ (1990) social planner is, in fact, the lack of consumption taxes in its policy toolbox. Hence,
Pecorino (1994) remediates this “fiscal incompleteness” by comparing the replacement of capi-
tal with consumption and labor taxes, respectively. The author adopts a general human capital
production function where labor is a partially taxed input. Unlike Lucas (1990), increasing labor
taxation affects human capital accumulation. Therefore, Pecorino (1994) finds that setting the
capital tax to zero and replacing it with labor income taxes has a worse effect on output growth
than what was initially discovered because labor taxes slower human capital accumulation. Nev-
ertheless, these adverse economic effects are avoided when the planner substitutes capital for
consumption taxes. In this case, Pecorino finds that the GDP per capita grows by 1% per year
instead of declining. However, the author does not analyze the distributive effects of such tax
reform, which can be relevant, given that the replacement of capital with consumption taxes,
while increasing efficiency, may worsen economic disparities due to their regressive nature.
Chari et el. (1994) investigate how fiscal policies should adjust to shocks affecting the econ-

omy’s growth rate. In line with Lucas (1990), the authors find that the welfare-maximizing policy
(roughly) eliminates the ex-ante capital tax rate after the initial period. However, capital taxes
have a crucial shock-absorber role inmitigating the impact of unforeseen contingencies on public
finances. Therefore, although zero in the long run, the short-run capital tax can become positive
in response to shocks (27.3% for a specific parametrization of themodel). Hence, although initially
set to zero, optimal capital taxes can eventually become positive ex-post.
The papers surveyed so far assumed perfect competition. Judd (1997 and 2002) investigate cap-

ital income taxation under monopolistic competition in the intermediate goods markets. which,
as known, generates an under-supply of capital goods below the efficient level. For these rea-
sons, Judd concludes that capital income should be subsidized with taxes on monopoly profits,
consumption, and labor5. Following previous works, Aghion et al. (2013) consider imperfect com-
petition and examine both the effects on growth andwelfare of capital income taxation. They start
by investigating the capital tax rate that maximizes growth instead of welfare in a Schumpeterian
model of creative destruction. The authors find that the optimal capital tax ranges between –
100% (a subsidy equal to the return on capital) and 27%. Aghion et al.’s crucial intuition is that
the growth-maximizing tax positively relates to the labor income tax elasticity. Given that a low
labor elasticity allows to tax wages more heavily, the government has room to subsidize capital
accumulation. Conversely, when the labor elasticity is high, wage taxes are highly distortive and
reduce innovation. Therefore, the social planner finds it optimal to alleviate labor income taxation
through higher capital taxes.
These results are robust to switching the planner’s objective from growth to welfare, as in the

canonical framework. In the latter case, the welfare-maximizing tax ranges from−20.80% to 9.4%
by holding fixed labor elasticity. Moreover, this optimal tax is positively related to the share of
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8 SPATARO and CRESCIOLI

public spending. With low public expenditure, capital subsidies financed by wage taxation are
optimal because they remediate the undersupply of intermediate goods due to monopolistic com-
petition. However, when public spending grows, the distortion caused by excessive labor income
taxation offsets the gain obtained from subsidies, making it optimal to tax capital.
An essential aspect of the Chamley-Judd result is that the zero-capital tax result holds only at

the steady state. Indeed, the picture changes significantly when considering transition dynamics.
Chamley (1986) shows that the welfare-maximizing capital reaches 100% for some initial periods,
and only after this initial “confiscatory” phase the optimal capital income tax rate monotonically
decreases to zero in finite time. Cooley and Hansen (1992) expand the Chamley-Judd result by
investigating the optimality of substituting capital income with consumption taxes on the path
leading to the steady state. Under the assumption that alternative tax reforms must yield the
same present value of government revenues; however, the welfare gains—measured in terms of
GNP—are about 60% less than in the standard steady-state comparison (+2.8% vs.+ 6.7%). Lower
welfare gains depend on the fact that this alternative policy reduces agents’ incentives to con-
sume and pushes them to work harder. Ultimately, although such a reform results in a higher
long-run steady-state capital stock, lower consumption decreases welfare along the equilibrium
transition path. However, transition dynamics, however, can be less painful in that, as shown
by Laitner (1995), when the government implements fiscal reforms gradually and not as a single
abrupt change, welfare gains are magnified. Indeed, the author replicates the same Lucas’ (1990)
welfare gains (in terms of consumption) but with only a 25% reduction of capital income taxation.
Finally, Itshkoki and Moll (2019) adapt Ramsey’s framework to study optimal fiscal policy in

developing countries. Themodel is similar to Judd’s (1985), where agents are divided into a contin-
uumofworkers and capitalists. In this scenario, credit constraints prevent the optimal reallocation
of capital toward more successful entrepreneurs. The striking feature of this model is that the
planner finds it optimal to implement “unconventional” policies from a neoclassical perspective.
During the initial developing stage, the planner suppresses wage growth and can subsidize credit
up to 100%. This pro-entrepreneurial orientation is then reverted when the economy is mature. In
the long run, the planner finds it optimal to revert the subsidy into a tax of about 70% and adopt
more labor-oriented policies. As in Aghion et al. (2013), the results obtained are quite different
from the standard zero capital income tax reform, although they stem from a different source,
namely, credit constraints.

2.2 Overlapping generation economies

One of the most critical assumptions of ILRAmodels is the presence of a unique, infinitely living
household populating the economy. Following the studies of Diamond (1965, 1973), this assump-
tion has been relaxed with the introduction of overlapping generations (OLG) models, which are
populated by different generations of individuals who work when they are young and retire when
old. The division of life in time periods and the assumption of a limited time horizon create a
source of heterogeneity that differentiates OLG from ILRAs models and that, somewhat surpris-
ingly, typically produce the violation of the zero-long run capital tax result. This outcome can be
understood by reckoning that in OLGmodels—contrary to ILRA frameworks- optimal consump-
tion (or,more precisely, the equilibrium elasticity of consumption) is not necessarily constant over
life and even at the steady state, due to life-cycle behavior of individuals. If this is the case, then
the policymaker can find it (second-best) optimal to discriminate future consumption by levying
capital income taxes that typically vary through age (the range of these tax rates is reported in
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SPATARO and CRESCIOLI 9

Table 2). In the absence of age-dependent taxes, however, Erosa and Gervais (2002) show that a
constant capital income tax is optimal too and provide the rationale for this result by resorting to
Corlett and Hague’s (1953) argument about leisure taxation6. Erosa and Gervais (2002) estimate
the optimal capital income tax to be positive and as high as 18% in their benchmark case with
Cobb-Douglas utility and absence of age-dependent taxes7. This result is also confirmed numer-
ically by Bastani et al. (2013), who, hinging on the evidence that age-dependent taxes are hardly
implementable in practice, estimate that removing capital income taxation results in a welfare
loss of about 1.2%.
The difference between ILRA and OLG economies concerning capital income taxation is well

illustrated by the quantitative investigation of Fuster et al. (2008). These authors calibrate an
infinitely living household and a life-cycle model on the US economy. The most significant wel-
fare gain in terms of consumption is obtained in the dynastic model by substituting the capital
income tax with a 35% consumption tax. This reform will likely encounter a widespread consen-
sus since it benefits 75% of the population. However, this is not the case in the OLG version of the
economy, where only 9% of individuals turn out to benefit from such a reform.
Gervais (2012) further expanded the set of feasible policies replicating age-dependent taxes.

He finds that the Erosa and Gervais (2002) result can also be obtained through a progressive labor
income tax schedulewith a relatively high 40% capital tax. This happens because progressive taxes
increase with earnings, which, like consumption, usually growwith age.We recall that thismodel
assumes perfect capital markets and no uncertainty, and thus, interestingly enough, progressivity
and high capital taxes are driven by efficiency and not by redistributive and insurance motives.
De Bonis and Spataro (2010) explore the optimal taxation framework for both inheritance tax

and capital income tax in an economy with OLG dynasties and disconnection between them due
to migration. It is worth recalling that Weil (1989) showed that the presence of disconnection is
the source of violation of Barro’s (1974) theorem of public debt neutrality. In this scenario, the
authors argue that a differential treatment of consumption in different life periods (i.e., nonzero
capital income tax) and of own future and descendants’ consumption (i.e., nonzero inheritance
taxes) arises based on variations in the general equilibrium elasticity of consumption between
life periods and generations, respectively. Moreover, the authors show that the weight attached to
individual utility functions by the government in the social welfare function plays an independent
role, and if these weights correspond to actual demographic weights, the disconnection brought
in by migration is the underlying reason for a non-zero optimal capital income tax8 which ranges
between 10% for young individuals and 8% for oldest ones.
Besides exploring the case of age-dependent taxes, the quantitative literature has addressed tax-

