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Theories of optimal taxation
and the possibilities of 
empirical measurements

During the reform of the tax system several, often
contradicting aspects (distorting effect, social jus-
tice, etc.) need to be considered. The theoretical
taxation models used in economics help us under-
stand the trade-offs between the various aspects,
and can contribute to the creation of the optimal
tax system under the given circumstances.
However, the optimal system also depends on the
conduct of the economic players (e.g. the elastici-
ty of labour supply) and the choice of value of
such players (e.g. their need for equality), there-
fore it is impossible, or at least very difficult to
elaborate an auspicious tax reform. 

This study provides a brief overview of the eco-
nomic theory of the optimal tax system, and out-
lines the possibilities and difficulties of empirical
measurements. Emprical analyses published in
this topic are not presented, however a brief refer-
ence is made to the most important Hungarian
results.

PUBLIC GOOD AND SOCIAL COSTS

The tax system is the basic tool for the redis-
tribution of incomes: on the one hand, it gen-
erates revenue for public expenditures, and on
the other hand it changes the income of the
economic players by itself. The theoretical and
eimpirical literature of the efficient tax systems

is diverse, however the starting point is usually
the same: the tax system is optimal if it ensures
the necessary revenue with the least social costs
possible.

The necessary revenue depends on the
demand for public goods (jurisdiction, law
enforcement, administration) and state services
(education, healthcare, social benefits). Its level
is in part determined by decisions made in the
past, and in part by social preferences and the
political power relations. The three main
sources of social costs are the direct costs of
the administration of tax collection, the effects
distorting the decisions of the market players,
and the justice of distribution. Therefore,
except for the early theories, justice also
belongs to the criteria of optimality. The only
difference between the theories is what they
consider as justice. 

The different interpretations of justice can
be well comprehended by the concept of the
social welfare function.1 This function can be
derived from the summation of the welfare of
the individuals, however it is already the ques-
tion of the choice of value how summation is
performed. At one extreme is the utilitarian
solution, which summates or averages the wel-
fare measured for the individuals. At the other
extreme is the maximin (Rawlsian) solution, in
which the welfare function is determined as the
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welfare of the poorest (min) member of the
society, and the objective is the maximisation
of that welfare. If the individual preferences are
identical, and the utility function is linear, then
there is no redistribution in the first solution,
while in the latter goods must be evenly dis-
tributed (unless non-even distribution would
increase the quantity of goods). 

The distorting effects basically come from
the fact that although the taxes increase the
budgetary revenues, they also decrease the con-
sumed quantity (consumption tax), and the
level of utilisation of the production factors
(taxes on labour and capital). The difference of
the two effects is the so called dead weight or
welfare loss. In Figure 1 the supply and demand
are in equlibirium (without taxes) in the basic
case at the price of p0, and at this price level q0
will be the purchased (consumed) quantity.
Taxation raises the consumer price (p1), where-
fore the consumed quantity will be smaller
(q1<q0). In the figure the triangle shaped area
bordered by the demand curve and the current

consumer price shows the consumer surplus,
i.e. the utility arising from the fact that some
people value the purchased product higher than
the current price.2 Taxation reduces this sur-
plus: this is the consumers' direct loss. The loss
is smaller than that in relation to the total wel-
fare, since the tax revenues are returned to us in
the form of public goods: in the figure this is
expressed by the rectangular area between the
comsumer and the producer prices, which
shows the product of the quantity sold and the
tax. This means that the net loss is the differ-
ence between the loss of the consumption sur-
plus and the tax revenue: i.e. the triangle
marked with blue in the figure. 

The left-hand side and right-hand side panels
of Figure 1 present the elastic and non-elastic
demand, respectively: the steeper demand
curve indicates smaller elasticity, since in this
case the amount of the demand hardly changes
in response to changes in the price. It can be
seen that the dead-weight loss is greater in the
case of elastic demand than in the case of non-

Figure 1 
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elastic demand, wherefore as a general rule, it is
reasonable to impose higher taxes on the non-
elastic factor or product. 

