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Distributional taxes are meant to benefit the poor by taxing the rich. If the rich could migrate, however, the respective national taxation options are limited. Hence, with a given amount of required tax receipts, one should chose a taxing scheme that maximizes the expected remaining utility of the rich. 

In the paper it is examined whether a proportional income tax or a death tax is preferable with that objective. We adopt a very simple model with two groups of people, the rich and the poor. The rich shall be taxed in order to support the poor, either by direct transfers or by any specific public good. We do not explicitly model the poor group but simply assume that a certain amount of tax receipts is required to prepare for their needs. Hence the problem condenses to the question how to collect the required resources from the rich. The latter command a life-time budget  which they can devote to either work or leisure v. Their total lifetime income can be used for either consumption v or savings. Savings yield an interest rate i and occur only in order to provide for the next generation by the heritage h.

In the first section of the paper an individual Cobb-Douglas utility function is assumed which can be written in logarithmic terms as 
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 can be viewed as weights which are given by the individual to the benefits of the next generation and to leisure with respect to her own consumption c. It is shown that, with the assumed utility function, income taxation neither reduces work nor total income. The crucial question remains, however, if there is a better taxation scheme to yield the same amount of revenues with less sacrifice to the taxpayer.

A frequently supposed candidate is the death tax. Because it accrues not before human life has ended, it is supposed to create much less tax evasion and, hence, less distortion of incentives to work and saving. In particular, if the individual does not care about what happens to her estate after death, a death tax is supposed to be both harmless to her welfare and perfectly neutral with respect to her allocation of resources.  

The picture changes radically, however, if the level of utility is regarded which is left to the individual with the death tax in comparison to an income tax. This does, of course, make sense only with a given amount of tax receipts, or - to be more precise - with a given present value of tax receipts. The latter takes into account that , on average, the death tax receipts accrue later to the state than do the income tax receipts. Hence, a change of the taxing scheme from the latter to the former would imply some interest costs. It is proved that, with the Cobb-Douglas-utitilty function and a given present value of tax receipts, the death tax generally causes a larger reduction of utility to the rich than an equivalent income tax does.  

In its next section the paper discusses the issue in a steady state overlapping generations model, taking into account that the bequest of the elder is an additional resource for the younger. Hence there accrues a kind of double-dividend from the heritage, which raises the utility of both the testator and the heir. This effect even enlarges the relative advantage of an income tax compared with a death tax, because the latter reduces or even destroys the positive externality, while the former does not. 

In the last section of the paper, the argument is extended to a broader comparison of  different taxation schemes. Still assuming a Cobb-Douglas-utility function and requiring a given present value of total tax receipts, a pure consumption tax ranks first. It is followed by a pure labour-income tax, which in turn proves better that an income tax including interest income. An income tax which would also cover heritages with the normal rate were even worse, and the worst of all turns out to be a pure death tax. At the present stage of the paper, the results of this last section are derived from numerical examples and heuristic arguments. More general proves can hopefully be provided at the workshop.
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