ation in imperfect capital markets. These financial imperfections prevent individuals from freely
smoothing consumption between different periods. In this setting, future income is uncertain,
whereby savings have the double function of consumption smoothing and insurance. İmro-
horoğlu (1998) shows that removing capital income taxation decreases savings accumulation
by young individuals because of the higher labor taxes set in replacement. Furthermore, if
individuals are assumed to be risk-averse, removing capital taxes reduces welfare, given the pre-
cautionary function of savings. For this reason, the author shows that the welfare-maximizing
capital tax rate can be as high as 45%, depending on the degree of risk aversion.
Subsequent papers have extended İmrohoroğlu’s (1998) framework. Conesa et al. (2009) relax

the inelastic labor supply assumption and allow for progressive taxes on labor income. Neverthe-
less, the optimal steady-state capital income tax is still relatively high, around 36%. Similar results
are obtained by Nakajima (2008), who finds the optimal steady-state tax to be about 37%. This
result, however, changes when capital is differentiated into houses and financial assets. When
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housing receives a preferential tax treatment (as in the US), the optimal capital income tax is
around 13%. By contrast, when financial assets and housing are treated the same, the optimal cap-
ital income tax is about 43%, as in İmrohoroğlu (1998). Overall, in Nakajima’s (2008)model, taxing
capital delivers substantial welfare gains of nearly 2% (as measured by consumption).
Similarly to the ILRA case, however, the shape of optimal policy in OLG models can vary

substantially along the transition path. This is shown by Fehr and Kindermann (2015), who quan-
titatively explore optimal short-run capital taxes in a life-cycle economy with uncertainty. Their
key result shows that short-run taxes vary accordingly to the planner’s objective. Specifically,
when the planner transfers resources to generations with a high marginal utility of consumption
(usually younger individuals), the short-run capital tax is around 49%. However, the tax rate is
nearly halved when only intragenerational distribution is allowed. Finally, the optimal short-run
tax is zero when the planner cares only about efficiency. This happens because, in the short run,
the savings distortion caused by capital taxation outweighs the higher welfare gains for young
individuals resulting from lower labor taxes and the consequently higher capacity to self-insure.
Concerning long-run capital taxation, Fehr and Kindermann (2015) calibrate their model follow-
ing closely Conesa et al. (2009). The main difference, however, is that they do not restrict the
possibility of flat taxes as Conesa et al. (2009) do. For this reason, these authors find a higher
long-run capital tax amounting to 43%.

2.3 Dynamic Mirrlees economies

Dynamic Mirrlees economies differ from standard Ramsey and OLG models because individuals
are heterogeneous in their abilities. In this setting, the planner faces the well-known equity-
efficiency tradeoff, which consists in transferring resources fromhigh-skill to low-skill individuals
without excessively distorting the labor supply of the former. However, the government faces con-
siderable uncertainty when designing optimal policies because it cannot observe individual skills.
Highly skilled agents, therefore,may be incentivized tomimic low-ability individuals to pay lower
taxes. For this reason, any optimal policy forces individuals to reveal their actual ability, or in other
words, it must be incentive compatible (see Mirrlees, 1971).
As known, a famous intuition to indirectly infer the agents’ level of skills is using their con-

sumption patterns. Mirrlees (1976, 1986) finds that goods preferred by high-ability individuals
must be taxedmore because these commodities reveal agents’ true innate and otherwise unobserv-
able ability. Golosov et al. (2013) build on Mirrlees (1976, 1986) and apply this reasoning to capital
income taxation. In their model individuals have heterogeneous preferences which are perfectly
correlatedwith their skills. The intuition is that since high-ability individuals have preferences for
higher savings, savings can be treated as a commodity that high-income earners prefer. This fea-
ture, therefore, justifies a non-linear capital income tax schedule which discourages high-ability
individuals from decreasing effort and earning less (i.e., mimicking lower-ability individuals)
since this will create larger distortions on their consumption choices than those created by paying
higher taxes. In the baseline specification, with an intertemporal elasticity of substitution equal
to one, the optimal average capital income tax is 2%, with a marginal rate of 4.5% for high-income
individuals. However, optimal capital taxes are inversely related to the intertemporal elasticity of
substitution: for a low elasticity of substitution, average taxes rise to 15%, with a rate of 23.5% for
top earners. This tendency is coherentwith the result obtained by İmrohoroğlu (1998), although in
an OLGmodel with incomplete capital markets, where capital taxes increase with the coefficient
of relative risk aversion (i.e., the inverse of the intertemporal elasticity of substitution). However,
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12 SPATARO and CRESCIOLI

differently from İmrohoroğlu (1998), in Golosov et al. (2013) the welfare gains of capital income
taxation are relatively small.
Besides revealing high-ability individuals, consumption can affect taxes through habit forma-

tion, that is, the case in which past consumption choices affect current utility and, thus, violate
the standard assumption of time separability of preferences. Koehne and Kuhn (2015) show that
habit formation justifies positive savings taxation because capital income taxes incentivize labor
supply in the next period by decreasing current savings. At the same time, savings taxes make
present consumption more convenient, thereby increasing the habit level in the next period and
further stimulating future labor supply. As a result, the optimal saving tax is 7.1%, 3.7% less than
in the case with time separable preferences.
In dynamic Mirrleesian economies, governments are not the only actors facing uncertainty.

Individuals face random shocks to their future income level and, for this reason, insurance is a
fundamental issue. Farhi andWerning (2012) explore optimal capital income taxation in the pres-
ence of credit-constrained individuals. Their policy experiment compares welfare in a steady state
with andwithout capital taxes, respectively. They find that the gains associated with optimal posi-
tive taxation are small, in the range of 0%−0.25%. This result contrasts sharply with the significant
welfare gains obtained in OLG models with borrowing constraints.
Insurance, however, is not limited to savings accumulation. In this respect, human capital can

represent an additional source of insurance by providing individuals with the skills to succeed
in their working life. Stantcheva (2017) investigates optimal fiscal policies when human capital
accumulation is a risky investment and finds that when human capital also has redistributive and
insurance functions, the optimal net interest tax starts at 10% and declines to zero in the long
run. Similar dynamics are observed when human capital favors more high-ability individuals.
However, the initial level of taxation is higher in this case.
Age-dependent taxes are also explored in dynamicMirrelesian economies, although the results

are more ambiguous than in OLGs. Golosov et al. (2011), using microdata on US taxpayers, find
that the optimal saving wedge increases with income and age, up to 39%. By contrast, Farhi and
Werning (2013) find that when the government can levy age-dependent taxes, the optimal cap-
ital income tax starts at 12% for young individuals and then approaches zero at the moment of
retirement. In the case of age-dependent taxation, the welfare loss compared with the first-best
allocation is very small, around 0.15%. However, the welfare loss doubles when taxes are age-
independent, confirming the importance of conditioning taxes on age. When labor and capital
taxes are age-independent, Farhi and Werning (2013) estimate an optimal capital tax of 1.36%.
However, in contrast to Erosa and Gervais (2002), the welfare cost of imposing a zero-capital tax
is negligible, amounting to 0.001% of lifetime consumption. This difference can also be explained
by the fact that Erosa andGervais’ (2002)model is deterministic, while Farhi andWerning’s (2013)
one is stochastic.
Before concluding this section, whose main results are reported in Table 3, it is important to

highlight some general differences behind themechanisms driving the results in ILRA, OLG, and
Dynamic Mirrleesian economies. In the first two types of models, the shape of the long-run cap-
ital tax is driven by the behavior of the general equilibrium elasticity of consumption. Since this
elasticity is constant in the long run, the optimal tax should be zero in ILRA models. This result
hinges on the equivalence between a capital tax and a tax on future consumption and the fact
that goods with equal elasticities should be taxed the same. By contrast, in OLG models, the gen-
eral equilibrium elasticity of consumption is not constant, even in equilibrium, thereby making
it optimal to tax capital, conditioning the tax burden on age. On the other hand, in dynamic Mir-
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14 SPATARO and CRESCIOLI

rleesian economies, the shape of the welfare function is one of the main drivers behind optimal
tax policies. Typically, authors design social welfare functions assigning lower (marginal) weights
on richer individuals, which implies higher taxes on the wealthy. Hence, we can conclude that the
definitions of welfare criteria are not neutral in determining the shape of the optimal tax policy
(Golosov & Tsyvinski, 2015).

2.4 Quantitative and empirical studies on wealth taxes

In the previous sections, we reviewed works in which the planner predominantly sets optimal tax
rates to pursue efficiency. Yet, equity is another critical determinant characterizing fiscal policy. In
his well-known contribution, Piketty (2014) shows that wealth inequality has increased sharply
in developed countries after the II World War. Rising wealth inequalities re-ignited the debate
over wealth taxation as a tool to fight economic disparities. However, the usual equity-efficiency
tradeoff affects wealth tax considerations, and thus the potential lower inequality coming from
these taxes must be balanced with possible larger distortions. We will start focusing on quantita-
tive studies aimed at finding the values of optimal taxes and then on empirical studies estimating
the behavioral responses of individuals to actual policies.