THEORETICAL MODELS

The early optimal taxation models examine
how the tax burden should be distributed
among the individuals to minimise distortion
arising from taxation, provided that there are
neither administration costs, nor tax evasions
(Sandmo, 1976).3 In these models the opti-
mum solution is that each inividual should
pay a lump sum tax depending on his or her
skills: since this tax does not grow with rising
incomes, it does not restrain surplus perform-
ance, and therefore everybody works as much
as he/she would work, let there be no taxes.
However, this model cannot be implemented
since the state has no information on the abil-
ities of the individuals, and the taxpayers
would be interested in manifesting less than
the existing ability. The second best solution
that counts with the shortage of information,
too also depends on the assumptions on
which the model is built. One of the main
approaches uses only consumption taxes,
while the other only income taxes: when
examined separately, both can be sufficent
and optimal by themselves. In both approach-
es, the optimal tax is determined how flexibly
the consumption of the different products
and the labour supply of the individuals react
to the changes in the tax rate. The signifi-
cance of social preferences is given attention
at a later stage: on the one hand, the value
that the society attributes to equality or equi-
table distribution, and on the other hand to
what extent the state is expected to ensure
welfare services.

Assuming households with the same taste –
the consumption tax is optimum if it is inverse-
ly proportional to the price elasticity of the

product:4 it can be seen intuitively, too that the
difference between consumer decisions made
on the basis of taxed or un-taxed prices is the
smallest in this case (Ramsey, 1927). In the case
of households with different tastes the con-
sumption tax can be optimum if on top of the
price elasticity it also takes into account that
the tax on products consumed by poor house-
holds (that have a major weight in the social
welfare function) must be relatively low. 

Mirrlees (1971) examines whether it is rea-
sonble to use the progressive tax system
applied in most countries. He concludes that
the more flexibly the individuals react to
changes in the net income, the less important
solidarity is for the society, and the less rev-
enue the budget requires, the smaller the tax
rates should be. In search of the optimum ratio
of direct and indirect taxes, Atkinson and
Stiglitz (1976) show that the exclusive use of
income taxes is optimal, i.e. there is no need
for consumption taxes, provided that there is
no interaction between the utility of labour
and consumption, i.e. they are separable. In
Diamond's model (1998) the income tax is
optimal – assuming individuals with the same
taste, but different productivity – if the mar-
ginal tax rate of the most productive (richest)
and that of the poorest individuals is relatively
smaller: it is better for everyone if the activity
of higly productive individuals is not
restrained by high taxes, and the tax allowance
for the poor is desirable since it supplies
resources to places the relative utility of which
is the greatest.5

In addition to the distorting effects and the
aspect of redistribution, the newer theories also
count with the administration costs of tax
returns and collection, and tax evasion, too.
These models come to the conclusion that it is
more reasonable to use several (a small number
of) tax types and less differentiated tax rates
than a single, finely differentiated tax rate.
Simplicity reduces the costs of collection and



PUBLIC FINANCES – Taxation and the tax system

452

facilitates inspection, which restrains tax eva-
sion. On the other hand, through the applica-
tion of more than one tax types marginal tax
rates can be kept lower, which increases the
willingness to pay taxes. Having revised their
own, former model, Atkinson and Stiglitz
(1980) came to the conclusion that the reduc-
tion of administrative costs may after all justify
the application of indirect taxes. Slemrod
(1990) also draws attention to the fact that in
addition to equitableness and efficiency con-
siderations the administrative costs of tax pay-
ment and collection, as well as tax evasion must
also be taken into account, since these costs
significantly modify the tax revenues. 

In the newer models that take tax evasions
and administration into account too, a combi-
nation of indirect and income taxes is the opti-
mum solution in general (e.g. Boadway et al,
1994; Alm, 1996 or Sorensen, 2007). According
to Alm (1996), in the optimum case the con-
sumption tax rate is identical in the broadest
spectrum of products. It is worth imposing
higher than standard tax rates only on those
goods that are less sensitive to price changes
(e.g. basic consumption goods), that have neg-
ative external effects (e.g. alcohol), that are
consumed by high income people (e.g. luxury
articles), or in the case of which taxes can be
easily enforced and collected (goods versus
services). In the case of income tax a single
marginal tax rate is suggested with a tax base
defined as broadly as possible, since it minimis-
es both the administrative costs and tax eva-
sion.  In this case justice can be ensured by
exempting incomes from taxation up to a rela-
tively high level. 

