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Voorwoord (in Dutch) 

Promoveren zou een solitaire aangelegenheid zijn. Dat zal ik nooit beweren. Integendeel. De 

reis van de promovendus is, om met Steinbeck te spreken, “like a full dinner of many courses, 

set before a starving man. At first he tries to eat all of everything, but as the meal progresses he 

finds he must forgo some things to keep his appetite and his taste buds functioning.”2 En eten 

doet men niet alleen. Disgenoten maken een maaltijd tot een smakelijke. Zij voorkomen dat de 

promovendus zich verslikt in culinaire illusies. Zonder hen blijft een recept slechts een geur- en 

smaakloze woordenbrij. Zijn lessen leert de promovendus niet slechts door ondervinding. Hij 

is geen autodidact. Leermeesters en metgezellen leiden hem naar zijn eindbestemming. Hun 

komt dit proefschrift toe. 

Leermeesters verdienen dan ook lof. Eerst en vooral Arie Rijkers, mijn promotor. Zonder zijn 

vertrouwen, inspanningen, adviezen, geduld, inspirerende kijk op de wereld en vriendschap zou 

dit project nooit zijn aangevangen. Laat staan dat het de eindstreep had gehaald. Hij hield koers 

en was een baken van licht en warmte in barre tijden. Zijn lessen zijn niet slechts academisch. 

Het zijn levenslessen. Die verrijking draag ik voor altijd mee. Woorden zijn slechts de 

ééndimensionale weerslag van de dankbaarheid die hem toekomt. Zij kunnen daaraan nimmer 

recht doen.  

Promotor Hans Gribnau dank ik voor de betrokkenheid, het luisterend oor, de prikkelende 

filosofische beschouwingen, oppeppende gesprekken en alle inspanningen om het onderzoek 

op de rails te houden. Het was soms nodig op de rem te trappen, zodat ik niet uit de bocht zou 

vliegen. Zonder zijn bijstand zou de promotie niet meer dan een onbereikbaar ideaal zijn 

gebleven. Het vergt het penseel van een groot schilder om uiting te geven aan de dank die ik 

hem verschuldigd ben.  

Behalve mijn promotoren mogen zeker Peter Kavelaars en Deloitte Belastingadviseurs niet 

onbenoemd blijven. Dankzij Peters goedheid en liefde voor de belastingwetenschap kon ik 

academie en praktijk combineren. Hij ontsloot het positieve belastingrecht en bood een 

inspirerende en warme omgeving om de eerste schreden in belastingland te zetten. Mede door 

hem is dit proefschrift mogelijk gemaakt. Zijn kritische en heldere kijk op zaken is ook in de 

                                                 

2  Vrij naar John Steinbeck, Travels with Charley: In Search of America, 1962. 
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laatste van fase van het onderzoek van onschatbare waarde gebleken. Ik ben hem veel 

verschuldigd.  

Een proefschrift besluit een academische studie. Beide zijn mogelijk gemaakt door het Fiscaal 

Instituut Tilburg (FIT). Was het reeds een voorrecht onderwijs te genieten van Tilburgse 

fiscalisten, als collega onder hen te verkeren was een superprivilege. Het FIT heeft een warm 

en inspirerend onderwijs- en onderzoeksklimaat geboden. Ik dank alle medewerkers en 

oud-medewerkers die op enigerlei wijze bij dit proefschrift betrokken zijn geweest, waaronder, 

doch niet uitsluitend, Peter Essers, Richard Happé, Eric Kemmeren, Ronald Russo, Inge van 

Vijfeijken, Esther Bakker, Sonja Dusarduijn, Frank Elsweier, Andrea Feldhoffer, Mascha 

Hoogeveen, Diana van Hout en Caroline Toebosch.  

Dank gaat ook uit naar de CentER Graduate School voor het aanbieden en faciliteren van een 

aio-positie. De CentER Graduate Office dank ik voor alle logistiek en inspanningen om van een 

eerste manuscript via de pre-defense te komen tot een boek in gedrukte vorm. 

Een inspirerende omgeving heeft ook geboden de Hoge Raad der Nederlanden. Daar heb ik 

mijn manuscript kunnen voltooien. Dat was niet gelukt zonder de goedheid van “mijn” 

raadsheer, Theo Groeneveld. Hij is niet alleen op juridisch gebied een voorbeeld. Ook dank ik 

Bea van Everdingen, “mijn” A-G’s en collega’s van het Wetenschappelijk Bureau voor hun 

begrip en geduld. Als promovendus leeft men een kluizenaarsbestaan. Coen Maas dank ik voor 

taalkundig advies. Ik wil niet onvermeld laten lichtingsgenoten Vincent Meijerman en 

Thomas Bart Fijnheer. Mijn geweeklaag was soms een koude douche. “Ons” warme bad 

verdreef de rillingen echter keer op keer. Nu wordt het tijd eindelijk eens die slingers op te 

hangen… 

Dat brengt mij op alle familieleden en vrienden die met mij – nu eens op afstand, dan weer van 

dichtbij – het proefschrift tot wasdom hebben zien komen. Zoals ieder groeiproces, ging dat 

met horten en stoten. Hun heb ik dan ook helaas niet de tijd en aandacht kunnen geven die ik 

wilde. De lijst van betrokkenen is ellenlang. Mijn dankzegging is daarom per definitie 

incompleet. Ik noem in ieder geval mijn moeder, Theo, Wessel, Manten, Mike, Bas, Lennert, 

Martijn, Patrick, Michiel, Teun, en de Wolfpack. 

Woorden vertolken een boodschap. Die boodschap vereist de juiste taal en toonzetting. 

Daarvoor hebben Mariëlle Klein en René Neve zorggedragen. Zij belichamen de taalkundige 
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mortel die dit bouwwerk bijeenhoudt. De metselaars van woordwonderen. Woorden schieten 

echter tekort om de lof en dankbaarheid die hun toekomt uit te drukken.  

Woorden werden gewogen door de leden van de promotiecommissie, naar wie ook grote dank 

uitgaat. Niet alleen voor het lezen, becommentariëren en nuanceren van het eerdere manuscript, 

maar ook voor hun betrokkenheid bij het onderzoek. Het is een eer dat Gert-Jan van Norden, 

Bruno Peeters, Peter Kavelaars, voornoemd, Henk Vording en Arjan Lejour hun goedkeuring 

aan het manuscript hebben gegeven. 

De afronding van dit proefschrift is mede mogelijk gemaakt door financiële ondersteuning van 

de Nederlandse Vereniging voor Internationaal Belastingrecht, waarvoor ik ook mijn dank en 

waardering wil uitspreken. 

Laurens Wijtvliet 

Den Haag, februari 2018 
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Preface (in English) 

A PhD’s journey is often said to be a solitary course, but I beg to differ. To quote Steinbeck, it 

is “like a full dinner of many courses, set before a starving man. At first he tries to eat all of 

everything, but as the meal progresses he finds he must forgo some things to keep his appetite 

and his taste buds functioning.”3 And sharing dinner is what people do, because it makes a meal 

a feast. Table companions prevent a PhD student from biting off more than they can chew. 

Without them, the dish would be a welter of words devoid of smell or aroma. A PhD student 

learns their lessons not only from experience – they are not self-taught. Masters and companions 

lead them to their final destination, and theirs is this PhD thesis. 

Masters merit praise. First and foremost my supervisor, Arie Rijkers. Without his trust, efforts, 

advice, patience, inspiring world view, and friendship I never would have embarked on this 

journey, much less have completed it. He kept a steady course and was a beacon of warmth and 

light in dire times. His lessons are not only academic, they are lessons in life that have enriched 

me forever. Words are just a unidimensional reflection of the gratitude that befits him – they 

can never do justice to it.  

I also thank my supervisor Hans Gribnau for his commitment, responsiveness, inciting 

philosophical contemplations, pep talks, and all his endeavours to keep the research on track. 

Sometimes he had to slow me down and prevent me from going astray. Without his support my 

PhD would have remained a utopian ideal. Only the stroke of a great artist could express the 

immense gratitude I owe him.  

Apart from my supervisors, a special word of mention for Peter Kavelaars and Deloitte Tax 

Advisors. Peter’s kindness and love for tax studies have enabled me to combine academia and 

practice. He opened up the world of tax law for me, providing the inspiring and warm climate 

where I entered the realm of taxation. This thesis also came about under his aegis. His critical 

and crystal clear views certainly proved their worth in the last phase of this research and I owe 

him a great debt of gratitude. 

                                                 

3  Inspired by John Steinbeck, Travels with Charley: In Search of America, 1962. 
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A thesis marks the end of an academic study. The Fiscal Institute Tilburg (FIT) made both 

possible. Being educated by Tilburg University tax experts was an honor already, working 

amongst them as a colleague was a great privilege. The FIT offered a warm and inspiring 

academic and research climate. I thank all of its present and former staff members who have 

been involved in this thesis in any way, including – but not limited to – Peter Essers, Richard 

Happé, Eric Kemmeren, Ronald Russo, Inge van Vijfeijken, Esther Bakker, Sonja Dusarduijn, 

Frank Elsweier, Andrea Feldhoffer, Mascha Hoogeveen, Diana van Hout, and Caroline 

Toebosch.  

Moreover, I would like to thank the CentER Graduate School for providing and facilitating my 

PhD position. I am grateful to the CentER Graduate Office for all their logistic and other efforts 

to convert my first manuscript through the pre-defense into a book in print. 

The Supreme Court of the Netherlands also provided a most inspiring environment for me to 

complete my manuscript. This would not have been possible without the kindness of “my” 

justice, Theo Groeneveld. He is a role model, not only in the legal field. I also thank Bea van 

Everdingen, “my” advocates general, and my colleagues of the Tax Research Centre 

(“Wetenschappelijk Bureau”) for their understanding and patience. A PhD student leads a 

hermit’s life. I thank Coen Maas for linguistic support. My colleagues Vincent Meijerman and 

Thomas Bart Fijnheer certainly deserve a word of mention for lending an ear to my 

lamentations. Our companionship time and again lifted my spirits. 

A special word of thanks to my family and friends who witnessed the growth of this thesis, 

either from up close or from a distance. Like any growth process, it had its ups and downs and 

I have not always been able to give them the time and attention they deserve. Their list of names 

is endless and my gratitude goes way beyond it. In any case I would like to thank my mother, 

Theo, Wessel, Manten, Mike, Bas, Lennert, Martijn, Patrick, Michiel, Teun, and the Wolfpack. 

Words ideally convey a clear message and strike the right tone. Mariëlle Klein and René Neve 

provided the linguistic mortar that holds together the structure of my thesis. Words are not 

enough to thank them.  