2.4.1 Quantitative studies

De Nardi and Fang Yang (2016) find evidence of the above-mentioned equity-efficiency tradeoff
in an OLG model calibrated on US data. They analyze the effect of replacing the optimal policy
with a tax schedule constituted by a 55% rate on wealth and a $675,000 exemption threshold.
Unsurprisingly, this new policy reduces aggregate output and capital. However, these losses are
relatively small when compared to the substantial drop in wealth inequality. Therefore, it appears
that in countries characterized by high levels of inequality, policymakers could forego efficiency
gains in exchange for significant reductions in wealth concentration.
The equity-efficiency tradeoff constantly characterizes the taxation literature generally and cap-

ital taxation specifically. However, Guvenen et al. (2019) show that this tradeoff might disappear
when individuals earn heterogenous returns on wealth. Because of heterogeneity, a tax on the
stock (wealth) differs from a tax on the return (capital income). A capital income tax penalizes
more productive entrepreneurs, whereas a wealth tax can stimulate efficient uses of “unpro-
ductive” capital. In this setting, these authors find that replacing capital income taxation with
flat taxes on wealth (3.06%) and labor (14.1%) increases consumption while reducing inequality.
Furthermore, this reform produces a welfare gain consisting of a 9.6% increase (in consumption
terms) with respect to the benchmark model calibrated on the US economy.

2.4.2 Empirical studies

In addition to studies investigating capital taxation using calibrated models, other strands of the
literature estimate behavioral responses by designing quasi-experiments based on policy changes.
As previously discussed, rising wealth inequalities re-invigorated the debate over wealth taxa-
tion as a tool to fight economic disparities. In this respect, Berg and Hebous (2021) show that
wealth taxesmight be an effective policy tool to reduce not only current but also inter-generational
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SPATARO and CRESCIOLI 15

inequality. These authors find that in Norway, without the wealth tax reforms of the late 1990s and
early 2000s, the current Gini index would have been higher by 1%.
However, the potential lower inequality following a rise in the wealth tax must be evaluated

against its possible detrimental effects on wealth accumulation via a reduction in savings. In this
regard, the literature seems to agree that an increase in the wealth tax reduces reported taxable
wealth (e.g., Jakobsen et al., 2020; Londoño-Vélez et al., 2021, 2022; Seim, 2017, Zoutman, 2018).
Yet, lower reported wealth does not necessarily imply reduced savings in the presence of tax eva-
sion and avoidance (Seim, 2017). Moreover, the difficulty in assessing the link between wealth
taxes and savings is not only empirical but also theoretical since these policies generate income
and substitution effects that go in opposite directions. A recent paper by Ring (2020) tries to cir-
cumvent the abovementioned challenges by employing an estimation technique which exploits
the geographical discontinuity of the Norwegian wealth tax schedule. The author finds that for
every Krone that becomes taxable, households’ yearly savings increase by 0.038 Krones. Ring
justifies this result with income effects that dominate intertemporal substitution ones.
As previously indicated, the extent of tax evasion and avoidance is crucial to determine the

effectiveness of wealth tax reforms. Seim (2017), using Swedish tax system data, records an elas-
ticity of taxable wealth to the after-tax rate of return that ranges from 0.09 to 0.27. However, the
author finds that a consistent part of the elasticity estimates reflects evasion and avoidance rather
than changes in savings. Avoidance responses are quantitatively very large corresponding to a
fiscal loss that amounts to 2.6 times the estimated wealth tax revenues.
Londoño-Vélez and Ávila-Mahecha ( 2021, 2022) extend this literature to developing coun-

tries by studying the Colombian tax system. Developing countries might benefit from higher
wealth taxes given their high inequality but diffuse tax avoidance can severely impair these
reforms. In this respect, Londoño-Vélez and Ávila-Mahecha (2021, 2022) find evidence in sup-
port of these concerns by showing that increases in wealth taxes favor tax avoidance and
evasion, especially for very wealthy individuals. Yet, by exploiting the Panama Papers leaks the
authors also find that the threat of detection significantly increases the likelihood of correct
reporting. Therefore, these results seem to suggest that wealth tax policies in developing coun-
tries should be paired with reforms aimed at increasing the effectiveness of tax enforcement
systems.
Tax avoidance and evasion can be favored by a system inwhich diverse income sources are taxed

at different rates, as in the case of the Swedish tax system studied by Seim (2017). The reason is
that this differential tax treatment gives opportunities for individuals to rebalance portfolios to
minimize the tax burden. Indeed, Rydqvist et al. (2014) argue that capital tax incentives are the
primary driver of a secular trend consisting of replacing direct stock ownership with undirect
ownership through mutual funds. Nevertheless, the intensity of the rebalancing effect suggested
by Seim (2017) can depend on the assets affected by taxation. For example, Pirttilä and Selin (2011),
using the 1993 Finnish wealth tax reduction, do not find evidence of income shifting from labor
to capital, a common critique made to these types of reforms.
In addition to shifting the composition of wealth, the change of the fiscal residence is another

tool that households can use to minimize the fiscal burden. Agrawal et al. (2022) study the extent
of mobility responses by exploiting the fact that Madrid was the only local authority that did not
increase wealth taxes following the 2011 aforementioned Spanish reform. Employing a difference-
in-differences approach, they find a wealth tax elasticity of −0.24 and that Madrid’s relative
population rose by 9% following the reform. In a similar vein, Brülhart et al. (2022) use tax reforms
in Switzerland, and although their baseline elasticity estimates are significantly larger (−43 over
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a 6 year span, corresponding to approximately a −7.17 yearly elasticity), a substantial part of this
variation is due to mobility responses.
Behavioral responses to wealth tax can vary substantially between household income groups.

Jakobsen et al. (2020), using the 1989 Danish wealth tax reform, estimate long-run elasticities
of taxable wealth to the after-tax rate of return, obtaining a value equal to 0.77 for moderately
wealthy and 1.15 for very rich individuals, respectively. The higher sensitivity of more affluent
individuals to wealth taxation is also found by Goupille-Lebret and Infante (2018) in France. It
this worth noting that an elasticity that increases with wealth seems at odds with the canon-
ical argument for taxing the rich, grounded on their lower responsiveness to taxes. Therefore,
the results obtained for Denmark and France are likely to cast doubts on the findings of Smith
et al. (2020), who evaluate the effect of Sanders’ and Warren’s wealth tax proposal without
including behavioral responses. In fact, using US administrative data, the authors find that a
1% wealth tax on the top 0.1% generates a mechanical tax revenue of $112 billion. However,
these revenues are likely to be significantly lower when individuals respond optimally to tax
changes.
The empirical literature on wealth tax shows a very wide range of elasticity estimates. Among

the other factors, this variability can be explained by heterogeneous responses across income
groups and the reliance on case studies that focus on different tax systems. Furthermore,
another potential explanation is the estimation technique adopted. Empirically, this literature
can be broadly divided into studies using bunching techniques relying on discontinuities of
national tax systems (e.g., Londoño-Vélez & Ávila-Mahecha, 2022; Seim, 2017) and those using
difference-in-differences designs (e.g., Agrawal et al., 2022; Brülhart et al., 2022). The first group
of studies usually tends to report smaller estimates predominantly due to tax evasion, while it
remains still unclear what drives the larger estimates in the latter group (Durán-Cabré et al.,
2019).

2.5 Quantitative and empirical studies on inheritance taxation

One of the crucial results of this literature is that inequalities are rising because inherited wealth
has been increasing rather than returns to skills. Therefore, since rising wealth disparities are
not resulting from productivity differentials, Piketty (2014) advocates for an inheritance tax to
promote a fairer distribution. However, inheritance taxation impacts the labor supply choices of
individuals. On the one hand, there can be an income effect consisting of individuals working
harder to leave larger bequests. On the other, there can also be a substitution effect since the
estate tax increases the cost of inheritance compared to leisure, thereby decreasing the labor sup-
ply. Consistently with the theoretical indeterminacy, the empirical literature has found no definite
evidence of the sign of the inheritance tax effect on the labor supply. Aside from potential detri-
mental effects on the labor supply, one of the main practical obstacles to the ability of inheritance
taxes to curb inequalities is tax avoidance and evasion. For this reason, the empirical literature on
inheritance taxes has mostly focused on the estimation of behavioral responses following inheri-
tance tax reforms. As we have done for wealth taxes, we will first analyze quantitative studies on
inheritance and then empirical ones.
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2.5.1 Quantitative studies

Piketty and Saez (2013) show how agents adjust to inheritance taxation in a model where wealth
directly enters the utility function. Using France and US consumer data, they find that the opti-
mal (nonlinear) inheritance tax schedule comprises a $1 million exemption threshold and a 60%
tax rate until the 90th centile of the bequest distribution. This result implies that US tax rates
should be relatively higher than France because of the more skewed wealth distribution of the
former. Similarly, Saez and Stantcheva (2018), using a utility function linear in consumption, find
comparable wealth tax schedules ranging from 45% to almost 80%.
Interestingly, both Piketty and Saez (2013) and Saez and Stantcheva (2018) find a regressive

schedule at the top of the wealth distribution. These findings align with the well-knownMirrlees’
(1971) zero marginal tax at the top of the skill distribution. This result claims a zero marginal
rate for the highest ability individual, given that, while revenues collected through a positive
marginal tax rate are the same as in the case of a zero top marginal tax, they come without addi-
tional efficiency costs in the latter case. Although this result applies to labor income, Ordover
and Phelps (1979) have shown that it also holds in the case of capital, thereby providing a ratio-
nale for the regressive tax schedule found by Piketty and Saez (2013) and Saez and Stantcheva
(2018).