A separate field of literature on optimal tax-
ation deals with the growth related impact of
taxation. This requires the modelling of the
future consequences of the one-time decisions
of the economic players: e.g. the impact of cur-
rent savings on next year's investments and
production. According to the classic conclu-

sion,  assuming an indefinite time horizon, the
optimum tax rate of capital income is zero per-
cent. The intuitive explanation is that while the
consumption tax affects decisions made within
the given time period, the tax on capital dis-
torts present and future decisions on consump-
tion, which causes a greater welfare loss even
with a low tax rate (Valentinyi, 2001). The
models that assume players with a definite life-
time and different productivity may also lead to
other consequences. For example, Conesa et al
(2007) present that the optimum tax rate of
capital incomes is not zero, but rather a signif-
icant percentage, if most of the taxpayers react
sensitively to the tax on labour income, while
they are less elastic in relation to taxes on cap-
ital: this time taxes on capital cause a relatively
smaller total welfare loss. 

In endogenous growth theories that count
with human capital investments too, the
growth restraining effect of labour taxes can be
larger or smaller than that of capital taxes,
depending on the assumed parameters
(Babiker, 2002). 

The models mentioned so far are usually
based on the assumption that the mobility of
capital among the countries is zero or at most
negligible. This assumption is rejected by the
theory of the international tax competition,
which examines which tax system can ensure
concurrently the capital attracting ability of
the country and the required revenues. These
models typically conclude that in countries
that are exposed to the tax competition both
the level of taxation and the supply of public
goods will be smaller than the optimum in
terms of social welfare (Fuest et al, 2003). In
the newer models the relative level of taxes
adjusts the capital attracting ability of a given
country not by itself, but compared to the
level of public services. As a result, the tax
competition does not necessarily forces the
introduction of decreasing rates (e.g. Ivanyna,
2007; Görg et al, 2007). 
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TAXES, CONTRIBUTIONS AND SOCIAL
BENEFITS

In general, three types of tax revenues are dif-
ferentiated: indirect taxes, direct taxes and
social security contributions. Indirect taxes are
imposed on consumption and not incomes,
their administration is less expensive and tax
evasion is more difficult. Direct taxes are levied
directly on income from investments and
labour, wherefore they are more suitable for
redistribution. On the other hand, their dis-
torting effect is usually greater. Social security
contributions are similar to direct taxes, howev-
er, while the latter are not directly linked to
services in return, the payment of contribu-
tions creates a certain eligibility (e.g. pension,
unemployment benefit, child care allowance)
on the basis of the insurance relationship.

The markedness of the boundary between
contributions and taxes primarily depends on
the characteristics of the insurance system: for
example, in Hungary the job-seeking benefit or
the childcare allowance are based on insurance
relationship, yet their amount depends on the
size of the last income6 and not on payments
made earlier. On the other hand, pensions are
calculated with consideration of all contribu-
tions paid. Contributions payable on wages
influence the labour supply similarly to income
taxes, their effect is smaller if the correlation
between the contributions and the cash bene-
fits that can be claimed later on  is stronger
(since in this case emloyees regard contribu-
tions as savings instead of taxes). The essence
of the contribution based insurance system is
that certain welfare benefits are available only
for those people, who have contributed to the
financing of such benefits, while in the case of
taxes all taxpayers contribute to  the funding of
public goods, independent of the extent to
which they used a certain state benefit or serv-
ice. This means that the choice between the
two solutions is not only a question of efficien-

cy, but is also about how responsibility is
shared by the individuals and the community in
solving certain life situations (illness, unem-
ployment, child rearing, old age).

The primary objective of taxes and contribu-
tions is to ensure the revenues required for
public expenditures, while the objective of sub-
sidies is to correct the primary (market)
income distribution. The tools used by the two
systems overlap to some extent: certain subsi-
dies can be replaced with tax allowances or dif-
ferentiated tax rates, and vice versa.7

The redistribution of incomes can also be
achieved through taxes, contributions and sub-
sidies: when choosing among the three differ-
ent tools, it is worth considering more or less
the same aspects that determine the selection
of the optimum tax. This means that in terms
of the total social utility the best tool is the one
that can be administered less expensively, that
is more difficult to abuse, and that distorts the
decisions of the economic players to a smaller
extent. This means that it is not necessarily
efficient to deprive the tax system of all ele-
ments of redistribution,8 if the differentiation
of the tax rates or the administration of the
allowances is cheaper, if the possibility of abuse
is smaller, or the labour supply related distor-
tion is smaller than in the case of subsidies.