I would further like to extend my great gratitude to the Members of the PhD committee who 

consciously weighed my words. I thank them not only for reading and commenting on the 

manuscript, but most of all for their involvement in the research. It is an honor that Gert-Jan 
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van Norden, Bruno Peeters, Peter Kavelaars, Henk Vording, and Arjan Lejour approved the 

manuscript.  

The completion of this thesis has also been made possible with financial support of the Dutch 

IFA Branch, for which I am also very grateful.  

Laurens Wijtvliet 

The Hague, February 2018 
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I am of the opinion that each novelist will in particular consider the first sentence of his 

book, and that it is often hard to find a first sentence that is satisfactory. The first sentence 

is an interesting issue which invokes questions [...]. I believe that the issue ‘first sentence’ is 

of a relative recent date in the literature. Older writers did not worry too much about their 

first sentences, and neither about their titles. They briefly indicated what the rest would be 

about. 

               Willem Frederik Hermans (unofficial translation)4 

 

                                                 

4  Willem Frederik Hermans, Eerste Zinnen van Romans, in: Willem Frederik Hermans, Mondelinge 

mededelingen, Amsterdam: Uitgeverij De Bezige Bij 1987, pp. 61-62. 
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This doctoral thesis is about well-being and wealth inequality in relation to a shift in the tax 

mix from direct to indirect taxes.5 It analyzes the distributive effects of such a tax shift in the 

light of a multidimensional notion of well-being. To that end a descriptive and evaluative 

approach is combined with a very basic, exploratory empirical model. That combination is 

realized according to the following main research question:  

Could a shift in the tax mix from direct to indirect taxes affect the various dimensions of 

well-being, most notably in relation to wealth inequality? 

This research question contains several tax, economic, legal, philosophical and other themes. 

In order for one to fully appreciate the purpose and scope of this research, a few of these themes 

need to be clarified at this stage of this thesis – before the research question itself is further 

explained. The following Chapters 1 up to and including 3 provide such clarification. Together 

they form the prelude to the research question.  

The prelude consists of the following parts. Chapter 1 (prologue) paints an historical picture of 

the evolution of tax systems. It provides an historical view onto the field of forces between 

direct and indirect taxes. That field of forces is still present. Today, it is predominantly 

determined by considerations of economic growth. These aspects of economic growth and taxes 

and their meaning for the tax shift to indirect taxes are discussed in Chapter 2.  

The material pursuit of economic growth contrasts sharply with a more immaterial pursuit of 

well-being that is experiencing a revival in the current economic literature. That immaterial 

strive and the multidimensional notion of well-being it embodies are also discussed in 

Chapter 2. Next, Chapter 3 discusses the so-called expenditure or consumption tax. This 

(hypothetical) tax resembles the tax shift to indirect taxes and it may result in comparable side 

effects to the distribution of wealth and well-being.  

Chapters 1 through 3 pave the way for this thesis’ main research question and methodology: 

Chapters 4 and 5. Chapter 4 contains a closer explanation of the main research question. The 

research methodology and the outline of this thesis are discussed in Chapter 5.  

-- 

 

                                                 

5  In this thesis, this shift in the tax mix from direct to indirect taxes will also be dubbed “the shift from direct 

to indirect taxes”, “the tax shift”, “the shift” or a derivate thereof.  
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 Reflections of societal dynamics 

The road to change is one of struggle and confrontation. This goes for mankind and its creations 

alike – tax systems included. The evolution of taxation has been a search for the payment 

capacity of taxpayers, the ability-to-pay principle, and direct and indirect taxes. 

Grapperhaus strikingly compares this evolution to a pilgrimage: “a tough and frequently 

dangerous journey in often rough weather and through unknown areas to a possibly hardly 

achievable goal.”6 With this statement he follows in the footsteps of Seligman, who brackets 

the “history of finance” together with “the evolution of the principle of faculty or ability to 

pay—the principle that each individual should be held to help the state in proportion to his 

ability to help himself.”7 

Over the centuries, the benchmark for the ability to pay has also evolved. Seligman presents 

five consecutive stages in which direct and indirect taxes alternate.8 That development is still 

going on today. Initially, in the first societies, the census sufficed. That resulted in head taxes. 

Later on, property became the base for a general property tax, until expenditures arose as the 

distribution formula for excise taxes (special – indirect – taxes on consumption). Subsequently, 

revenues approximated the payment capacity. They constituted the base for revenue taxes (taxes 

réelles, Ertragsteuer, opbrengstbelastingen), until eventually income became the embodiment 

of the ability to pay. 

Seligman adds that tax reforms have historically been dictated by the self-interest of the ruling 

class(es) who wanted to shift the tax burden onto others. That observation is a common thread 

in the history of taxes. Shifting tax bases reflect a changing economic and societal balance of 

power as well as “the efforts of each class, whether it be the small or the large class, to gain 

                                                 

6  Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in 

West-Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, p. 7. 

7  Edwin R.A. Seligman, The Income Tax: A Study of the History, Theory and Practice of Income Taxation 

at Home and Abroad, New York: The Macmillan Company 1914, p. 4. 

8  Edwin R.A. Seligman, The Income Tax: A Study of the History, Theory and Practice of Income Taxation 

at Home and Abroad, New York: The Macmillan Company 1914, pp. 5-18. 
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some advantage for itself.”9 Among these attempts to shift the tax burden, the calls for tax 

justice and tax equity are gradually increasing.10 

 Expenditures emerge 

The aforementioned societal and economic dynamics were clearly visible at the beginning of 

the Middle Ages, in the rising cities. There, under a governing elite of prospering citizens, 

wealth taxes gave way to excise taxes, which were predominantly paid by the middle and lower 

classes.11 The interest of the governing class was to shake off the tax burden and to shift it to 

the poorer classes and the surrounding rural areas.12 The latter were usually left out of the 

registers and were therefore immune to the prevailing wealth taxes. They therefore did not 

contribute to the fisc. That was also the case for the nobility and the clergy, albeit because of 

tax privileges. “No one can avoid expenditures”, the urban tax reformers must have thought. 

And that also was the case for taxes thereon. Thus, excise taxes had a wide range to strike 

commodities consumed by the majority of the population. They essentially covered the 

population in its entirety.13 For many centuries, excise taxes therefore remained efficient and 

effective means. The “Ideal der Akzise” still existed in the time of Adam Smith, who applauded 

excise taxes on luxury goods.14 

Besides a desire to shift the tax burden, other factors also pushed this change of the medieval 

tax landscape. Ydema, for instance, provides a budgetary argument. The urban authorities 

simply could not afford to exempt low income individuals and families from taxation. In line 

with that is a notion of benefit and equality: excise taxes offered a scarce and necessary 

opportunity to stipulate a contribution to the common goods and services from this group as 

                                                 

9  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 8. See also p. 18. 

10  Edwin R.A. Seligman, The Income Tax: A Study of the History, Theory and Practice of Income Taxation 

at Home and Abroad, New York: The Macmillan Company 1914, p. 4 (“Amid the clashing of divergent 

interests and the endeavor of each social class to roll off the burden of taxation on some other class, we 

discern the slow and laborious growth of standards of justice in taxation, and the attempt on the part of the 

community as a whole to realize this justice.”) 

11  See also Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, pp. 13-14. 

12  O.I.M. Ydema, Historische kanttekeningen bij bestedingsbelastingen, MBB 2006/5, p. 190 and Ferdinand 

H.M. Grapperhaus, Tax Tales From the Second Millennium, Amsterdam: IBFD 2009, p. 67. 

13  J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. Uitgever 1966, p 

113. See also Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. 

Belastingheffing in West-Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, p. 66. 

14  Adam Smith, The Wealth of Nations, 1776, (Radford, VA: Wilder Publications 2008), pp. 628 and 641. 
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well.15 In this way merchants also contributed their share: the existing taxes made it hard to tax 

them because of an impending capital flight. On top of that, through excise taxes visiting 

non-residents – particularly in trade cities – also contributed to the general resources. As a 

result, residents could be relieved from paying other taxes.16 Furthermore, it was not without 

significance that excise taxes bypassed the tax exemptions for the nobility, clergy and other 

privileged classes. And rightly so, Seligman states. Because “what was more natural than that 

the statesmen and tax reformers should attempt to make them pay something through taxes on 

their expenditure, which they could not well escape?”17 

The consumption of excise goods was more or less equal for most residents. Thus, excise taxes 

roughly brought about equal financial sacrifices (generality of taxation) in the Middle Ages. 

Residents – privileged or not – contributed in virtually equal measure to the general resources, 

at least in proportion to their expenditures. From a benefit perspective, that definitely seems 

fair. After all, a contribution can be asked from anyone who benefits from the common goods 

and services. However, (more or less) equal excise tax payments have a disadvantage. A closer 

look at the genesis and foundations of these taxes may clarify that. 

 The first sprouts of excise taxes 

The birth of these urban excise taxes roughly took place along the following lines.18 During the 

early Middle Ages, monarchs, who were in permanent financial trouble, had gradually granted 

                                                 

15  O.I.M. Ydema, Historische kanttekeningen bij bestedingsbelastingen, MBB 2006/5, p. 190. Following Ely 

the sustainability of such reasoning can be contested. Excises, he notes, push up commodity prices and erode 

real income. In that way they force “some who are already near the awful line of pauperism to cross it, and 

thus puts to death higher aspirations in a class of citizens and lowers the level of civilization.” But that is 

not the main objection to excises, because “the absurdity of the thing is seen in this, that when the tax has 

destroyed the value of a man as an industrial factor in the community, what is taken away is given back in 

alms!” See Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y. Crowell & Co. 

1888, pp. 82-83. 

16  As an illustration: in Parliamentary proceedings II 1821/22, 18 juli 1822, on page 21 Bijleveld is speaking: 

“On top of that, by every foreigner, who visits the country in which such a tax is levied, such an unnoticed 

contribution to the Treasury is made, that its own citizens can by means thereof remain free of other taxes. 

This is particularly the case in a country such as our fatherland, to which many foreigners are drawn because 

of trade relations – not to mention any other causes – who all contribute considerably to the nation’s 

Treasury.” (unofficial translation) 

17  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 8. 

18  The rise and evolution of excise taxes has been documented by the various authors referred to for brevity’s 

sake. See, e.g., Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. 

Belastingheffing in West-Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, pp. 15-20, 

Ferdinand H.M. Grapperhaus, Bescherming, beroving, belasting. In tienduizend jaar van embryonale naar 
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rights to cities in exchange for payment. Examples thereof were city rights, rights to wall the 

city, as well as market rights, toll rights, rights of coinage, staple rights, wind rights, slaughter 

rights, and brewing rights. In their turn, cities capitalized on these rights by charging citizens 

leases. As a result, the miller owed annual wind rights for the use of the wind on the city rampart 

(benefit!). The brewer had to pay for the use of the brew kettle, the butcher to use the abattoir, 

and the cloth merchant was charged for his use of the clothmaker’s halls. The often inelastic 

demand for their products guaranteed that these retailers could pass on the leases without any 

problems.  