2.5.2 Empirical studies

As already mentioned, tax avoidance and evasion complicate the implementation of inheritance
taxes. Escobar (2017) exploits the 2004 repeal of the spousal bequest taxes in Sweden. The Swedish
reform reduced the incentives for under-reporting and tax evasion, whichwere particularly preva-
lent among very wealthy individuals. Yet, Mas Montserrat (2019) and Glogowsky (2021), in their
study of Spanish and German reforms, find that evasion seems less relevant when compared with
tax avoidance. Tax avoidance is often pursued through tax planning, which consists of the use
of legal services to minimize the tax burden. Kopzuck (2007) uses US administrative data and
exploits heterogeneity in the causes of death to show that households individuals in tax planning
report significantly smaller estates (10%–20% less). Ericson and Escobar (2020) extend Kopzuck’s
work to Sweden by using a comparable set of households. However, they do not find evidence of
significant tax planning, which they explain on the ground of the fewer interactions that Swedish
taxpayers have with their legal advisers concerning tax issues, compared to Americans. Escobar
et al. (2023) study inter-vivos gifts made by parents to children, a potential tax planning strategy,
in the context of the Swedish tax system. The authors find that gifts were a widespread means to
reduce the tax burden to zero, even though this implied losing control over own wealth. In this
respect, they conclude that parents consider their own and their children’s wealth as perfect or
close substitutes. Also Glogowsky (2021) studies the incidence of tax planning and inter-vivos gifts
in Germany. However, the author, while providing evidence of similar behavioral responses, finds
that the size of these effects is quantitatively small, meaning that households rarely adapt their
transfers to the tax schedule in this country.
Overall, what emerges from both quantitative and empirical studies is that the increase in

the equity of opportunity that an inheritance tax can generate can be severely impaired by tax
avoidance.
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18 SPATARO and CRESCIOLI

2.6 Political economy of capital taxation

In advanced democracies, tax reforms require parliamentarian approval and a significant
widespread consensus. Indeed, political candidates often run on platforms through which they
propose specific tax reforms. Therefore, political-economic models have abandoned the highly
normative approach of thewelfare-maximizing planner, whichwe have reviewed thus far, in favor
of amore positivemethodologywhere politicians set taxes. Politicians, in fact, might not be driven
only by welfare consideration, but typically, they also choose tax policies designed in such a way
to increase their re-election chances.
Garcia-Milà et al. (2010) evaluate the political support for a reform abolishing capital income

tax in a model of heterogeneous agents calibrated on the US economy. Although efficient, this
reform produces unequal welfare gains. Indeed, only rich agents benefit unambiguously from
it, while 40%−60% of the population loses substantially. Therefore, it appears difficult that re-
election-seeking politicians will remove the capital income tax. However, this conclusion rests on
the assumption of one-person-one-vote. Several studies (see Gulzar et al., 2022 for a review) show
that wealthy individuals have a strong influence on post-electoral outcomes via campaign con-
tributions. Arguably, rich individuals will benefit from lower taxes, and thus politicians may still
support tax cuts in the expectation of increasing campaign donations. Nevertheless, the support
of the rich must not be taken for granted in a Chamley-Judd economy in that, as pointed out by
Coleman II (2000), optimal Chamley-Judd reforms will likely encounter solid political opposition
from capital owners, due to the 100% capital income levy required in the first period.
Besides simulated models, other studies investigate the preferences for capital taxation by con-

ducting surveys. For example, Alesina et al. (2018) conducted a randomized experiment using
survey data from five different countries, France, Italy, Sweden, the UK, and the US. Their study
reveals relatively heterogeneous preferences across countries. Surprisingly, in the US the propor-
tion of people who believe that lowering taxes on the wealthy and corporations is more effective
than government welfare programs is lower than in historically etatist countries such as France
and Italy. Perhaps less surprisingly, the authors find that support for the wealth tax is higher
among left-wing voters than in the right-wing electorate.
Tax preferences, however, can heavily depend on the type of wealth involved. Fisman et al.

(2020) find that Americans prefer lower taxes whenwealth is accumulated through labor income.
In this case, the authors find preferences for an (implied) wealth tax of 0.8%. However, preferred
taxes can reach 3% when wealth is predominantly inherited. The rationale is that individuals
perceive unfair inequalities resulting from bequests, while they tolerate disparities arising from
individual effort and ability. Similar support for estate taxation is also found in Sweden by Bastani
and Waldenström (2021).
The results discussed in this section, as well as those of the quantitative and empirical studies

on wealth and inheritance taxes, are summarized in Table 4.

3 BUSINESS TAXATION

Themodels discussed so far adopt a general equilibrium approach, inwhich consumersmaximize
their utility and firms their profits. In this framework, capital links individuals to firms, given
that the capital employed by firms in the production process is provided by individual savings
via financial markets. However, generally in these models individuals’ income, rather than firms’
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income, is taxed, while, as shown in the introduction, corporate taxation generates the largest
revenues among capital taxes. In fact, it is well known that tax shifting does not depend on who is
the legal taxpayer; rather, it depends on demand-supply price elasticities and themarket structure.
Hence, this section investigates the contributions dealing with the consequences of business

taxation. and the most significant results are reported in Table 5. In so doing, we focus on the
two most relevant taxes affecting corporations: corporate income and dividend taxes. The former
is levied on the income generated by the firm, whereas the latter hits such income when it is
redistributed among shareholders.

3.1 Corporate income tax

In this section, we will review the studies on corporate income taxation. We will firstly inves-
tigate efficiency considerations such as the effect of this tax on employment, innovation, and
investments. Then we will consider the challenges posed by international tax competition,
predominantly focusing on its impact on inequalities.

3.1.1 Effects on working conditions: Employment and wages

Does the corporate income tax affect employment andwages? This is perhaps themost asked ques-
tion in the corporate income taxation literature. The theory indicates that increasing taxes affect
the cost of capital and, in turn, firms’ marginal incentives to hire (Fullerton, 1984). Similarly, high
corporate taxes can decrease employment and wages by inducing firms to relocate (Auerbach,
2006). Other authors, however, argue that the effect of corporate taxes on working conditions is
limited (Serrato & Zidar, 2016). This happens when firms can organize production towards more
tax-efficient activities, taking advantage of the fiscal system. At the same, relocation possibilities
can be constrained by the need for workers with specific skills. Finally, government taxes can be
less detrimental when used to finance public goods that benefit production. Overall, it appears
that the effect of corporate income taxation on employment and wages remains an open ques-
tion from a theoretical perspective. Several studies have therefore tried to answer this question
empirically. The dimension of analysis varies in granularity: micro-level (i.e., firms), meso-level
(counties), andmacro-level (states). Overall, we can say that empirical studies seem to agree (with
some exceptions) on the negative effects of corporate taxes on employment and wages.
Shuai and Chmura (2013) assess the employment impact of corporate income taxes using data

on US states. These authors find that corporate income tax cuts produce a U-shaped effect on
employment growth. In the first 5 years, states that decreased the corporate income tax show
employment growth of −0.10%, more than two percentage points lower than states with no
changes. Nevertheless, as more states implement tax cuts, the gap between tax-cutting and states
with no change decreases. This gap is reversed in the following 5-year period, where employment
grows 0.33% faster. States that cut taxes, however, seem to suffer more during recessions. Indeed,
during the Great Recession, the employment losses were 67% larger than states which did not
change the corporate tax. A possible explanation is that tax cuts result in lower resources to miti-
gate the recession’s impact. Nevertheless, these states grew faster in the years of recovery following
the financial crisis. Thus, these results seem to indicate that employment grows more during reg-
ular times in tax-cutting states, at the cost of being less insured from employment losses during
recessions.
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Ljungqvist and Smolyansky (2014) study the effects of the corporate income tax on employment
and wages at a more disaggregated level. These authors implement a DID quasi-experimental
design where US counties are the units of analysis. The main result is that a 1% increase in the
corporate tax decreases county employment and wage income by 0.2% and 0.3%, respectively.
However, the effect of tax changes is highly asymmetric. While tax increases produce a sizeable
decrease in employment and labor income, tax cuts have no significant positive effects. The excep-
tion is made in the case of recessions. Specifically, during crises, tax cuts are an effective tool to
increase employment and wage income. This countercyclical effect of tax cuts aligns with the
results of Shuai and Chmura (2013), suggesting that the timing of tax reforms is essential for their
effectiveness.
Giroud and Rauh (2019) find adverse employment effects at the firm level. These authors