Taxes and subsidies are not always independ-
ent of each other in terms of administrative
costs either. In certain countries the tax system
and the subsidy system function independent
of each other, most subsidies are tax exempt
(the recipient receives the net amount of the
subsidy), subsidies are not included in the tax
return and the tax system, and typically, the tax
system does not contain discounts that serve
social purposes. The advantage of such a sys-
tem is its transparency: the revenue and redis-
tribution objectives are clearly separated, and
the actual effect (net amount) of the subsidies
does not depend on other incomes.9 Since the
subsidies are paid net, there are no unnecessary
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money movements between the state agencies.
The disadvantage of the system is that it dou-
bles administration: both the tax authority and
the institution evaluate eligibility for the subsi-
dies collect information on incomes. 

In the fully integrated system subsidies func-
tion as negative taxes or tax allowances. The
administration of the entire system is per-
formed by the tax authority (expanded by the
local network of institutions). Its advantage is
that there is no double administration, and the
tax authority can determine eligibility for sub-
sidies on the basis of more accurate informa-
tion. Its disadvantage is that two contradictory
objectives are mixed up in the tax authority:
realisation of the revenues and social security.10

The extreme case of the fully integrated system
is family taxation, in which married couples
apply the tax rates and calculate the payable tax
on the basis of their collective income. This
system reduces the tax of families with children
– which can be supported by arguments of
equity –, but it also gives more to better-off
families with children than to poor people
without children. The other disadvantage of
this system is that it strongly reduces the
labour supply of the second earner in the fami-
ly.11 Finally, in terms of administration, family
taxation is significantly more complicated than
individual taxation, which increases the opera-
tional costs both for the taxpayers and the tax
authority, and may give rise to tax evasion.

If the taxes and subsidies function in separate
systems, it must also be decided which subsidies
and how should be taxed. Contrary to the mar-
ket incomes, subsidies expressly serve the objec-
tive of redistribution, they come from taxes col-
lected from market incomes, wherefore it is rea-
sonable to use the same theory in their taxation
as justified by their functions. Another aspect is
that the subsidies further reduce the labour sup-
ply, which would be further increased if they
were subjected to tax payment, and finally that
the administration costs can be reduced if people

in need receive after-tax, net amounts. This leads
to the conclusion that subsidies for the needy
should not be taxed at all, while the other rev-
enues should be taxed as allowances exempted
from the tax burden.12 Contribution payment
can be justified if the subsidy is similar to labour
income, i.e. it acts as a supplement. However,
payment can be made directly in this case, too
(the Treasury may transfer the amounts to the
social security funds) in order to reduce the
administration costs.

POSSIBLE EMPIRICAL MEASUREMENTS 

The distoring effect of taxes can also be exam-
ined with simple indicators: for example, high
implicit tax rates usually indicate significant
distorting effects and a high rate of tax eva-
sion. The comparison of the average tax bur-
den on the forms of businesses or income
deducting possibilities is also informative: it
shows the opportunties for legal tax avoidance
in the system. 

Bakos et al (2008a) examine the Hungarian
tax system with such simple methods. They
find that in Hungary the implicit tax rate is
high both in terms of labour income and con-
sumption by EU standards. At the same time,
the ratio of tax revenues to the GDP is closer
to the average, in part due to tax evasion and
the many exemptions. However, since with-
holdings on labour have a more significant dis-
torting effect than taxes on consumption, the
selective reduction of the former is the most
desirable since the demand for unskilled labour
is more elastic than the average. The most
important consequence of selective reduction
would be the growth in employment. Tax eva-
sion could be reduced if the taxes on the vari-
ous employment relationships were approxi-
mated, and the tax system was simplified. The
authors conclude that the introduction of the
flat-rate property tax would be desirable not
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for the reduction of tax evasion, but rather for
the encouragement of productive investments.   