Over time, the leases were increasingly raised. The relation between payment and exchange 

therefore became less apparent. What was a retribution at first, gradually changed into a tax19 

which “only via a detour can be traced back to the benefit principle, that is, insofar as the 

citizens have an interest in government facilities in general”, Grapperhaus remarks.20 Although 

they first were sovereign privileges and prerogatives, it eventually was the cities which 

continually benefited from the leases. In the Netherlands, the last urban (municipal) excise taxes 

were terminated in 1865.21 In the seventeenth and eighteenth century, the more centralized 

governments also discovered this source of income.22  

Excise taxes affected several necessities of life, such as bread, meat, fish, cheese, beer, and 

wine. Fabrics, hides, leather and linen were also subjected to excise taxation. The creativity of 

tax authorities knew no bounds. Grapperhaus narrates how the Italian city of Siena had already 

                                                 

volwassen belastingheffing, Deventer: Kluwer 2002, pp. 58-66, Ferdinand H.M. Grapperhaus, Tax Tales 

From the Second Millennium, Amsterdam: IBFD 2009, pp. 21-28, J. van der Poel, Sijmen betaal! 

Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. Uitgever 1966, pp. 39-44 and 112-119, A.C.J. 

de Vrankrijker, Geschiedenis van de belastingen, Bussum: Fibula-Van Dishoeck 1969, pp. 12-15. For the 

etymology and meaning of excises, see J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan 

de Rijn: Samsom N.V. Uitgever, pp. 112-119 and W.M.G. Visser, Accijnzen, Deventer: Kluwer 2008, pp. 

15-18. 

19  With regard to the legal notion of tax and the different levies that can be classified under this heading, see, 

e.g., M.J.H. Smeets, Het juridisch begrip “belastingen”. Openbare les gehouden bij het aanvaarden van het 

lectoraat in het belastingrecht aan de R.K. Handelshoogeschool te Tilburg op maandag 26 januari 1931, 

’s-Hertogenbosch: L.C.G. Malmberg 1931. 

20  Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in 

West-Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, p. 20. 

21  J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. Uitgever 1966, 

p. 123. 

22  Nowadays excise taxes yield approximately EUR 11 billion per annum in the Netherlands. See 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82569ned&D1=0,4&D2=2&D3=27,

32,37,42,47,52-57&HD=170505-1210&HDR=G1,G2&STB=T (accessed May 5, 2017). 
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leased thirty eight excise taxes in 1297, including those on rents and compensations, bags and 

crates, gambling tables, wine, baths, cattle for slaughter, grain, market transactions, bread, 

merchandise sold at markets, prisons, and salt.23 A Dutch example is provided by Jacobs, who 

recalls how the city of ‘s-Hertogenbosch already had thirty excise taxes in 1441. These varied 

from wood lease, baker’s excise, and wine excise to salt tax and excises on the brokerage of 

herring.24 There were also taxes on playing cards and dice.25 Remarkable were the excise taxes 

“on marriage and burials, levied according to the display of wealth of certain classes” as well 

as a “tax on unfounded trials, to be paid by the loser”, to which De Vrankrijker refers.26 

Excise taxes were paid bit by bit and virtually unnoticed. Initially, they did not lead to public 

dissatisfaction. Therefore, they met Adam Smith’s well-known adage that “every tax ought to 

be levied at the time, or in the manner, in which it is most likely to be convenient for the 

contributor to pay it.”27 It is for good reason that Tenzel dubs the excise tax “ein heimlicher 

Dieb” in his Entdeckte Goldgrube der Accise.28 The Dutch politician Appelius stated in 1822 

that the milling excise “is unnoticeable for the considerable part of the population who buy their 

bread at the baker’s.”29 A ruler could ensure himself of revenue if he “chooses items that by 

their very nature or by the common use of the people are practically even with people’s 

needs.”30 This is a somewhat cynical approach to taxation and leads to the taxation of 

necessities such as food, beer, wine and salt.  

Especially because of their surreptitious nature and link with necessities of life, excise taxes 

were for some a thorn in their side. Ely referred to this form of taxation in fierce terms. He 

                                                 

23  Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in 

West-Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, pp. 18-19. 

24  Beatrix C.M. Jacobs, “Eene saecke gehorende tot de domestique huijshoudinge ende politie” Stadsaccijnzen 

in ’s-Hertogenbosch in de hertogelijke en Staatse tijd, in: J. Th. de Smidt a.o., Fiscaliteit in Nederland: 50 

jaar Belastingmuseum “Prof. Dr. Van der Poel”, Zutphen: De Walburg Pers 1987 / Deventer: Kluwer, 

pp. 68-69. 

25  See P.L.H. Crasborn, Speelkaartenbelasting in Nederland, in: J. Th. de Smidt a.o., Fiscaliteit in Nederland: 

50 jaar Belastingmuseum “Prof. Dr. Van der Poel”, Zutphen: De Walburg Pers 1987 / Deventer: Kluwer, 

pp. 9-19. 

26  A.C.J. de Vrankrijker, Geschiedenis van de belastingen, Bussum: Fibula-Van Dishoeck 1969, pp. 41-42. 

27  Adam Smith, The Wealth of Nations, 1776, (Radford, VA: Wilder Publications 2008), p. 594. 

28  O.I.M. Ydema, Historische kanttekeningen bij bestedingsbelastingen, MBB 2006/5, p. 192. 

29  Parliamentary proceedings II 1821/22, 18 juli 1822, p. 417. For various parliamentary debates on excises, 

see W.M.G. Visser, Accijnzen, Deventer: Kluwer 2008, to which I owe these quotes. 

30  Parliamentary proceedings II 1815/16, 7 juni 1816, p. 117. 
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called them “congenial to despotism and aristocracy” and he was worried about a “connection 

between indirect taxation and pauperism.”31 Such objections are still heard today, as we will 

find out later in this research. It is then feared that excise taxes on necessities of life (and other 

indirect taxes) are a millstone around the neck of low income earners, whilst the burden is much 

more bearable for the wealthy. Seligman voices this notion when he writes that a tax on 

consumption “puts a premium on the penurious rich man” and “imposes a crushing burden upon 

the average poor man.”32 If one realizes that in the sixteenth century grain products alone took 

up a half to three-quarters of a poor household’s budget,33 this objection does not seem to be 

unfounded. The numbers speak for themselves. Around 1850 a day laborer from the Betuwe 

area (the Netherlands) with a family of seven and an annual income of 140 guilders paid 

approximately 20 guilders of milling excise alone.34 According to some estimates, the full 

burden of excise taxes could reach a third of an annual income.35 The often regressive urban 

excise taxes increased the crushing burden even further.36 

It is therefore for a good reason that Ydema points out that excises on necessities have an innate 

limit.37 And that limit is when excise taxation jeopardizes the subsistence level. Tax riots and 

even revolution – attempts by the burdened classes to throw off the tax yoke – are then lurking. 

The fates of the French salt tax are a textbook example thereof. They are discussed next. 

 The bitter taste of salt tax 

In France, the gabelle – as salt tax was known there – was connected to the French King’s salt 

monopoly. The tax combined an annual mandatory purchase of salt from the Crown’s salt barns 

                                                 

31  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y. Crowell & Co. 1888, pp. 82 

and 85. 

32  Edwin R.A. Seligman, The Income Tax: A Study of the History, Theory and Practice of Income Taxation 

at Home and Abroad, New York: The Macmillan Company 1914, p. 14. 

33  Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in West-

Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, p. 17. 

34  Ferdinand H.M. Grapperhaus, Fiscaal beleid in Nederland van 1800 tot na 2000, Deventer: Kluwer 1997, 

pp. 45-46. 

35  Ferdinand H.M. Grapperhaus, Fiscaal beleid in Nederland van 1800 tot na 2000, Deventer: Kluwer 1997, 

pp. 44-51. 

36  See H. Schuttevâer, Ondeugd en deugd onzer 19e-eeuwse belastingen, in: H. Schuttevâer and J.G. Detiger, 

Anderhalve eeuw belastingen, Deventer: N.V. Uitgeversmaatschappij Æ. E. Kluwer 1964, pp. 29-30 for 

examples. 

37  O.I.M. Ydema, Historische kanttekeningen bij bestedingsbelastingen, MBB 2006/5, p. 191. 
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(sel de devoir) with a tax the rates of which would over time increase to up to 80%.38 As that 

rate is already quite significant, the individual mandatory purchase of up to 45 liters per year is 

even more remarkable.39  

The combination of the mandatory salt purchase and the tax effectively turned the gabelle into 

a head tax (direct tax).40 When salt was used for other than personal purposes, such as curing 

meat and fish, it had to be purchased separately, and again a tax had to be paid. In that respect, 

the gabelle was as an indirect tax. As a result, the gabelle was homogamic. Compliance with 

the conditions for salt use were strictly monitored.  

The gabelle developed into an utterly despised tax over the course of the centuries. Even in 

1785 Necker ascertained that “de tous les impôts, c’est le plus impatiemment supporté; un cri 

universel s’élève contre lui, on doit l’avoir en horreur.”41 Beaulieu gave a devastating judgment 

as well: “Elles furent donc un obstacle au progrès de la richesse nationale, une cause de 

démoralisation ; et elles restèrent une imposition de plus en plus pesante, vexatoire et 

tyrannique.”42 

That hatred was not only due to the combination of the mandatory salt purchase and the high 

tax rates. It was also caused by the regional diversity in the salt tax regimes. Certain areas had 

reduced rates, other areas had bought themselves out or had secured tax freedom from the 

beginning. The result was a patchwork of different salt tax regimes and – inevitably – price 

                                                 

38  According to Grapperhaus, in the year 1598 the tax rate amounted to 100 out of 132, approximately 76%, 

in the ‘grande gabelle’ provinces. Such percentages dwarf the 1.66 percent rate Kurlansky initially reports. 

See Mark Kurlanksy, Salt: A World History, New York: Walker and Company 2002, Chapter 14. 

39  F.H.M. Grapperhaus, Zout!, in: I.J.J. Burgers and B.G. van Zadelhoff, Aan Blokland: Bundel opstellen 

aangeboden aan prof. dr. T. Blokland ter gelegenheid van zijn emeritaat, Den Haag: Koninklijke Vermande 

BV 2002, p. 155. 

40  See also F.H.M. Grapperhaus, Zout!, in: I.J.J. Burgers and B.G. van Zadelhoff, Aan Blokland: Bundel 

opstellen aangeboden aan prof. dr. T. Blokland ter gelegenheid van zijn emeritaat, Den Haag: Koninklijke 

Vermande BV 2002, pp. 147 and 155 as well as Mark Kurlanksy, Salt: A World History, New York: Walker 

and Company 2002, Chapter 14. 