decompose the tax impact along the extensive margins (number of establishments) and the inten-
sive margin (number of employees per establishment). The results are quantitatively similar on
both margins: a 1% increase in the state corporate tax decreases establishments and employees by
around 0.4%–0.5%. Furthermore, firm-level employment in a state responds symmetrically also to
tax reforms implemented by other states, meaning that if a state increases (decreases) the corpo-
rate tax, employment should increase (decrease) in other states. The magnitude of these changes,
however, is nearly half of own-state tax changes. This result suggests that the effect of state-level
reforms on employment is likely to be moderate at the national level. Precisely, business mobility
across states implies that state-level fiscal reforms generate a quasi-zero-sum game at the national
level.
Overall, the adverse effects of corporate taxation on employment reviewed so far seem to sug-

gest that workers bear a large portion of the tax burden. This, indeed, is the conclusion of the
“conventional wisdom” on tax incidence (see Kotlikoff & Summers, 1987), according to which tax
increases are entirely born by workers, in terms of lower wages, in open economies because firms
can freely relocate where tax rates are lower.
However, the capacity of firms to relocate freely may be limited in a model where production

depends on worker-specific skills. In this respect, Serrato and Zidar (2016) develop a spatial equi-
libriummodelwhereworkers’ and firms’ capacity to relocate is imperfect. Themodel’s predictions
are then tested empirically usingUS county-level data. Themain result is that workers do not bear
the entire burden of tax increases, contrary to what was previously thought. By contrast, 40% of
this burden falls on firm owners, 25%–30% on landowners, and 30%–35% on workers. More pre-
cisely, the impact on wages depends on the extent to which firms adjust their location decisions
in response to taxes and labor supply and demand elasticities. The rationale behind the tax bur-
den split found by Serrato and Zidar (2016) is that spatial differentials in productivity limit firms’
capacity to relocate. Hence, their conclusions are somehow in contrast with the widespread view
of the adverse effects of corporate taxes since business mobility may be a less valid justification to
oppose tax increases when firms employ highly skilled workers. Put it differently, worker-specific
skills increase the bargaining power of employees vis-à-vis a corporation, thereby preventing firms
from transferring the burden of tax increases on workers.
Fuest et al. (2018), using longitudinal establishments data on German firms, confirm Serrato

and Zidar’s (2016) results by showing that workers do not bear the entirety of corporate tax
increases via lower wages. Yet, they find a higher tax burden on workers, of approximately 50%,
and that this burden falls predominantly on low-skilled, young, and female employees.
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3.1.2 Effects on innovation, investments, and entrepreneurship

Besides employment, corporate taxes can affect the economy’s innovation rate. Theoretically,
if taxes reduce the net return on inventions, increasing taxes reduces innovation. This theoret-
ical mechanism has been confirmed empirically by Lichter et al. (2022) who estimate, using
German business-level data, a tax elasticity of patents of −0.65. Furthermore, this detrimental
effect of taxes on innovation appears to be greater for credit-constrained firms. Given the impor-
tance of innovations and the potentially adverse effects of taxes, governments have tried to boost
innovations with a mix of low taxes and R&D subsidies. In this regard, Akcigit et al. (2022b)
study both theoretically and empirically the optimal combination of corporate taxes and R&D
policies. In their results, they discourage governments from incentivizing R&D investments of
low-productivity firms. The reason is that such a policy can induce high-productivity firms to
pretend to have low productivity. For this reason, subsidies should target highly productive firms.
Many papers studying the link between taxation and innovationmore or less implicitly assume

that profit motives are a key driver behind new discoveries. Yet, several inventions have not been
driven by financial motivations. The ambiguity generated by the different drivers of innovation
motivates the analysis of Akcigit et al. (2022a). These authors focus on the effect of corporate
taxes on innovation at the macro (states) and micro (individual inventors) levels. They also dis-
tinguish between the quantity and quality of innovations, which are measured by the number of
patents and citations, respectively. Their main result is that taxation affects quantity and location
but not the quality of innovations. At the state level, the elasticity of patents and investor loca-
tion to corporate taxes ranges from −2.8 to −1.3, while quality is unaffected. These elasticities are
larger for firms than for individuals. Lower elasticities suggest that financial motivations are less
prevalent for individuals, whereby taxes affect less innovation. Similar results are also found at
the firm level. However, lower innovations by firms are mainly due to mobility responses. There-
fore, although significant at the state level, this result is likely to be zero-sum at the country level.
In a similar vein, also Moretti and Wilson (2017) find that these mobility effects are not limited
to firms. They show that prominent scientists in the US respond to both corporate and personal
income tax changes by changing their residence to states with lower taxes.
Ohrn (2018) studies the effects of tax cuts on investments. The natural experiment exploited

by Ohrn (2018) is the 2005 Domestic Production Activities Deduction (DPAD) in the US, allow-
ing businesses to deduct 3% of their manufacturing income (6% in 2007 and 9% in 2010). The
main result is that a 1% reduction in the effective corporate tax rate caused by the DPAD increases
investment by 4.7%.
Corporate taxes, however, are not the only fiscal tools that government can use to stimulate

investments. Another popular policy is depreciation bonuses, which shorten the time required
for firms to deduct investment expenses from taxable income. Zwick and Mahon (2017) study
the bonus depreciation introduced in the US in two different periods: 2001–2004 and 2008–2010.
They find that this policy increased investments in eligible capital by 10.4% and 16.9% in 2001–2004
and 2008–2010, respectively. At the same time, the bonus depreciation impacted the composition
of firms’ investments by channeling financial resources into the capital affected by the reform.
However, this effect is highly dependent on firm size. Specifically, small firms tend to respond 95%
more than big firms to bonus depreciation. The intuition is that small firms face more financial
frictions than big firms, thus being more responsive to depreciation bonuses. Indeed, because of
the inclusion of small firms in the sample, these authors find larger coefficients than previous
studies focusing only on the largest corporations (see also Hassett & Hubbard, 2002).
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Maffini et al. (2019) go beyond the US and study the UK 2004 bonus depreciation effects. The
reform increased the number of firms that could qualify for accelerated depreciation schedules.
As in Zwick and Mahon (2017), the reform increased investments in the newly qualifiable firms.
However, the increase in investments found for British firms is significantly lower, ranging from
2.1% to 2.5%.
The positive effects of corporate tax cuts and depreciation bonuses on investments generate

questions about the most effective policy among the two. Ohrn (2018) finds that a dollar spent by
the government has the same marginal effect on investments for both policies in the US. When
neglecting the tax base of these reforms, a 1% reduction on the corporate tax increases investments
by 64% more than accelerated depreciation policies. However, corporate income is nearly 60%
larger than investment expenditure. This implies that the revenues lost by the government to
achieve a 1% reduction in investment costs are 60% larger in the case of corporate tax cuts. Thus,
according to Ohrn (2018), because of these “quantity” effects, governments are almost indifferent
between tax cuts and depreciation bonuses to increase investments.
The effect of corporate taxes on investment, is likely to be mediated by a worldwide phe-

nomenon affecting firms’ capital allocation decisions: financialization. Although financialization
hasmanymeanings, it can generally be intended as the growth of financial profits accrued to non-
financial corporations and the payments made by these firms to financial firms (Davis, 2017). The
literature on financialization is concerned with the crowding out effect of financial investments
on real ones. This crowding out takes the form of an “investment-profit puzzle”: declining cap-
ital stock paired with increasing financial assets. A high corporate tax might therefore diminish
the return of real investments compared to financial ones, favoring this crowding out effect. The
study of Zhu et al. (2023) motivates these concerns by showing that increasing financialization
(investments in financial assets) is a deliberate strategy of managers to minimize the corporate
tax burden.
In addition to financialization, stock buybacks are another mechanism that can potentially

reduce the effect of corporate tax cuts on investments. Some authors argue that corporations spend
the gains of lower taxes on buying back shares rather than investing (Gutiérrez & Philippon, 2018;
Tung & Milani, 2018). Even though the literature has produced mixed evidence on the effect of
buybacks on investment (Turco, 2018), this potentially adverse effect is something a policymaker
should consider when using tax cuts to stimulate the economy. Indeed, Chang et al. (2023) show,
using a general equilibrium model, that buybacks can severely contract the expansionary effect
of tax cuts.
We conclude this section by turning on the effect of corporate taxes on entrepreneurship. High

corporate taxes can limit the launch of new businesses by reducing the gains from entrepreneurial
activity (Block, 2021) and these negative effects seem to be supported by the empirical literature.
Djankov et al. (2010) and Da Rin et al. (2011) find a negative relationship between high corporate
tax rates and business entry using multi-country datasets. Venâncio et al. (2020) add causal sup-
port to these results using quasi-experimental methodologies that exploit local variation in tax
rates in Portugal. However, it is not enough to advocate for a general corporate tax cut to favor
entrepreneurial activity. Indeed, Bacher and Brülhart (2013) show that a progressive corporate
tax system increases entrepreneurial activity. Cullen and Gordon (2007) rationalize this result by
arguing that progressive tax systems act as a “safety net” encouraging entry frommore risk-averse
entrepreneurs or poorer entrepreneurs who are more likely to be credit-constrained (Carter, 2011)
and to quit entrepreneurial activities in early stages (Frid et al., 2016). Overall, as pointed out by
Bruce et al. (2020), we can say that empirical works on the role of taxes on entrepreneurship have
been somehow inconclusive deserve further analysis in future work.
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3.1.3 Globalization, international tax coordination, and inequalities