On the basis of the macrolevel data of sever-
al countries the correlation between the tax
level (or changes thereof) and the economic
indicators can be suitable to point out the aver-
age effects. For example, according to the
analysis prepared by the World Bank on the
new Eastern European member states, with a
fix growth rate the increase of the tax wedge by
1 percentage point reduces the growth in
employment by 0.5–0.8 percentage points
(World Bank, 2005). Presumably, this explains
to a greater extent that in these countries the
increase of the distorting taxes (taxes on labour
and especially social security contributions) by
1 percentage point (measured relative to the
GDP) reduces the growth rate by around 0.4
percentage point (World Bank, 2006).

However, the size of distorting or tax eva-
sion encouraging impacts can differ from coun-
try to country, wherefore the macrolevel esti-
mates cannot be linked to a concrete country.
The thorough estimation of distortion requires
microlevel information on individuals or busi-
nesses. 

Empirical examinations measure how the tax
rates or the changes thereof affect the decisions
of the economic players. The measurement is
never absolutely accurate, since even in the case
of microlevel data there are many factors that
influence the individual decisions, but cannot be
measured, or cannot be well measured. The
most accurate measurements are made possible
by those tax reforms in which the changes affect
several taxpayer groups to different extents, and
in which detailed information is available both
on the pre-change and post-change incomes. 

Several elements of the Hungarian tax system
have been analysed on the basis of microlevel
data. One of the first attempts was the study
written by Semjén (1998), which examined the
tax evasion behaviour of businesses broken
down by type of business, on the basis of the

consolidated figures of tax returns. Vidor
(2005) examined how the tax allowance on the
payment of pension fund contributions affected
the savings related decisions of households by
estimating the difference in differences on the
basis of the Household monitoring data collec-
ted by TÁRKI Social Research Institute, and by
cohort analysis. He found that savings linked to
tax allowances do not squeeze out other types
of savings, i.e. new savings may also appear as a
result of the tax allowance.

Bakos et al (2008b) measured the impact of
the abolishment of the middle personal income
tax rate in 2005 on the declared income on the
basis of individual level data from the Hungarian
Tax and Financial Control Administration. The
estimate was based on the fact that during the
tax changes introduced in 2005, the marginal or
average tax rate of different individuals changed
differently. According to the authors' findings,
tax sensitivity is higher among higher income
people. However, this sensitivity is not so strong
that it could fully compensate the direct budget
revenue loss incurred due to the reduction of the
tax rate affecting higher income people.

Little empirical research was conducted on
the redistribution impact of taxation on the
basis of Hungarian figures.13 The most impor-
tant research is the one conducted by Gál et al
(2005), which examines the balance of tax pay-
ment and welfare transfers broken down by
age. However this research does not focus on
the justice of redistribution among the people
of our age, but rather on the implicit indebted-
ness of the next generations, i.e. the sustain-
ability of the entire system of redistribution.

SUMMARY, CONCLUSIONS

It can be seen from the above summary that the
theories do not provide clear orientation on the
optimal tax system. There are still several
obstacles to the practical application thereof.
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Just like any theory, these theories are also
based on assumptions that simplify reality, and
the conclusions are valid only if the underlying
assumptions come true in reality, too. This can
be checked with empirical examinations, and
policy conclusions can be drawn only after-
wards. However, most empirical analyses per-
tain to the US, and conclusions that are valid
for a large, closed economy are not necessarily
valied for a small and open economy.14 The
optimal tax system also depends on the scale of

values of the given society and on the behav-
iour of the economic players, i.e. it can only be
determined on the basis of such information.
Therefore, the successful transformation, and
especially the radical reform of the tax system
can be hardly imagined without the knowledge
of the economy and society of the given coun-
try on the basis of detailed empirical examina-
tions. As we could see, such analyses have
already been prepared in a few tax fields in
Hungary, too.

1 The theoretical background is introduced in detail in
Hungarian by Csaba and Tóth (1999).

2 The shape of the demand curve also depends on this:
when the price is falling, more people are willing to
buy, while with rising prices fewer and fewer people
are willing to do so. At any price level, there are peo-
ple who did a good bargain, i.e. obtained greater util-
ity than the price of the product, but the higher the
price the smaller the number of people who can do
so. For the sake of easy illustration, we presumed
that the demand is fully elastic.

3 A Hungarian language introduction to the literature
of optimal taxation is given by Cullis and Jones, for
instance (2003).

4 This is the Ramsey rule. A product's own (cross)
price elasticity indicates by what percentage con-
sumption of said product changes if the price of the
product (other products) is raised by one percent.