41  See Auguste Rousset, Histoire des Impots Indirects, Paris: Librairie Nouvelle de Droit et de Jurisprudence 

Arthur Rousseau, éditeur 1883, p. 80. 

42  E.-P. Beaulieu, Les gabelles sous Louis XIV, Paris: Berger-Levrault & Cie, éditeurs 1903, p. 217. 
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differences, up to 1870%, according to Kurlansky.43 The inevitable result was an unevenly 

distributed tax burden.44  

Tax arbitrage and border effects (read: smuggling and cross-border shopping) were unavoidable 

in this scattered tax landscape.45 So was a government reaction. Smuggling was punishable by 

draconian sentences.46 The strictness and impertinence with which tax farmers attempted to 

enforce tax compliance were not conducive to the taxpayer morale either.47, 48 Tax farmers, 

who owed their fortune to the collection of the salt tax, were given the cold shoulder.49  

It cannot be ruled out that the gabelle sparked the French Revolution. In any case, attitudes 

towards the tax epitomize the country’s sentiment during the latter years of the Ancien Regime. 

It would be the Storming of the Bastille that led to the abolition of the gabelle, which would be 

                                                 

43  In 1784 a minot of salt (approximately 52 liters or 49 kilograms) could be bought in Brittany for 31 sous. In 

Poitou the price was nearly tripled at 81 sous, in Anjou it was the nineteen fold at 591 sous. In Berry, the 

salt price peaked at 611 sous. See Mark Kurlansky, Salt: A World History, New York: Walker and Company 

2002, Chapter 14. See also James Harvey Robinson, An Introduction to the History of Western Europe 

(With Supplement), 1918, p. 540. 

44  For various examples see Mark Kurlansky, Salt: A World History, New York: Walker and Company 2002, 

Chapter 14. 

45  Nowadays it is especially excises on fuel, alcohol, and tobacco in the Belgium-Netherlands border region 

that incite cross-border shopping. Another example is the carousel fraud, in which a cross-border 

commercial chain charges at least one entrepreneur with VAT without paying it to the tax authorities. 

46  See Auguste Rousset, Histoire des Impots Indirects, Paris: Librairie Nouvelle de Droit et de Jurisprudence 

Arthur Rousseau, éditeur 1883, p. 79 and Simon Schama, Citizens: a chronicle of the French Revolution, 

New York: Random House, Inc. 1990, p. 74 for examples. 

47  Kurlansky leaves little to the imagination when he describes the practices of the salt tax collectors: “The 

gabelous, the hated collectors and enforcers of the gabelle, were often crude and lawless men, abusive of 

their special privileges, which included carrying arms and stopping, questioning, searching, or arresting 

people at will. The gabelous were especially distrustful of women and abusive to them, sometimes squeezing 

a choice part for the pleasure of it. Often, to their disappointment, they would find bags of salt in these 

places. Women hid salt in their breasts, corsets, posteriors–places where they hoped not to be squeezed. 

Sometimes entire faux culs, false rears, would be constructed for hiding salt in a dress.” See Mark Kurlanksy, 

Salt: A World History, New York: Walker and Company 2002, Chapter 14. 

48  It should nevertheless be noted that the tax rates and the legal framework for the collection of the gabelle 

were determined by the government. The tax farmers took care of the collection.  

49  In his chronicles of the French Revolution Schama gives an impression: “The Farmers attracted a 

disproportionate share of detestation not because they were the most reactionary element in the fiscal 

machine of the state but because they were the most brutally efficient. It was in the tax farms that the gap 

between what people paid and what the royal Treasury received was said to be most glaring. The fact that 

their profit—or the difference between what they collected and what they paid to the crown—remained a 

commercial secret did not help soften this stereotype of a gang of rapacious, royally licensed brigands. If 

there was one symbol of the callous unaccountability of the old regime to the basic wants of the people, the 

Farmers-General embodied it in their collective and individual persons.” See Simon Schama, Citizens: a 

chronicle of the French Revolution, New York: Random House, Inc. 1990, p. 72. 
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resurrected a few years later as a more moderate and equal salt tax. These examples show how 

heavy taxes on necessities of life and an unequal distribution of the tax burden can summon 

counterforces that lead to a system reform.  

A few decades later, the Netherlands would also be the scene of a major tax reform, albeit that 

the cause for that reform was less bloody than in Louis XVI’s country. That reform heralded a 

rise of direct taxes. It is discussed next. 

 A move away from excise taxes  

 The 1821 System Act (Stelselwet)  

The Dutch tax landscape was in a significant state of flux around the beginning of the nineteenth 

century.50 Looking back at that period, the later Minister of Finance Treub paints the picture of 

tax laws succeeding “each other in a motley; one would put, as it were, something new to the 

test before one could evaluate the results of the previous test.”51 Vording observes that this 

turmoil would continue for a while. The introduction of the 1821 System Act (Stelselwet 

1821),52 which intended to tax everyone according to their payment capacity,53 as well as to 

                                                 

50  With regard to that period, see H.J. Hofstra, De belastingunificatie van 1805, in: J.E.A.M. van Dijck and 

Ch. P. A. Geppaart (eds.), Smeetsbundel. Opstellen aangeboden aan prof. dr. M.J.H. Smeets ter gelegenheid 

van zijn afscheid als hoogleraar aan de Katholieke Hogeschool te Tilburg, Deventer: Æ. E. Kluwer 1967, 

pp. 227-244. These and other tax developments in the early twentieth century are also elaborately discussed 

in Hans Gribnau and Henk Vording, The Birth of Tax Law as an Academic Discipline (February 1, 2017). 

Available at SSRN: https://ssrn.com/abstract=2919003. 

51  M.W.F. Treub, Ontwikkeling en verband van de Rijks-, provinciale-, en gemeentebelastingen in Nederland, 

Leiden 1885, p. 288. With regard to this era, see also Eltjo Aldegondus van Beresteyn, Het onstaan der 

belastingstelselwet van 1821, De Gids 1909, pp. 73-99 and F.W. Prins, Tien jaren uit onze parlementaire 

geschiedenis 1815-1825, De Gids 1937, pp. 41-102.  

52  Wet van 12 juli 1821, houdende de grondslagen van het stelsel van ’s Rijks belastingen, met den jare 1822. 

For more on this act’s history, see, e.g., H. Schuttevâer, Ondeugd en deugd onzer 19e-eeuwse belastingen, 

in: H. Schuttevâer and J.G. Detiger, Anderhalve eeuw belastingen, Deventer: N.V. Uitgeversmaatschappij 

Æ. E. Kluwer 1964, pp. 9-41. 

53  The Royal Message (Koninklijke Boodschap; Parliamentary documents II 1820/21, XII, no. 1) mentions for 

example on page 729: “Besides those main intentions of unity and leniency, We have tried to realize all 

further aims, which had to be taken into consideration in bylaws, which are in such an immediate relation 

to the good of the Nation and to the prosperity of its residents. We mean the limitation of the taxes to the 

absolutely necessary needs in normal times, though with the preparation of the means, which could finance 

the Nation’s Treasury in extraordinary circumstances; the most equal distribution of burdens over the 

different classes of society, in such a way that the poor residents be relieved thereof as much as possible, 

and the wealthier and rich each bear in proportion to their abilities, without the assessment reaching the 

height that it brings the taxpayer down and is disadvantageous in the consequences for the industry of 

others.” (unofficial translation). 
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limit the indirect taxes, initially allowed the peace and quiet to return.54 But from what Hofstra 

notes, the System Act did not succeed in accomplishing its aims. Because of the lack of an 

income tax and a disproportionately heavy tax burden on the lower income classes the System 

Act was “a considerable favor to entrepreneurs and rentiers.“55 Furthermore, Schuttevâer points 

out that it was hardly a matter of “taking personal and family circumstances into account in the 

so-called direct taxes.”56 Nevertheless, the System Act governed the Dutch tax system during 

virtually the entire nineteenth century.  

The System Act was mainly a mix of various direct and indirect taxes, excise taxes,57 a right 

on gold and silver works as well as import and export duties:58 

 Direct taxes 

o Land tax; 

o The personal property and rental tax (personele belasting); 

o The patent tax; 

 Indirect taxes: registration duty, stamp duty, court fee and right of hypothec and the 

estate tax; 

 Excises on salt, on milling, on slaughter, on wine, on domestic and foreign alcoholic 

spirits, on domestic beer and vinegar, and on sugar; 

 Right on gold and silver works; 

 Import and export duties. 

As a security for extraordinary expenses, a maximum of 25 percent uniform surtaxes could be 

imposed on top of these taxes.59 

By current standards, the direct taxes constituted little refined attempts to establish the payment 

capacity on the basis of more or less objective factors.60 The personal property and rental tax 

                                                 

54  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, p. 42. 

55  H.J. Hofstra, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 1980, p. 15. 

56  H. Schuttevâer, Ondeugd en deugd onzer 19e-eeuwse belastingen, in: H. Schuttevâer and J.G. Detiger, 

Anderhalve eeuw belastingen, Deventer: N.V. Uitgeversmaatschappij Æ. E. Kluwer 1964, p. 20. 

57  Excises had previously been listed as indirect taxes. 

58  Section 2 of the 1821 System Act.  

59  Section 9 of the 1821 System Act. 

60  Apart from the personal property and rental tax and the patent tax the direct taxes also encompassed a land 

tax. For a concise discussion, see Ferdinand H.M. Grapperhaus, Fiscaal beleid in Nederland van 1800 tot na 

2000, Deventer: Kluwer 1997, pp. 21-41. 
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(personele belasting)61 approximated the ability to pay as far as it was expressed through 

external characteristics of prosperity.62 Certain expenditures made up the base for that, so that 

this tax has also been described as “a consumption tax derived on the basis of external 

appearances and characteristics.”63 The tax was levied on six different bases: on the rental value 

of houses and certain other buildings, according to a nation-wide rate; on doors and windows, 

on the basis of a rate that increased with the number of citizens in a municipality; on hearths, 

according to a national uniform rate that increased with the number of hearths; on furniture, 

according to national uniform rate; on servants, in accordance with a national uniform rate 

increasing with the number of servants; and finally, on horses, according to a national uniform 

rate. 

The patent tax, in turn, was intended to tax profits from professions and enterprises on the basis 

of a presumed profit capacity,64 so on a deemed basis. The tax base echoed this objective: “a 

proportional amount of corporate profitability, linked to the utility, which each enterprise 

establishes.”65 In the latter phrase, a preferential treatment for larger corporations and therefore 

large fortunes could be read. Norms were set on the basis of visible characteristics “which had 

a certain relation to the potential revenue”,66 such as the rental value of commercial properties, 

the number of employees and machines, the actual revenue as well as the physical production. 

In essence, the size of the company or enterprise determined the ability to pay.  