The studies analyzed so far predominantly look at the domestic dimension of capital taxation.
However, international dynamics as well heavily influence the level of feasible domestic tax rates.
As mentioned in the introduction, Keen and Konrad (2013) show that international tax compe-
tition triggers a “race to the bottom,” which seriously limits national autonomy over capital tax
policies.
This deep cross-country interdependence between domestic choices over tax schedules is well

explained by Mendoza and Tesar (1998). The authors model an open economy composed of two
countries, the US and Europe. They then investigate the welfare gains resulting from the US
replacing the capital income tax with a consumption one. This reform produces an increase in
total welfare of 2.9% for the US economy, 34% larger than in a closed economy. The reason is that
the policy induces a transfer of capital fromEurope to theUS. This flow of capital, however, causes
a welfare loss in Europe, which is likely to respond by adjusting tax schedules. These results led
Mendoza and Tesar (1998: 227) to conclude that removing capital taxes in the global economy is
not “a genuine free lunch,” as Lucas (1990) famously suggested.
Relying on corporate tax cuts could be, among others, a possible pro-growth strategy that relies

on attracting investments from other countries (Azemar et al., 2020). Firms facing high corporate
taxes can decide to relocate to benefit from lower taxation, thereby decreasing employment and
investments in the country of origin (Auerbach, 2006; Hines, 2020). This is particularly true in
the case of tax havens: countries that set very favorable regimes on foreign firms allowing them
to reduce their domestic tax burdens without often involving any actual relocation (Slemrod &
Wilson, 2009). Bucovetsky (2014) studies the decisions of countries to become tax havens, and the
amount of incomemultinationals transfer to these countries. Intuitively, the author finds that tax
rates in non-tax haven countries influence the number of tax havens; yet, this is not the primary
factor determining the amount of income to transfer in these nations. What is key in this respect
is instead the credibility of tax haven nations.
Corporate taxes are definitely an important factor influencing the firms’ location choices, yet,

many more factors concur with these choices. Haufler and Wooton (2010) show that larger coun-
tries can afford to set higher taxes because firms are attracted by the size of their domestic market.
In addition to size, Darby et al. (2014) show that the centrality within a trade hub is another fac-
tor that increases the possibility of countries setting larger taxes. Nevertheless, not all firms have
the same relocation possibilities. Indeed, certain industries are inherently less mobile than oth-
ers, such as, for instance, the energy generation sector. In this respect, Langenmayr and Simmler
(2021) show both theoretically and empirically that local authorities increase profit tax rates when
an immobile firm enters the market.
However, corporations donot need tomove in order to benefit from low tax regimes. Indeed, it is

enough that multinationals open branches in low-taxation countries to engage in tax-minimizing
activities, which consist of shifting profits from high-tax to low-tax regimes using intra-firm
transactions. The theoretical and empirical literature has individuated three-main channels that
multinationals use to shift their profits (Langenmayr & Reiter, 2022): transnational borrowing,
transfer pricing, and the relocation of intellectual property9. To give an order of magnitude to
these activities, several studies have estimated that transfer pricing results in a substantial tax
revenues loss ranging from 200 to 600 USD billion per year (Cobham & Janský, 2018; Crivelli
et al., 2016; Tørsløv et al., 2018). Nonetheless, tolerating profit shifting can be a deliberate choice
of governments in high-tax countries to attract foreign direct investments from foreign multina-
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tionals (Haufler et al., 2018). In recent years, however, given the huge amount of fiscal resources
lost, governments are introducing a series of rules called “controlled foreign companies” aimed at
limiting profit-shifting activities (OECD, 2013). Haufler et al. (2018) show theoretically that these
rules can belong to the optimal policy mix of a government, yet, international coordination is cru-
cial to maximizing the effectiveness of these policies. A final note of warning on profit shifting
comes from Blouin and Robinson’s (2020) study, which argues that profit-shifting estimates of
previous papers should be revised downwards because of issues of double accounting of foreign
income and its incorrect attribution to jurisdictions.
A key question concerning international tax competition is whether it is welfare-enhancing.

Ferrett et al. (2019) try to answer this question by building a two-period regional model. The
authors find that tax competition generates more efficient investment choices than in a system
where governments do not try to attract foreign firms. Haufler and Lufelsmann (2015) assess the
benefit of tax coordination in the European Union, a region where countries engage in substan-
tial tax competition. The authors find that a Pareto improvement to the current system consists
of a federal tax rate commonly chosen by the European Member States and letting national
governments set autonomously local tax rates.
Efficiency, however, is not the sole criterion under which tax competition should be assessed.

International tax competition and the ensuing race to the bottom can directly affect personal
income inequalities. Saez and Zucman (2019) claim that the sharp decline of corporate income tax
over the last decades is the main factor behind the low progressivity of the US personal income
tax system. The authors estimate that the very top earners in the US pay an average tax lower than
the very bottomof the income distribution. Since shareholders usually coincidewithwealthy indi-
viduals, Saez and Zucman (2019) claim that low corporate taxes decrease fiscal progressivity and
contribute to higher inequalities. Moreover, another issue stemming from this trend is the reduc-
tion of fiscal resources available to finance welfare programs that benefit low-income individuals
in terms of subsidies and employment stability (Piketty, 2014; Verbeek et al., 2015).
However, even by focusing only on equity and leaving aside efficiency considerations, high

domestic corporate taxes might not be a proper tool to reduce inequalities (see Faccio & Iacono,
2021 for a complete overview on this issue). Indeed, as shown in previous sections, firms can
respond to high corporate taxes by increasing prices and reducing wages, thereby shifting the
burden on consumers and workers (Ablett & Hart, 2005; Arulampalam et al., 2012; Fuest al.,
2018). Given the difficulties associated with orthodox domestic fiscal measures, authors have pro-
posed international solutions (see Faccio & Iacono, 2021). Piketty (2014), for example, proposes a
global capital tax to limit tax avoidance and elusion. Similarly, Saez and Zucman (2019) propose
a 25% minimum global tax rate. These authors estimated that implementing this proposal by G20
countries would result in effective taxation of 90% of global corporate profits. Finally, although
ambitious, the OECD/G20 framework, which aims to implement a minimum global corporate
tax on multinational enterprises at 15%, seems a promising step in this direction.10
The issue of coordination is particularly relevant for the effectiveness of environmental policies,

given that, as argued byMillimet (2014), there are three types of externalities that may arise when
countries make policy decisions: resource, pecuniary, and fiscal externalities. However, although
strategic interactions among governments regarding the provision of public goods have been stud-
ied extensively, little attention has been given to interactions in environmental issues. The extent
and direction of strategic interactions in environmental policies are still unclear, in that some
authors suggest that decentralized environmental policies result in overly lenient environmental
standards, leading to a “race to the bottom”, while others support the idea of a “race to the top”11.
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Hence, the analysis of the most effective environmental policy instruments, including corporate
taxes, deserves further study in future research.

3.2 Dividend taxes

As in the case of savings, the debate over dividend taxes is strictly concerned with the issue of
double taxation. Given that dividend taxes are levied when net profits are redistributed among
shareholders after the firm’s income has already been taxed via the corporate income tax, several
authors claim that dividend taxation is unfair. This argument was embraced by the “Traditional
View” of dividend taxation, which dates back to the pioneering works of Harberger (1962, 1966)
and has been later extended by Feldstein (1970) and Poterba and Summers (1983, 1985). According
to the Traditional View, corporate investments financed through equity issuance should bear only
the corporate income tax and not the dividend one, which should be set to zero. The reason is that
the dividend tax will alter both the equilibrium financing decisions of firms’ equity and debt and
the allocation of capital between the corporate and the non-corporate sector in favor of the latter,
where usually returns are lower.
However, this school of thought was challenged by the “New View” (Auerbach, 1979; Bradford,

1980, 1981; King, 1974a, 1974b, 1977), according towhich dividend taxation is irrelevant, particularly
formature firms, in that the latter finance their investmentsmainly through retained earnings and
only after this investment, do they redistribute the residual profits as dividends to their sharehold-
ers. Moreover, in a system where capital gains are taxed less than distributed profits (as it is the
case in many countries), a firm should always prefer retained earnings (which increase stock val-
ues) to new equity issuances because the former is a less taxed form of financing (Sørensen, 1995).
Therefore, in this case, dividend taxes turn out to be irrelevant because they do not affect the firm’s
marginal financing source.
As it often happens, several empirical studies have tried to solve an unsettled theoretical debate.