5 These models assume that a unit income (HUF) is
valued higher (increases utility to a greater extent)
for a poor than for a rich household. These models
do not necessarily define the social welfare function
mentioned in the first footnote concretely – they
only conclude that the tax burden of households that
play an important role in this function should be
smaller. 

6 However, both are preconditioned by the fact that
the insured person paid contributions for a certain
period of time before claiming annuity/allowance.

7 For example, this happened in Hungary in 2005,
when the family tax allowance was abolished for fam-

ilies with one or two children, however this was com-
pensated by the increase of the family allowance.

8 And it is not possible either: it can be seen theoreti-
cally, too that the lump sum tax is not operational.
On the other hand, according to the definition the
single rate tax must be paid proportionately to the
income, i.e. the rich pay more than the poor.

9 The targeting of social subsidies can be better, since
targeting is not distorted by the tax system (which
usually considers the number and income of family
members to a smaller extent), but can be worse too,
if the authorities are unable to check the information
required for the evaluation of eligibility.

10 This may increase the underpayment error of subsi-
dies, i.e. people otherwise in need of the subsidies
would not receive subsidies due to their stigmatising
effect or the lack of information.

11 According to the standard labour supply model, if a
household is based on the traditional division of
labour, then women can choose from among paid
work, housework and free-time activities, while
men can choose between paid work and free-time
activities. Since in the case of women paid and
unpaid work are close substitutes, they react more
flexibly to changes in market wages, which is con-
firmed by most of the empirical estimates (Evers et
al, 2006).

12 In the case of subsidies given to the needy (e.g. sub-
sidies linked to means testing) there is no point in
imposing taxes with a view to improving vertical tar-
geting, since eligibility is determined with a method
that ensures much more subtle targeting than taxa-
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tion (on the basis of the income of the household),
and in many cases the recipients do not have other
taxable incomes.

13 The first question of the examination of redistribu-
tion is who actually bears the burden of the tax: the
tax not necessarily reduces the welfare of the taxpay-
er, since in many cases the tax burden can be trans-

ferred to other entities. This question is investigated
by the economic theory of the distribution of the tax
burden (tax incidence), of which a Hungarian lan-
guage overview is given by Szabó (2005). 

14 See for instance Hartman's (1985) analysis on the
taxation of capital incomes.

ALM, J. (1996): What is an “optimal” tax system?,
National Tax Journal 49(1), pp. 117–133

ATKINSON, A. B. – STIGLITZ, J. E. (1976): The
design of tax structure: direct versus indirect taxation,
Journal of Public Economics 6, pp. 55–75

ATKINSON, A. B. – STIGLITZ, J. E. (1980): Lectures
on Public Economics, McGraw-Hill, New York

BABIKER, M. (2002): Taxation and labor supply
decisions: the implications of human capital accumula-
tion, API-Working Paper Series No. 0205

BAKOS, P. – BÍRÓ, A. – ELEK, P. – SCHARLE, Á.
(2008a): A magyar adórendszer hatékonysága (The
efficiency of the Hungarian tax system), Közpénzügyi
füzetek Issue 21, April

BAKOS, P. – BENEDEK, D. – BENCZÚR, P. (2008b):
Az adóköteles jövedelem rugalmassága (The elasticity
of taxable income), Közpénzügyi füzetek Issue 22, May

BOADWAY, R. – MARCHAND, M. – PESTIEAU, P.
(1994): Towards a theory of the direct-indirect tax
mix, Journal of Public Economics 55(1), pp. 71–88

CONESA, J. C. – KITAO, S. – KRUEGER, D. (2007):
Taxing capital? Not a bad idea after all!, NBER
Working Paper No. 12880. (revised)

CULLIS, J. – JONES, P. (2003): Közpénzügyek és
közösségi döntések (Public Finance and Public
Choice), Aula, Budapest

CSABA, I. – TÓTH, I. GY. (1999): A jóléti állam poli-
tikai gazdaságtana (The political economics of the wel-
fare state), in: A jóléti állam politikai gazdaságtana,
Csaba, I. and Tóth, I. Gy. (editors.) pp. 7–41

DIAMOND, P. A. (1998): Optimal income taxation:
An example with a U-shaped pattern of optimal margin-
al tax rates, American Economic Review, 88(1), pp. 83–95

EVERS, M. – DE MOOIJ, R. – VUUREN, D. (2006):
What explains the variation in estimates of labour
supply elasticities? Tinbergen Institute Discussion
Paper 017/3.