The patent tax was seasoned with exemptions, such as those for attorneys-at-law, members of 

the clergy, professors and teachers, physicians, certain obstetricians and pharmacists as well as 

bailiffs. What stood out mostly was the exemption for rentiers.  

                                                 

61  Section 2(I)(b) of the 1821 System Act.  

62  Ferdinand H.M. Grapperhaus, Fiscaal beleid in Nederland van 1800 tot na 2000, Deventer: Kluwer 1997, 

p. 39. 

63  Eltjo Aldegondus van Beresteyn, Het onstaan der belastingstelselwet van 1821, De Gids 1909, p. 93. 

64  Section 2(I)(c) of the 1821 System Act. For a discussion of the patent law then applicable, see K.M.G. de 

Meijïer, De geschiedenis van het Nederlandsche Patentrecht (diss. Leiden), Arnhem: Is. An. Nijhoff en Zoon 

1870. 

65  Section 2(I)(c) of the 1821 System Act. 

66  Ferdinand H.M. Grapperhaus, Fiscaal beleid in Nederland van 1800 tot na 2000, Deventer: Kluwer 1997, 

p. 28. 



The Tax Tectonics 

p. 20 

Insofar as it was connected to external characteristics, the patent tax was a Soll-Steuer, which 

can be contrasted with an Ist-Steuer that is based on the income actually enjoyed - a role which 

would later be fulfilled by the income tax. However, the road to an income tax was still an 

impassable one at this stage. Proposals in this direction – up until 1894 ten drafts were submitted 

–67 often stranded at an early stage. Yet, on occasion they turned out to be an effective means 

of leverage to accelerate the subscription of state loans.68 

The aforementioned direct taxes were more or less a continuation of taxes already in place.69 

The System Act brought change particularly in the field of the number of national excise taxes, 

which (initially) was brought down to nine – to excises on salt, milling, slaughter, wine, 

domestic spirits, foreign spirits, domestic beers and vinegar, sugar and to excises on the 

stamp.70 The excise taxes on peat, coal, coffee, foreign soap, potash, foreign beers and vinegars 

as well as those on foreign refined salt and sugar were abolished.71  

The milling and slaughter excise taxes in particular met with fierce resistance from the Belgian 

side, where it was complained that “agriculture and industry were sacrificed to a commercial 

interest, which would end in the devouring of the entire national wealth.”72 Under this pressure 

the excise tax on milling appeared to be weak. It perished.73 

The peace and quiet the System Act brought in the land of excise taxes was relative. The Belgian 

secession in 1830 gave rise to the reintroduction of the milling excise. The excises on coal, peat, 

and taxes were also revived. Consequently, excises became the main source of Dutch tax 

revenue.74 Still, there had not yet been an excise tax reduction.  

                                                 

67  J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. Uitgever 1966, 

p. 130. 

68  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 44-45. 

69  See in this regard J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. 

Uitgever 1966, pp. 90-138. 

70  Section 2(III) of the 1821 System Act. 

71  Section 4 of the 1821 System Act. See also Eltjo Aldegondus van Beresteyn, Het onstaan der 

belastingstelselwet van 1821, De Gids 1909, pp. 91-92. 

72  Parliamentary proceedings 1820/21, Attachment, p. 771. 

73  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 43. 

74  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 43. 
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In the 1850’s a moderation of the excise taxes did occur. Thorbecke’s 1851 Municipalities Act 

(Gemeentewet) had already limited the municipal levying of excise taxes. In 1865 the municipal 

excises were abolished almost completely.75 In 1852 mutton and pork were removed from the 

slaughter excise. The milling excise was abolished in 1856. Less than a decade later, in 1863, 

the coal and peat excises were lifted. An increase of the import duties and the excise taxes on 

alcoholic spirits provided the financial backing. Revenues from Indonesia (Indische baten) also 

offered some financial leeway. Under Pierson, the soap and salt excise would become things 

of the past.76 

 Social and economic developments 

The driving force behind the moderation of excise taxes were predominantly technological 

changes. The introduction of the steam engine had radically changed society. In its footsteps, 

geographical developments followed. The expansion of the railway network increased 

consumer mobility, whereby internal tariff barriers became unsustainable. The continual 

mechanization of the production process was the coup de grâce for the milling excise (1855) 

and the excise on fuels (1863).77 The latter excise had unintentionally become an increasing 

burden on production. Moreover, excise regulations subjected the production process to strict 

and bothersome rules. Vording recalls for example how the production of flour had been 

regulated in detail: the Act on milling (Wet op het gemaal) was “a long list of administrative 

obligations for the miller, constantly furnished with a severe penalty stipulation.”78 For 

example, milling was only permitted during the daytime. Remilling flour was prohibited. The 

abolishment of this excise tax can be seen as deregulation avant la lettre. 

Concerns were also raised about the distribution of the tax burden, especially where primary 

necessities of life were concerned. They only played a secondary role, however, and were 

therefore not a crucial factor in the move away from excise taxes. Moreover, it was an economic 

                                                 

75  J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. Uitgever 1966, 

p. 123. 

76  J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan de Rijn: Samsom N.V. Uitgever 1966, 

p. 141. 

77  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 68-73. 

78  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, p. 69. 
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consideration rather than human kindness that forced the legislator to spare the necessities of 

life,79 for it was commonly assumed that excise taxes on necessities of life burdened 

entrepreneurs. Adam Smith had already described this in his Wealth of Nations.80 Following 

David Ricardo, there was also the conviction that when these excise taxes would drive 

disposable income beneath the subsistence level, labor supply would decrease and wages would 

rise.81 In turn, higher wages would mean higher labor costs. Through the price mechanism, the 

excise taxes would thus be shifted to entrepreneurs.82 But workers could also fall prey to tax 

shifting, for instance if rising wages would force the wealthy to lay off household staff. Besides, 

Thorbecke reasoned that “the laborer [...] [will] always be struck, because the productive capital 

[i.e. his productive powers, LW], and therewith the production, is affected. Every limitation of 

the production is to the detriment of the laborer. For him, therefore, the means to achieve any 

welfare, to improve his situation, to develop himself, to provide his children with a good 

education, are limited.”83 

 Towards an income tax 

With the 1821 System Act, some organization had come in the conglomerate of levies that had 

preceded it. However, the System Act had not yet introduced an income tax in the Netherlands. 

Later attempts thereto had also proven fruitless.84 In the surrounding countries, that was 

different. 

In Great Britain for instance, William Pitt the Younger had already introduced the first income 

tax in 1799.85 This tax was predominantly intended to finance the expected war with France. It 

was a cedular tax: it covered virtually all types of income. It was abolished already in 1802, 

                                                 

79  W.M.G. Visser, Accijnzen, Deventer: Kluwer 2008, p. 23. 

80  Adam Smith, The Wealth of Nations, 1776, (Radford, VA: Wilder Publications 2008, pp. 624 et seq. 

81  David Ricardo, Principles of Political Economy and Taxation, Amherst, NY: Prometheus Books 1996, for 

example pp. 111 and 116 (Original published: London; New York: J.M. Dent & Sons, 1911). 

82  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, p. 63. 

83  Parliamentary proceedings II 1854/55, 9 juni 1855, p. 876, left column. 

84  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 43-46. 

85  The history of this tax has been analyzed by Seligman. See Edwin R.A. Seligman, The Income Tax: A Study 

of the History, Theory and Practice of Income Taxation at Home and Abroad, New York: The Macmillan 

Company 1914, pp. 57-218. 
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during the Treaty of Amiens, to be reintroduced in 1803 when the hostilities grew again. A year 

after the Battle of Waterloo it was abolished again, in 1816. The income tax was eventually 

reintroduced by Robert Peel in 1842. Since then, it has remained. 

In Prussia, Germany, a mildly progressive income tax equal for all walks of life appeared in 

1891.86 On top of that, an obligation to file a tax return was introduced. Similarly, general 

income taxes had meanwhile been introduced in Bremen, Hessen, and Saxony. In 1920 a 

general national income tax was introduced by the Minister of Finance, Matthias Erzberger. A 

sound concept of income was available. In 1896 the German legal scholar Von Schanz had 

already described income as “alle Reinerträge und Nutzungen, geldwerte Leistungen Dritter, 

alle Geschenke, Erbschaften, Legate, Lotteriegewinne, Versicherungskapitalien, 

Versicherungsrenten, Konjunkturengewinne jeder Art, wir rechnen ab alle Schuldzinsen und 

Vermögensverluste.”87 The American economists Haig88 and Simons89 would polish the rough 

edges and further refine this concept within half a century.  

In the Netherlands, a proper discussion on an income tax only began in the second half of the 

19th century.90 However, it would take yet another half a century until Pierson saw the 

opportunity to introduce a so-called bifurcated income tax in 1892/1893.91 The bifurcation 

entailed that income from wealth was taxed differently (heavier) than other income. This 

inappropriate aspect led to the introduction of a general income tax in 1914, in which no 

                                                 

86  See elaborately Edwin R.A. Seligman, The Income Tax: A Study of the History, Theory and Practice of 

Income Taxation at Home and Abroad, New York: The Macmillan Company 1914, pp. 223-272. 

87  Georg von Schanz, Der Einkommensbegriff und die Einkommensteuergesetze, Finanzarchiv 13 (1896), 

p. 24. 

88  Robert Murray Haig, The Concept of Income – Economic and Legal Aspects, in: Robert Murray Haig (ed.), 

The Federal Income Tax, New York: Columbia University Press 1921, pp. 1-28. 

89  Henry C. Simons, Personal Income Taxation: The definition of income as a problem of fiscal policy, 

Chicago: The University of Chicago Press 1938. 

90  Cursus Belastingrecht, Inkomstenbelasting (I), Deventer: Wolters Kluwer 2016, p. 13.  

91  On the bifurcated income tax, see, e.g., A.C.J. de Vrankrijker, Geschiedenis van de belastingen, Bussum: 

Fibula-Van Dishoeck 1969, pp. 71-81, J. van der Poel, Sijmen betaal! Belastingen toen en nu, Alphen aan 

de Rijn: Samsom N.V. Uitgever 1966, pp. 139-144, J. Verburg, Een gesplitste inkomstenbelasting. De 

vermogens- en bedrijfsbelastingen van minister Pierson, in: J. Th. de Smidt a.o., Fiscaliteit in Nederland: 

50 jaar Belastingmuseum “Prof. Dr. Van der Poel”, Zutphen: De Walburg Pers 1987 / Deventer: Kluwer, 

pp. 137-152 and H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), 

Tweehonderd jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 47-54 and the literature cited there. 
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distinction was made according to the type of income.92 However, this law proved inadequate 

because of the fictional, notional determination of taxable income and the tax avoidance which 

it invoked under the so-called “sources fiction system” (bronnenfictiestelsel). 