While empirical evidence supporting the Traditional View should show that tax changes affect
mature firms’ investment decisions, investment elasticities close to zero offer support to the New
View.
Perhaps, the 2003 “Jobs and Growth Tax Relief Reconciliation” Act implemented by the first

Bush administration has been the natural experiment most studied in this literature. The reform
introduced a sharp dividend tax reduction of nearly 60%, from 38.6% to 15%. Campbell et al. (2013)
empirically investigate the consequences of the 2003 tax act without finding evidence unam-
biguously in favor of one of the two views. These authors find that investments increased by
8.5%−10.2% following the tax cut, in line with the Old View’s predictions. However, Campbell
et al. (2013) find that large firmswith substantial retained profits tended to increase payouts rather
than investments following the reform—a result that supports the New View.
On the other hand, Yagan (2015), adopting a DID methodology that uses as control the firms

not affected by the US reform, finds a zero elasticity of investments to the dividend tax, in line
with the neutrality result of the New View.
Also Anagnostopoulos et al. (2012) study the effects of dividend taxes on US firms. How-

ever, differently from previous studies, these authors design a model and calibrate it on US data
rather using regression techniques. The paper’s main result is that dividend tax cuts decrease
investments and, rather surprisingly, it is in contrast with both views: clearly against the Tra-
ditional View, but also against the New View predicting the neutrality of investments to tax
reforms. The central intuition is that dividend tax cuts increase the market value of corporations’
capital, whereby investors want a higher return to hold additional wealth. Consequently, firms
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respond by reducing capital stock and investments. The authors estimate that because of reduced
investments, dividend tax cuts reduce welfare by 0.5% in consumption terms.
Becker et al. (2013) broaden the geographical scope of analysis by using a dataset covering 25

countries and containing 29 tax reforms equally split between dividend tax cuts and increases. The
authors find that tax cuts reduce the investment gap between firmswith low cash-flow (immature)
and high cash-flow (mature) corporations, from 7.27% to 5.54% in terms of assets. In contrast,
when dividend taxes increase, the investment gap expands from 5.33% to 7.59%. This result has
two main implications. Firstly, dividend taxes change the allocation of capital between different
firms, in that dividend taxes block capital intomature firmswith sufficient retained earnings at the
expense of those firms which need to raise equity. In practical terms, this can increase investment
in established industries at the cost of limiting start-ups growth and, thus, it shows a bimodal
effect of dividend taxes, in that new firms are disadvantaged while mature firms are neutral or
can even benefit, as in the case of the above-mentioned study. Secondly, the impact of dividend
taxes depends on the accessibility to the equity market and governance and, in this respect, the
finding of Becker et al. (2013) aligns with the New View since large firms with easier access to
capital markets are less affected by the reform.
Alstadsæter et al. (2017) studies the 2006 Swedish dividend tax cuts and, differently from most

studies, the paper focuses on unlisted firms. The authors find that the tax cuts increased invest-
ments, ranging from 18% to 32% of pre-reform levels and this increase was more significant for
firms relying on external equity financing with respect to cash-rich firms. Precisely, the invest-
ment decrease in cash-rich corporations has corresponded to an increase in cash-constrained
ones, showing a flow of capital from the former to the latter. In other words, capital has shifted to
corporations with insufficient internal resources to finance their investments from richer corpo-
rations and this finding prettymuch aligns and is specular to Becker et al.’s (2013) results.While in
Becker et al. (2013), dividend taxes lock in the capital in mature firms, in Alstadsæter et al. (2017),
conversely, tax cuts favor a transfer of resources from large and cash-rich firms to cash-constrained
ones.
In addition to investments, other critical variables studied are returns and payouts. For exam-

ple, Chetty and Saez (2005) find that the 2003 US dividend cut significantly increased payouts,
amounting to $5 billion per quarter, although this effect was not una tantum. Indeed, the authors
find that firmsweremore likely to increase regular dividend payments after the reform, thus offer-
ing support to the critical position of the New View towards dividend tax cuts, since this policy
seems to increase more payouts than investments.
Another possible cause of the heterogeneous responses of firms to dividend tax cuts is the com-

position of top management. Chetty and Saez (2005) show that US firms where top executives
own a significant fraction of shares increase payouts, thus revealing that agency is crucial for pay-
out redistribution, in that top executives’ preferences, besides efficiency criteria, influence firms’
responses to taxation. A similar finding was obtained by Alstadsæter and Jacob (2016) in their
study of Swedish firms, according to which owner-managers of closely held corporations tend to
reclassify earned income as dividends in order to benefit from dividend cuts. On average, follow-
ing the 2006 Swedish tax cut shift, about 6% of managers’ gross income was shifted from wages to
dividends.
With agency issues, shareholders’ conflicting objectives can induce highly different responses

of firms to tax reforms. This was documented by Jacob and Michaely (2017) in their study of
Swedish firms, according to which shareholders’ heterogeneous preferences over taxation and
coordination issues make dividend payouts less responsive to tax cuts.

 14676419, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/joes.12586 by T

est, W
iley O

nline L
ibrary on [24/05/2024]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



SPATARO and CRESCIOLI 29

Moreover, not only dividend payout but also performance can evolve unevenly following a tax
cut. Auerbach andHasset (2005) study the 2003US tax reform and define immature firms as those
firms that never pay a dividend. The authors find that immature outperformedmature firms after
the reform, in that the former group earned excess returns in the range of 3.7-8.6%, whereas, for
the latter, returns were 0.5%–1.5%. Again, this result shows heterogeneous effects of dividend tax
cuts along the firm’s maturity dimension.

4 DISCUSSION AND CONCLUSIONS

Howmuch capital should be taxed? After reviewing the results of the economic literature on such
an issue, perhaps unsurprisingly, the answer is it depends. Primarily, it depends on who holds
capital -individuals or firms- and on efficiency/equity issues.
On efficiency grounds, as for individuals, in ILRA economies, optimal (i.e., efficient) individual

capital income tax rates tend to be about zero. This zero-tax result follows from the continuously
increasing long-run distortion caused by capital taxation. However, this finding crucially depends
on agents’ homogeneity assumption. In OLG models where agents differ in age, the zero-tax
result no longer holds. The intuition behind this finding is that consumption and leisure tend
to grow over the individual’s life cycle. Capital income taxation is, therefore, optimal because it
can either discriminate against future consumption or it mimics an age-dependent leisure tax,
which, otherwise, would be unavailable. Optimal capital income taxes can be particularly high in
this framework, reaching almost a 45% rate, in presence of market imperfections. High tax rates
are mainly observed when individuals face uninsurable income shocks and this happens because
substituting capital with labor taxes decreases the agent’s capacity to self-insure through savings.
Similarly, as far as efficiency is concerned, the heterogeneity in skills characterizing dynamic

Mirrlees economies brings about a positive optimal tax on capital. The key intuition is that
if savings are preferred by high-ability individuals—as it usually is—then capital income
should be taxed because it reveals agents’ true innate and unobservable ability. In this set-
ting, optimal capital income taxes can reach 23.5% for top earners. Yet, they are significantly
lower than in OLG models because of the lower welfare gains associated with positive
taxation.
It is worth noting that the limit of the general equilibrium neoclassical models is, with some

notable exceptions, to overlook the role of the structure of markets, which are typically assumed
perfectly competitive. In this case, profits are zero in the long run, and thus, while there is no
difference between stock and debt owners, dividend taxes turn out to be irrelevant. Hence, as an
avenue for future research, a deeper understanding of the possible general equilibrium effects
of capital taxes is needed in neoclassical models—as well as in neo-Keynesian and/or heterodox
frameworks, which we did not cover in the present work-, with a focus on the role of market
structure.
As for inheritance—a particular form of capital that is received rather than produced, empirical

data from surveys show that individuals are more likely to support taxation of inherited capital
than wealth resulting from individual merits and skills. The studies surveyed indicate that the
efficient inheritance tax rate can reach 80% for high levels of bequests beyond a certain exemption
threshold. However, the tax schedule can be regressive at the very top of the distribution. This
finding aligns with the Mirrlees’ (1971) zero top marginal rate result, subsequently extended to
capital income by Ordover and Phelphs (1979). Furthermore, the effectiveness of the inheritance
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tax as a redistributive tool might be severely impacted by tax avoidance and relocation choices by
individuals.
Like other forms of taxation, capital taxation is unlikely to be decided autonomously by a benev-

olent planner. By contrast, capital tax schedules are often the result of a complex political process
and in this political-economic framework, the removal, or the drastic decrease, of capital income
taxes advocated in ILRA models is likely to find stronger and more widespread opposition. The
reason is that such reforms will benefit only the more affluent individuals. Yet, wealthy individu-
als might use campaign contributions to align the policymakers’ preferences with their owns and
obtain favorable tax policies despite popular opposition.
When we instead look at the inter-governmental dynamics concerning capital income taxa-

