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Árpád Ábrahám, Sebastian Koehne, Nicola Pavoni

PII: S0047-2727(16)00036-0
DOI: doi: 10.1016/j.jpubeco.2016.02.003
Reference: PUBEC 3650

To appear in: Journal of Public Economics

Received date: 14 July 2015
Revised date: 23 February 2016
Accepted date: 24 February 2016
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Abstract

Several frictions restrict the government’s ability to tax assets. First, it is very costly

to monitor trades on international asset markets. Second, agents can resort to nonob-

servable low-return assets such as cash, gold or foreign currencies if taxes on observable

assets become too high. This paper shows that limitations in asset taxation have impor-

tant consequences for the taxation of labor income. We study a simple dynamic moral

hazard model of social insurance with observable and nonobservable saving decisions.

We find that optimal labor income taxes become less progressive when the ability to tax

savings is limited.
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