The 1914 income tax was set aside by the German occupiers by the 1941 Decree on the Income 

tax (Besluit op de Inkomstenbelasting 1941).93 The tax was based on real income. It was 

accompanied by a wage tax and a dividend withholding tax that served as advance levies. A 

system of provisional assessments was also introduced.94 The current Dutch system of advance 

levies and provisional assessments is therefore a wartime legacy.95 

In 1965, after almost a quarter century, the 1941 Decree was replaced by the 1964 Income Tax 

Act (Wet op de Inkomstenbelasting 1964). This act maintained the synthetic income tax, which 

subjects the entire income to taxation in accordance with ability to pay, regardless of its source 

or origin, as the authors of the Cursus Belastingrecht rightly point out.96 The introduction of 

the 2001 Income Tax Act (Wet op de inkomstenbelasting 2001)97 and its analytic box system 

has not been an improvement in that regard. In particular, the notional manner in which income 

from capital is calculated (and taxed) signaled a return to Pierson’s bifurcated income tax. 

 Confluence: the field of forces between direct and indirect taxes 

It goes without saying that the emphasis on indirect levies and excise taxes was largely the 

result of lacking technological and administrative means to determine the actual income or 

                                                 

92  Wet op de Inkomstenbelasting 1914 (Wet van 19 december 1914, Stb. 563, republished 1928,Stb. 137). For 

a short discussion, see H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording 

(ed.), Tweehonderd jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 54-57. For a concise 

overview of the development of Dutch tax law until 1940, see P.H.J. Essers, Belast verleden. Het 

Nederlandse belastingrecht onder nationaalsocialistisch regime, Deventer: Kluwer 2012, pp. 35-47. For a 

further historic overview, see Vakstudie Inkomstenbelasting 1964, Historisch overzicht and Vakstudie 

Inkomstenbelasting, aanhef Wet IB 2001, note 1.2. 

93  Besluit van de secretaris-generaal van het Departement van Financiën van 29 mei 1941.  
94  The tax laws under the German occupier have been exhaustively discussed by Essers in P.H.J. Essers, Belast 

verleden. Het Nederlandse belastingrecht onder nationaalsocialistisch regime, Deventer: Kluwer 2012, 

pp. 109-203. 
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Belastingen in de Eerste en Tweede Wereldoorlog, in: H. Vording (ed.), Tweehonderd jaar Rijksbelastingen, 

The Hague: Sdu Uitgevers 2015, pp. 89-130 and the literature cited there. 

96  Cursus Belastingrecht, Inkomstenbelasting (I), Deventer: Wolters Kluwer 2016, p. 14. 

97  Wet van 11 mei 2000 tot vaststelling van de Wet inkomstenbelasting 2001 (Belastingherziening 2001), 

Stb. 2000, 215. 
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wealth – which is a necessary requirement for income and wealth taxes. In retrospect, indirect 

levies are not so much levies in accordance with ability to pay, but instead levies “for the lack 

of a better alternative”. That judgment must, however, be interpreted with caution. An 

evaluation of historic levies by modern standards disregards the economic and societal climate 

in which those levies took root. Taxes are children of their time and must be evaluated in their 

timeframe.  

The same goes for the resistance direct taxes invoked from the point of view of protecting 

privacy, such as the personal property and rental tax and the patent tax under the Dutch 1821 

System Act. As Vording notes, parliament objected to objective, source-oriented levies in the 

19th century, but also flinched for the subjectification of an income tax that would require audits 

and the filing of tax returns.98 For Adam Smith, privacy and tax audits had also been important 

points of attention. Considering the aforementioned mentality of salt tax collectors and tax 

farmers, that was understandable. Smith’s fourth maxim of taxation, for instance, was about the 

costs of collection. These should be kept as low as possible. He wrote:  

Fourthly, by subjecting the people to the frequent visits and the odious examination of the 

tax-gatherers, it may expose them to much unnecessary trouble, vexation, and oppression; 

and though vexation is not, strictly speaking, expence, it is certainly equivalent to the 

expence at which every man would be willing to redeem himself from it.99 

On top of that, in Smith’s time there were not yet any technical and administrative possibilities 

for such a thing as an income tax. The concept of income, as a collective term for all elements 

that comprise the taxpayer’s ability to pay, did not yet exist.  

Because of these technical, administrative, and privacy objections, direct taxes were necessarily 

still largely based on external characteristics. Indirect levies were skeptically accepted as 

second best, in the sense that they were only implemented because the state could not realize 

the ideal levies. A quote from Adam Smith on this matter is appropriate:  

“The impossibility of taxing the people, in proportion to their revenue, by any capitation, 

seems to have given occasion to the invention of taxes upon consumable commodities. The 

state, not knowing how to tax, directly and proportionably, the revenue of its subjects, 
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endeavours to tax it indirectly by taxing their expence, which, it is supposed, will in most 

cases be nearly in proportion to their revenue. Their expense is taxed, by taxing the 

consumable commodities upon which it is laid out.”100 

In today’s world, there is no more ground for the aforementioned technical and privacy-related 

objections. Nowadays, taxation is subject to various legal safeguards and the technical 

possibilities have increased. However, that is the case today. Around the beginning of the 19th 

century, the levies under the 1821 System Act could in fact not accomplish that the wealthy 

contributed their fair share. That would require an income tax. It must also be kept in mind that 

while the ability-to-pay principle emerged as the leading distribution principle, some 

considered expenditures – and not the income – the correct standard for ability to pay.101 And 

to this day that perception is still found in tax literature.102 

On the other hand, there was the conviction that indirect taxes, in particular excise taxes, must 

not burden the necessities of life, since those taxes would be shifted to entrepreneurs through 

wage increases. At the same time, people saw the dangers of taxing the wealthier classes: they 

would shift the tax to the lower classes (reduced employment, lower demand for services). A 

fear for emigration of the wealthy (capital flight) also played role; this threat, which had already 

been noted by Adam Smith,103 returns up to this day whenever a fair distribution of the tax 

burden is the topic of debate. 

As a result, in the second half of the 19th century, the focus was on a limitation of the excise 

taxes. In that light, it does not come as a surprise that the revenues from Pierson’s 1892/1893 

                                                 

100  Adam Smith, The Wealth of Nations, 1776, (Radford, VA: Wilder Publications 2008, p. 628). 
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translation) See N.G. Pierson, Belastinghervorming, De Gids 1881, pp. 8 et seq. 

102  See, e.g., Koen Caminada and Leo Stevens, Blauwdruk voor belastinghervorming, WFR 2017/101. In the 

Netherlands a consumption or expenditure tax has been championed by, for instance, Cnossen (S. Cnossen, 

De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978) and Stevers (Th. A. 

Stevers, Schets van een hervorming van ons belastingstelsel. Een economische benadering (inaugural 

address Tilburg), Deventer: N.V. Uitgeversmaatschappij Æ. E. Kluwer 1964.) 
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bifurcated income tax were partially used to lower or even abolish excise taxes. Simultaneously, 

the income tax could tax high-income individuals more effectively. As a result, the tax burden 

shifted from the less to the more affluent.104 

Implicitly or explicitly, a philosophy that includes an equal distribution of tax burdens – in 

particular in accordance with the ability-to-pay principle – and the economic effects of a tax 

appear to be constantly opposed to one another. The ability-to-pay principle inspires advocates 

of an expenditure tax as well as defenders of an income tax. The economic effects of taxes are 

often presumed to be negative: tax shifting could frustrate the economic process. It is this 

contrast between equity and efficiency that is also at the heart of this dissertation. 

In that respect, a quote from Vording’s aforementioned contribution is appropriate. He argues 

that claims about the distribution of the tax burden require specific assumptions about the way 

in which taxes affect wage formation and price-setting and then proceeds as follows:  

But whatever the answer in that particular case may be: we cannot make a general statement 

about the effects of the tax system on the distribution of welfare in society. After all, such a 

statement should relate also to the effects of the government action financed by those taxes 

on the distribution of welfare. And in that respect, the recurring question has also been for 

two hundred years: does the existence of a government-organized society function as a 

protection for the underclass or perhaps as a safe environment for the development of 

economic talents?105 

With regard to the 19th century, the author remarks in that respect:  

The ability-to-pay principle’s content was, all in all, insufficiently accurate to settle the 

‘expenditure or income tax?’ debate. Yet, there was consensus that the principle did not leave 

any room for preferential treatment of certain groups of taxpayers. It is that battle against tax 

privileges that gave the principle its meaning for nineteenth century tax policy.106 

These statements shed light on the topics that are studied in this dissertation. It cannot be denied 

that the impact of the tax system on welfare and its distribution is not decisive; it is only one of 

the factors that matter for tax design.107 But perhaps the tax system, to the degree in which the 
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ability-to-pay principle and the principle of equality have been realized, is in itself an element 

of welfare and well-being. I return to that later.  

It cannot be denied that the tax system is not the only factor that shapes the distribution of 

income, nor that the degree of income leveling, at least in the Netherlands, has far progressed. 

In that respect, social security and benefits also play a role. However, the – empirical – focus 

of this dissertation is not so much on the distribution of income, nor on income policy. Rather, 

this thesis is about the tax system’s (potential) impact on the distribution of wealth. And it 

seems that in the current 21st century, there is a lot to be said about that. 

 Conclusion 

At the beginning of this prologue, the evolution of a tax system was compared to a pilgrimage. 

After centuries of journeying, the 20th century tax pilgrims found their Holy Grail in the income 

tax. However, the journey is not yet at an end. According to some, the Grail is still hidden 

somewhere else, in other tax bases. Whereas the income tax initially appeared to be the end of 

the journey, present-day societal and economic forces dictate tax shifts away from the income 

tax, back to indirect taxes.  

This time, however, it is not a governing elite of prospering citizens, the working class or 

technological developments that inspire these changes. This time, the EU, the OECD and the 

IMF preach a tax-economic growth gospel from the pulpit of capitalism. Their Holy Grail: a 

tax mix subservient to economic growth and employment. Their camino: more taxes on 

consumption, and fewer on income. This dissertation is about this quest and the consequences 

for welfare, well-being and the distribution of wealth to which the pilgrims expose themselves 

on the way. The next chapter outlines the contours of the landscape of taxation they change and 

scrutinizes their motives. 

-- 
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 Drivers of change 

 General 

Indirect taxes are on the rise, both in terms of geographical spread108 and fiscal importance.109 

As a consequence, the tax mix – or: “the proportion of total tax revenues derived from various 

tax sources”110 – is changing, too.  