tion, the literature has pointed out that lowering capital taxes is likely to trigger a race to the
bottom between countries. This finding is indeed coherent with the corporate income statutory
rate pattern observed in recent decades.
Empirical studies focusing on individual behavioral responses to wealth taxation find elastici-

ties that vary substantially across countries (between−7.17 and−0.09) and depend on individuals’
income-shifting capacity and, in particular, on the level of individuals’ wealth.
Given these insights from different literature strands concerning individuals’ capital income

taxation, it can be concluded that rates should be, in several circumstances, positive and sig-
nificantly greater than zero. In particular, on efficiency grounds, the removal of capital taxation
reduces the self-insuring capacity of individuals in presence of uncertainty and incomplete mar-
kets and reduces the government’s capacity to infer the true skills of taxpayers. At the same time,
capital taxes can remedy the incompleteness of the fiscal system by mimicking age-dependent
taxes. On the equity side, positive capital taxes can find political support especially when set on
inheritedwealth. Indeed, themeritocratic argument for tolerating inequalities loses validity when
these disparities result not from individual efforts but from inherited wealth.
Conclusions on capital taxation may differ when dealing with business taxation and moving

from the microeconomic to the macroeconomic level. We have divided our analysis of corpo-
rate taxation by studying separately the corporate income and dividend taxes. Concerning the
former, the literature seems to converge on the detrimental effects of high taxes along different
dimensions, such as employment, investments, and innovations. Nonetheless, adequate tax poli-
cies need to be more elaborated than simple tax cuts, given that these reforms might generate
unintended effects such as stock buybacks and rising inequalities that can negatively impact
investments and entrepreneurship. In particular, given that empirical literature on the effects
of corporate taxes on entrepreneurship has been somehow inconclusive, the study of this issue
deserves much effort in future research. Moreover, conclusions on the corporate tax, may change
when corporate taxes are evaluated on equity grounds in a globalized economy. Yet, standard
domestic solutions, such as increasing corporate taxes, can even exacerbate the problem. Thus,
authors and such international organizations as OECD have proposed global tax solutions based
on coordination between countries. We recognize these proposals as promising and ambitious
first steps. However, the feasibility of these proposals seems still uncertain, given the lack of a
global tax enforcing authority and the different incentives characterizing countries.
Concerning the dividend tax, results are still ambiguous. Overall, the empirical studies dis-

cussed suggest that dividend taxes affect investments dynamically according to the different
phases of firms’ growth cycle. Dividend tax cuts primarily affect firms that need to issue new
equity to finance investments while producing an insignificant effect for mature firms with sub-
stantial retained earnings. Therefore, the Traditional View seems a more appropriate descriptive
tool of reality for firms in their start-up phase, while the New View describes better already long-
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established corporations. This bimodal effect of dividend tax cuts also applies to performance, in
that immature firms are more likely to outperform mature ones following dividend tax cuts.
Regarding future research directions, it is essential to further investigate the extent and nature

of strategic interactions in fiscal and environmental policies. While capital taxation and other
fiscal and regulatory tools can incentivize firms to transition towards sustainable practices, the
provision of transnational collective efforts is critical given the cross-border nature of environ-
mental damage. Therefore, studying the emergence and the quality of joint international actions
in this area is of great significance and requires further examination also in relation to the increas-
ing within-country wealth inequalities. Further research is also needed to fully understand the
complex relationships between corporate bailouts, tax policy, and economic stability. Corporate
bailouts after financial crises have been a subject of much debate in the academic literature, espe-
cially for the banking sector, and, in particular, it has been argued that corporate bailouts and
public guarantees can be used as a tool to redistribute wealth from taxpayers to (well-connected)
firms.12 In such cases, tax policies that favor the corporate sector might exacerbate the problem
by increasing the risk of moral hazard, reducing the incentives for firms to invest in precaution-
ary savings and increase the likelihood of corporate failures and consequent bailout. The analysis
of such an issue deserves further study. Finally, future studies should address the issue of the
long-term empirical relationship between wealth taxes and inter-generational inequality. In fact,
much of the current literature focuses on assessing the implication ofwealth taxes on static equity-
efficiency tradeoffs. Nevertheless, the bulk of the current wealth inequality mainly stems from
inherited wealth. While in the past, the study of inter-generational effects of wealth taxes was
limited by the lack of adequate data, now, this represents an issue of lower concern given the
increasing data quality and availability of long-run time series.

ACKNOWLEDGMENTS
We would like to thank the Editor and three anonymous Referees for providing valuable
comments on a previous version of the manuscript. The usual disclaimer applies.

CONFL ICT OF INTEREST STATEMENT
The authors have no conflicts of interest to declare that are relevant to the content of this article.

DATA AVAILAB IL ITY STATEMENT
Data sharing not applicable—no new data generated.

ORCID
LucaSpataro https://orcid.org/0000-0002-5202-8879
TommasoCrescioli https://orcid.org/0000-0002-4365-2522

ENDNOTES
1The increase in corporate tax revenues, also in comparison with the other tax components, can be most likely
attributed to the rise of globalization and digitalization, which began in the early 1990s. These processes have
resulted in more business activities and a greater share of profits in the economy, leading to a larger tax base for
corporate taxation (for a deeper insight, seeDevereux and Sørensen 2006,Hines 2007,Autor et al. 2020).However,
it is worth nothing that revenues from corporate taxes as a share of GDPhave not grown in all countries. A notable
exception is, indeed, the US, where these revenues have steadily declined since 1950s (FRED 2023 database).

2For a recent in-depth insight into this and other related issues on corporate taxes, see de Mooij et al. (2021).
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3At almost the same time, the mathematical economist Frank Ramsey (1927, 1928) came out with two articles
that set the basis of modern tax theory. As it emerges from Ramsey’s notes, published by Duarte (2009a, 2009b),
the economist had the intuition that the highly elastic long-run nature of savings represents the main reason to
exempt capital from taxation. Nevertheless, although Ramsey’s treatment was richer and more complete than
Pigou’s one, his results were never published.

4 Judd (2002) provides a relatively simple explanation of this result. To see this, divide the marginal rate of sub-
stitution (MRS) between consumption at t and at 0 by the respective marginal rate of transformation (MRT),
𝑀𝑅𝑆(𝑐0,𝑐𝑡 )

𝑀𝑅𝑇(𝑐0,𝑐𝑡 )
= (

(1+𝑟)

(1+(1−𝜏𝑘)𝑟)
)
𝑡

, where r is the interest rate and τk the capital tax. The capital tax creates a distortion
since it alters the equality between theMRS andMRT. Moreover, although the tax is constant such distortion is
increasing exponentially as time passes.

5 Judd’s basic intuition rests upon Robinson’s (1969) insights recognizing a similarity between markups and taxes.
Since, in ILRAmodels, capital taxes generate a distortion that grows over time, the same holds true for a markup
on capital. At the same, a tax on monopoly profits is non-distortionary since extra profits should be zero under
perfect competition (Coto-Martinez et al. 2007). Thus, the proceedings from monopoly profits taxation can be
used to subsidize capital remedying the undersupply caused by the monopolistic market structure.

6Corlett and Hague argued that although leisure cannot be taxed directly due to its non-market nature, it can
be taxed indirectly through consumption taxation since consumption is a complementary good with respect to
leisure. Thus, since leisure tends to increase with age, consumption should be taxed more heavily as time passes.
In the absence of age-dependent taxes, a constant tax on capital income is equivalent to an increasing-with-time
tax on future consumption (as shown by Feldstein 1978 and Judd 1999) and, consequently, it allows indirect and
age-dependent taxation of leisure.

7 It is worth recalling that the incompleteness of fiscal instruments as a source of the violation of the zero-capital
income tax has been firstly unveiled by Correia (1996). See also Reis (2011).

8This situation corresponds to the case of a social intertemporal discount rate that differs from the private one
and, as shown in De Bonis and Spataro (2005, 2018), this gives room to Pigouvian corrective taxation.

9Financial companies, however, tend to use other channels like the relocation of assets held for proprietary trading
(Langemayr and Reiter 2022).

10The details of the OECD/G20 framework are available at https://www.oecd.org/tax/beps/international-tax-
reform-oecd-releases-technical-guidance-for-implementation-of-the-global-minimum-tax.htm.

11For an extensive review of policy instruments concerning environmental issues, see Bovernberg and Goulder
(2002). As for recent normative and positive analyses concerning capital taxes/subsides in a decentralized pro-
duction economy with environmental pollution, see Renström at al. et al (2019, 2021), respectively. Finally, for a
recent empirical analysis on strategic interaction in environmental policies, see Le Gallo and Ndiaye (2021) and
the references contained therein.

12See, for example, Vukovic (2021). For survey on this topic, see Jackson and Pernoud (2021).
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