FUEST, C. – HUBER, B. – MINTZ, J. (2003): Capital
mobility and tax competition: a survey, CESIFO
Working Paper No. 956

GÁL, R. I. – TÖRZSÖK, Á. – MEDGYESI, M. –
RÉVÉSZ, T. (2005): Korosztályi számlák Magyaror-
szágon 1992–2001 (Generational accounts in
Hungary 1992–2001), PM (Ministry of Finance)
Kutatási füzetek, Issue 14, July 

GÖRG, H. – MOLANA, H. – MONTAGNA, C. (2007):
Foreign direct investment, tax competition and social
expenditure, manuscript, http://ssrn.com/abstract
=959405

HARTMAN, D. G. (1985): On the optimal taxation
of capital income in the open economy, NBER
Working Paper No. 1550

IVANYNA, M (2007): Adóverseny és kormányzati
hatékonyság (Tax competition and governmental effi-
ciency), Közpénzügyi füzetek, Issue 20, November

MIRRLEES, J. A. (1971): An exploration in the theo-
ry of optimum income taxation, Review of Economic
Studies 38, pp. 175–208

RAMSEY, F. P. (1927): A Contribution to the theory
of taxation, Economic Journal 37, pp. 47–61

SANDMO, A. (1976): Optimal taxation. An intro-
duction to the literature, Journal of Public Economics
6, pp. 37–54

SEMJÉN, A. (1998): A magyar adórendszer prob-
lémái a vállalkozások szemszögébõl (The problems of
the Hungarian tax system from the aspect of enter-
prises), Külgazdaság, Issue 6, pp. 27–7

LITERATURE



PUBLIC FINANCES – Taxation and the tax system

458

SLEMROD, J. (1990): Optimal taxation and optimal
tax systems, Journal of Economic Perspectives 4, pp.
157–178

SORENSEN, P. B. (2007): The theory of optimal tax-
ation: what is the policy relevance? International Tax
and Public Finance 14(4), pp. 383–406

SZABÓ, M. (2005): Az adóteher-eloszlás közgaz-
daságtana: alapfogalmak és elméleti modellek (The
economics of the distribution of the tax burden: basic
concepts and theoretical models), Hitelintézeti Szemle,
Issue 1 of Volume 4/2005, pp. 28–47.

VALENTINYI, Á. (2001): A tõkejövedelem optimális
adóztatása (The optimal taxation of capital incomes),
Közgazdasági Szemle 48, pp. 459–479

VIDOR, A. (2005): A megtakarítás ösztönzõk
hatása: magyarországi tapasztalatok, (The incentive
effect of savings: Hungarian experiences) PM
(Ministry of Finance) Kutatási füzetek, Issue 15,
October

World Bank (2006): Selected issues in fiscal reform
in Central Europe and the Baltic Countries 2005,
World Bank, Warsaw, February

Dear Author, 

Thank you for contributing with your article to the achievement of the objectives of our
professional journal, which is being renewed. Hereby we would like to call your atten-
tion to our expectations regarding the publication of manuscripts. 

The articles and studies to be published in the Public Finance Quarterly shall be no
longer than 50,000 characters, including spaces. There is no minimum limit. 

Please divide your text appropriately (with headings and subheadings). 
Please make sure to accurately compile the list of the used literature and references. The

list shall contain: 
• the author's name (authors' names),
• the year of publication, 
• the full title of the referred work, 
• the name of the publisher and the place of publication. 
If the referred work was published in a journal, after the author's name, the year of 

publication and the title of the work please indicate 
• the full title of the journal, 
• the month of publication, and 
• the number of the page where the referred work can be found within the journal.
Please provide all tables and figures with titles and subsequent numbering (please include

the reference in the text, too), and indicate the units of measurements of quantitative
values. Please enclose the data series of figures and diagrams in Excel files. Please write the
source of the data, as well as your notes pertaining to the tables and figures immediately
under the table or figure. 

Please indicate the author's profession, workplace or possibly position, scientific degree
and other professional activities or title that you require to be published in the “Authors of
this issue” section.  

We can accept publications via e-mail, in Word files. 