Literature offers various explanations for this changing landscape of taxation. Van Norden 

mentions, for instance, the IMF as the driving force behind the adoption of the VAT in various 

developing countries.111 WTO-membership and the accompanying prerequisite of reducing 

customs duties are also said to have played a role,112 as are formal requirements for the 

membership of bi- or multilateral bodies such as the UN, the EU, the Gulf Cooperation Council 

and the Commonwealth of Independent States.113  

                                                 

108  From the mid-1980s, the geographic expansion of Value Added Tax (hereinafter: VAT) and other forms of 

domestic taxes on general consumption such as the Goods and Services Tax (hereinafter: GST) has been 

very rapid. Over the past decades, more and more countries – developed and developing alike – have 

introduced a federal VAT or GST. Examples include Mexico (1980), New-Zealand (1986), Bangladesh 

(1991), Canada (1991), South-Africa (1991), Japan (1989), Ghana (1998), Australia (2000), Lebanon (2002) 

and Gambia (2013).  

109  Richard M. Bird and Pierre-Pascal Gendron, VAT Revisited: A New Look at the Value Added Tax in 

Developing and Transitional Countries, report to USAID, October 2005, pp. 13-16 and the annexes 

referenced there. See also Ine Lejeune, Jeanine Daou-Azzi and Mark Powell, The Balance Has Shifted To 

Consumption Taxes – Lessons Learned and Best Practices for VAT, in: M. Lang, P. Melz, and E. 

Kristoffersson (eds.), Value Added Tax and Direct Taxation – Similarities and Differences, Amsterdam: 

IBFD 2009, pp. 59-102 who emphasize a dramatic change in the tax mix. For a description of shifts in the 

tax mix in recent years, see P. LeBlanc, S. Matthews and K. Mellbye (2013), The Tax Policy Landscape 

Five Years after the Crisis, OECD Taxation Working Papers, No. 17, OECD Publishing. 

110  Bob Hamilton, Chun-Yan Kuo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode Hall L.J. 

259 1988, p. 259.  

111  Gert-Jan van Norden, De performance van de btw, inaugural address Tilburg University 2014, p. 7. See also 

International Monetary Fund Fiscal Affairs Department, From Stimulus to Consolidation: Revenue and 

Expenditure Policies in Advanced and Emerging Economies, April 2010 (advocating inter alia the 

strengthening of broad-based taxes on relatively immobile bases as a means to boost tax revenues in a global 

economy). 

112  Gert-Jan van Norden, De performance van de btw, inaugural address Tilburg University 2014, p. 7. 

113  See Richard M. Bird, Value-Added Taxes in Developing and Transitional Countries: Lessons and Questions, 

Prepared for the First Global International Tax Dialogue Conference on VAT, Rome, March 15-16, 2005, 

2005, p. 3; OECD (2010), Tax Policy Reform and Economic Growth, OECD Publishing and OECD (2012), 

Economic Policy Reforms 2012: Going for Growth, OECD Publishing and European Commission, The 

2013 Annual Growth Survey: Towards fair and competitive tax systems, MEMO/12/915, 28 November 

2012.  
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Moreover, in the wake of the financial and economic crises, austerity measures have forced 

governments to identify potential new sources of revenue, such as the EU Financial 

Transactions Tax,114 and to increase existing tax revenues in order to restore fiscal balance.115 

The VAT’s stable revenues and comparatively low costs of collection are further believed to 

render it an efficient and effective revenue raising instrument,116 which could be an additional 

argument for governments to increasingly rely on this tax as a source of revenue.117 What is 

more, on an international level, globalization and the increased mobility of capital and income 

are said to have caused countries to adopt taxes on consumption, which are often neutral as to 

where income is located, thus reducing the incentive to shift income to low-tax jurisdictions.118 

An implicit effect of the tax shift is a shift in the tax burden from individuals earning income 

from labor to those who consume their wealth and savings. Essentially, this implies a shift from 

active, “working” individuals to post-active, “retired” individuals. I return to this in 

Chapter 2.2.3. 

 Improve competitiveness and boost economic growth 

By far the strongest rationale for this continuous shift to indirect taxation, though, is the desire 

to boost economic growth and job creation, increase competitiveness and to create a 

tax-environment instrumental to both aspirations. Hence, the tax shift is not merely rooted in 

revenue considerations: it has non-revenue, instrumental goals, too. In that respect, the tax shift 

is therefore instrumental in origin. This will be discussed in greater detail later in this thesis.119 

                                                 

114  See generally Peter Kavelaars, Bank Taxes in Forms and Sizes: EC Opts for FTT, Intertax 2012-6/7, most 
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1st, 2012.  

116  Gert-Jan van Norden, De performance van de btw, inaugural address Tilburg University 2014, p. 6. See 

also, e.g., S. Cnossen and A.L. Bovenberg, Veranderingen in de belastingmix: wat bereiken we ermee?, in: 

J. Verburg, N.H. de Vries and O.I.M. Ydema (eds.), Liberale Gifte: Vriendenbundel Ferdinand Grapperhaus, 

Deventer: Kluwer 1999, pp. 71-79. 

117  Reuven S Avi-Yonah, Corporate and International Tax Reform: Proposals for the Second Obama 

Administration (and Beyond), 40 Pepp. L. Rev. 1365 2012-2013, pp. 1366-1367 (propagating the enactment 

of a broad-base, low-rate VAT in the United States as a means to pay for the government deficit). See also 

Reuven S. Avi-Yonah, Symposium on Designing a Federal VAT: Summary and Recommendations, 63 Tax 

L. Rev. 285 2009-2010. 

118  Pwc, Shifting the balance from direct to indirect taxes: bringing new challenges, 2013, p. 6. 

119  See Chapter 12. 
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Competitiveness is a comparative concept that – when applied to the economy as a whole – can 

be defined as “the set of institutions, policies, and factors that determine the level of 

productivity of a country.”120 Competitiveness is expressed in material terms by the levels of 

production or output and material living standards that a country is able to sustain. It rests on 

twelve “pillars of competitiveness”, which include institutions, infrastructure, macroeconomic 

environment, health and primary education, higher education and training, goods market 

efficiency, labor market efficiency, financial market development, technological readiness, 

market size, business sophistication, and innovation.121 Improvements to these pillars are 

believed to increase production efficiency and to enable faster economic growth, thus paving 

the way for prosperity and higher standards of living. From this perspective, everyone can 

benefit from a more competitive economy. 

A competitive economy cannot exist without a tax system that is conducive to economic 

growth.122 Indeed, depending on how it is applied, the tax system “can be used to promote 

growth and competitiveness, boost employment and address specific social needs.”123  

 Some taxes are more distortionary than others: theory and empirics 

Especially the relationship between taxes and economic growth stands out. One way to 

understand this relationship is to consider how taxes affect the variables that compose economic 

growth, such as investments in human capital, labor supply and demand, investments in 

physical capital, productivity, R&D and innovation, domestic investment, inwards foreign 

direct investment, et cetera.124 In other words, to consider the impact of taxes on taxpayer 

behavior and the economy’s long-term growth potential.  

                                                 

120  Klaus Schwab (ed.), The Global Competitiveness Report 2013-2014, Geneva: World Economic Forum 

2013, p. 4. 

121  For a further description of the 12 “pillars of competitiveness”, see Klaus Schwab (ed.), The Global 

Competitiveness Report, 2013-2014, Geneva: World Economic Forum 2013, pp. 4-9. 

122  Matthews explains that the interaction between taxes and competitiveness can be examined by considering 

how tax policy and administration affect the various pillars of competitiveness. See Stephen Matthews, 

What is a “Competitive” Tax System, OECD Taxation Working Papers, No. 2, 2011, p. 4. 

123  European Commission, The 2013 Annual Growth Survey: Towards fair and competitive tax systems, 

MEMO/12/915, 28 November 2012, p. 1. 

124  Milena Mathè, Gaëtan Nicodème and Savino Ruà, Tax Shifts, European Commission Taxation Papers 

Working Paper N. 59-2015, p. 4. 
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Mathé, Nicodème and Ruà summarize the theoretical predictions thereof – which they deem 

relatively straightforward.125 For example, labor taxes (including social security contributions) 

can affect labor supply and demand. More than just the number of hours worked (the intensive 

margin), this likewise includes the decision to participate in the labor market (the extensive 

margin).126 Because income taxes can reduce the return on human capital (read: net wages), 

they can also influence human capital investment (education, lifelong learning).127 In this view 

people can start to think lifelong learning is fruitless due to high, progressive income taxes, 

since any higher net income would result in a heavier (or much heavier) tax burden. Progression 

can also reduce productivity and (entrepreneurial) risk appetite. Corporate income taxes, in turn, 

raise the cost of capital and affect investment decisions – both in terms of size and location. 

They deter investments in innovative projects. R&D incentives, on the other hand, can provide 

positive stimuli. The stability and complexity of tax systems can also shape the behavior of 

economic actors. 

Thus, theoretically, taxes are generally believed to produce undesirable incentive effects by 

deterring choices that would produce a social benefit, thereby in themselves carrying a social 

cost and reducing economic (i.e. material) welfare.128 This negative, distortionary impact is 

embodied by concepts with telling names like deadweight loss, efficiency costs, excess burden 

or the welfare costs of taxation.129 Welfare is a static concept that refers to material living 

                                                 

125  Milena Mathè, Gaëtan Nicodème and Savino Ruà, Tax Shifts, European Commission Taxation Papers 

Working Paper N. 59-2015, p. 4. For more elaborate reviews, see, e.g., Åsa Johansson, Christopher Heady, 

Jens Arnold, Bert Brys and Laura Vartia, Tax and Economic Growth, OECD Economics Department 

Working Paper No. 620, OECD Publishing 2008 and Joint Committee on Taxtion, Economic Growth and 

Tax Policy, report prepared for a public hearing before the Senate Committee on Finance on February 24, 

2015. 

126  See also CPB Netherlands Bureau for Economic Analysis, A Study on R&D Tax Incentives: Final Report, 

TAXUD/2013/DE/315, FWC No. TAXUD/2010/CC/104, Luxembourg: Office for Official Publications of 

the European Communities 2014, 13.  
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Auerbach and M. Feldstein (eds.), Handbook of Public Economics, Vol. I, Amsterdam: Elsevier Science 
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in: A.J. Auerbach and M. Feldstein (eds.), Handbook of Public Economics, Vol. III, Amsterdam: Elsevier 
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Perspectives, Vol. 13, No. 2, pp. 167-188; Martin Feldstein, Tax Avoidance and the Deadweight Loss of the 



2. A shifting balance 

p. 35 

standards, i.e. income, wealth and consumption at a given point in time. Growth, on the other 

hand, is dynamic. It refers to the increase in material living standards (welfare) over time. 

Empirically, the size of the distortions differs for various taxes. Research suggests that some 

taxes are more distortive in terms of reducing long-term GDP per capita than others, leading 

the Organisation for Economic Co-Operation and Development (hereinafter: OECD) in 2010 

to coin a “tax and economic growth ranking.”130 This ranking is attributed to the economist 

Arnold131 who found “significant effects for the share of taxes in total taxation on growth.”132  

According to this ranking, corporate income taxes are most harmful to economic growth. 

Personal income taxes appear to be less negative, but still more noxious to growth than 

(environmental) consumption taxes. Recurrent taxes on immovable property are supposed to be 

least distortionary to per capita GDP.133 More recently, Acosta-Ormaechea and Yoo have found 

                                                 

Income Tax, The Review of Economics and Statistics, November 1999, 81(4), pp. 674-680; J.A. Kay, The 

Deadweight Loss From a Tax System, Journal of Public Economics 13 (1980), pp. 111-119; Howell H. Zee, 
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130  OECD (2010), Tax Policy Reform and Economic Growth, OECD Publishing, p. 20 et seq and the literature 
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of OECD Countries, OECD Economics Department Working Paper No. 643, OECD Publishing 2008. 
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symbol of wealth. And now a vast number of people have found a way to bypass it. This might be applauded, 

since we generally admire those who can escape taxes, were it not that the burden of this freedom falls with 
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John Steinbeck, Travels with Charley: In Search of America, 1962. 
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comparable results that confirm the ranking.134 The authors considered the impact of various 

taxes on the changes in the long-term growth rate of real GDP per capita and found that income 

taxes are associated with slower growth over the long run than taxes on consumption and 

property taxes.135  

Thus, a shift in composition of the tax mix from taxes on capital and income towards less 

distortionary taxes on consumption could arguably incite – or at least minimally distort and 

retard – economic growth and job creation, foster a country’s competitiveness and increase 

material living standards.136 In the vernacular this shift in the tax mix is also known as the shift 

from direct to indirect taxes.  

 Old wine in new bottles? 

Calls for this shift to indirect taxes are all but a novelty.137 Mathè, Nicodème and Ruà recount 

how since the early 1990s the European Commission has repeatedly invited Member States “to 

consider cutting taxes on labour.”138 When the Dutch Personal Income Tax Act 2001 was 

introduced, the Dutch government spoke of “a shift to indirect taxation – so as to promote 
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employment.”139 As early as 1999, Cnossen and Bovenberg discussed such employment 

aspects – which they deemed to be negligible though.140 I return to this below in Chapter 2.3. 

Still, from 2010 onwards the European Commission has annually repeated its recommendation 

– referred to earlier on – in its Annual Growth Surveys. In this year the European Commission 

stressed that “indirect taxes are more growth-friendly than direct taxes”141 and that “shifting 

taxes away from labour should be a priority for all Member States in order to stimulate demand 

for labour and create growth.”142 A stand was made in 2011, stipulating that “greater efforts 

should be made to shift taxation away from labour towards taxation which is less detrimental 

to growth: for example, increasing consumption, environmental, wealth (for example, high 

value property) taxation can help to alleviate the tax burden on labour thus making hiring more 

attractive.”143 This means that the shift can also include environmental goals (the greening of 

the tax mix).144 In that respect the shift is also instrumental in nature. In 2012 the European 

Commission stated there is “still scope to shift the overall tax burden to tax bases that are less 

detrimental to growth and job creation”,145 such as consumption. Similar recommendations 

were made in 2013146 and 2014.147 The 2016 Annual Growth Survey likewise reserves a major 

role for a shift away from taxes on labor.148  
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Other parties, too, increasingly call for a shift in the tax mix to consumption-based taxes.149 

Only in April 2017 the IMF, for instance, noted in an advice to the Netherlands that income 

taxes discourage labor supply and inflate product wages, “weighing down on firms’ profits and 

investment,” whereas “shifting the burden towards less distortionary revenue sources boosts 

labor supply, capital accumulation, and potential output.”150 

So, people have been calling for a growth friendly tax mix for a few decades now. Several 

countries have answered these calls. In 1993 Sweden, for instance, financed a small payroll tax 

cut by a rise in VAT.151 In 2001, the Netherlands raised the standard VAT rate from 17.5% to 

19%. The standard VAT-rate was increased again on October 1, 2012, to 21%, at which it 

currently stands. At the same time, the country’s top income tax rates have been substantially 

reduced since the 1990s and the tax base has been broadened by, for instance, limiting the 

deductibility of consumer interest. This combination of base broadening and rate reductions has 

been championed by, for instance, the OECD.152 As rate reductions and base broadening can 

cancel each other out, a tax shift only occurs if there is a change in effective tax rates. The 

current Dutch Rutte III coalition government is planning to raise the reduced VAT rate from 

6% to 9% and to reduce personal income tax rates for large parts of the population.153 Germany 

increased its VAT rate by 3 percentage points in 2007 to finance a reduction of contributions 

to its unemployment insurance scheme.154 Between 2009 and 2011, 13 of the 27 EU Member 

States raised their standard VAT rates. Increases were most substantial in Greece (4 percentage 

points, to 23%) and Portugal (3 percentage points, also to 23%).155 
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Considering the many times the advice to increase indirect taxes has been acted upon, one 

would expect this to have a firm theoretical and empirical basis. No such thing appears to be 

the case though. At least, the tax and economic growth ranking is quite contentious and it turns 

out literature has its doubts about the economic effects presented. This justifies a closer and 

critical look at the tax shift’s empirical and theoretical underpinnings.  
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 A critical look at the tax shift’s theoretical and empirical underpinnings 

 Dynamic and static efficiency 

A changing tax mix involves different long- and short-run policy objectives. Hence, 

distinguishing between long and short-term aspects of a shift from direct to indirect taxes 

enhances a proper understanding of the matter. 

The long-term objective of a tax shift is to make tax systems less distortionary and to promote 

economic growth and employment in the long run.156 As explained by Puglisi the term “tax 

shift” in this connection refers to “a change in the structure of the tax system away from labour 

towards more growth-friendly taxes, such as consumption and environmental taxation as well 

as recurrent taxes on immovable property.” The OECD’s “tax and economic growth 

ranking”157 is expressed strongly in this.  

This long-term objective is generic and in principle involves all taxes. It capitalizes on the 

diverging effects of taxes on dynamic efficiency. Dynamic efficiency has a long-term horizon 

and regards “the rate at which the economy’s capacity to produce outputs improves over 

time.”158 It implies “being efficient in terms of innovation, investment in human capital, 

entrepreneurship.”159 So, a tax shift has a long-run perspective that is about increasing the 

economy’s output and growth potential. This perspective is further discussed in Chapter 2.3.3. 

In the short term the tax shift is synonymous with a fiscal devaluation, which can be described 

as “a budget neutral reduction of payroll taxes matched by changes in other taxes or in 

government expenditures.”160 A fiscal devaluation is a particular form of a tax shift with 

different timing and different policy objectives.161 It typically involves only a reduction of 

employer-paid social security contributions and a matching increase in the VAT to improve 

                                                 

156  Laura Puglisi, Fiscal Devaluation in the Euro Area: What has been done since the crisis, European 

Commission Taxation Papers Working Paper N. 47–2014, p. 8. 
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competitiveness and employment in the short run.162 The basic idea is to lower the relative 

price of exports and raise the relative price of consumer imports in order to mimic a nominal 

devaluation and make a country comparatively cheaper vis-à-vis trade partners. That should not 

only boost exports but also increase output, improve the trade balance and boost 

employment.163 Within the Eurozone this type of devaluation has become an urgent issue 

because it is no longer possible for individual countries to lower the relative price of exports by 

unilaterally adjusting interest and exchange rates. 

A fiscal devaluation is thus about improving “static efficiency”, which “requires that the 

economy operates as efficiently as possible within a given production process defined by the 

available technology and organizational systems.”164 Static efficiency is improved by 

increasing employment and improving the trade balance in the short run. I return to this below 

in Chapter 2.2.3. 

Both the long and short run aspects of tax shifts have been criticized in literature. The remainder 

of this section outlines these criticisms.  

 Long run: less distortionary, growth-oriented tax systems 

2.3.2.1 The plausibility of the OECD “tax and economic growth ranking” 

The long-term objective of the tax shift is centered around the OECD “tax and economic growth 

ranking.” This ranking is, however, critically acclaimed in literature. It means the prophesied 

effects of a shift in the tax mix are shrouded in uncertainty. 

Mathè, Nicodème and Ruà review some of this critical literature.165 They mention research by 

Xing, who has checked the robustness of the ranking under different assumptions about long-run 
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and short-run parameters.166 In particular, Xing tested “the validity of the common long-run 

coefficient restriction imposed by the [Pooled Mean Group estimator; LWDW] using both the 

Hausman test […] and an alternative Wald test.”167 She finds no robust ranking among 

corporate income taxes, personal income taxes and consumption taxes.168 Her research 

suggests that there is no clear evidence of significant differences between personal and 

corporate income taxes and taxes on consumption in terms of growth friendliness.169 In fact, 

according to Xing, only shifts to property tax may have a positive effect on long-term income 

per capita at best.170 

Arachi, Bucci and Casarico also call into question the viability of the tax and economic growth 

ranking.171 Their assessment of the link between tax structures and growth does not reveal any 

significant long-term effects of taxation that are robust. They do find some evidence of a 

negative impact of labor taxation on long-term income, but that result “seems to be driven by 

changes in the wage share in GDP, rather than by changes in the labour tax wedge.”172 

As was already discussed elaborately in Chapter 2.1.3, Arnold173 as well as Acosta-Ormaechea 

and Yoo174 have – on the other hand – confirmed the ranking. 
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As a result, studies of the long-term impact of the tax structure on growth paint a mixed picture: 

the OECD “tax and economic growth ranking” does not command universal support. There is 

some evidence that undermines its validity.  

2.3.2.2 Taxes and the determinants of growth 

That said, the literature on how taxation influences the separate determinants of economic 

growth is more univocal. Mathè, Nicodème and Ruà infer from this literature that taxes have 

the capacity to stimulate the separate building blocks of growth.175 They refer to, e.g., literature 

reviews by Meghir and Phillips176 and by Saez, Slemrod and Giertz177 that show that taxation 

negatively affects labor decisions, most notably at the extensive margin. Similarly, the 

extensive labor supply is known not to respond univocally to taxation: the effects vary across 

socioeconomic groups and can be age- and gender-related.178 Likewise, reviews by 

Hassett and Hubbard179 as well as De Mooij and Ederveen180 lead to the conclusion “that 

corporate taxation affects the intensive and extensive margins of investment via the user cost 

of capital.”181 Evidence of the impact of taxes on individuals’ and firms’ decisions to invest in 

human capital and train workers is, however, “scarce and unambiguous.”182 In terms of R&D, 

the authors refer to a study by CPB Netherlands Bureau for Economic Policy Analysis183 from 
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which they infer that, depending on their design and practical organization, “tax incentives have 

the potential to raise R&D spending.”184 

2.3.2.3 Conclusion: no unequivocal evidence 

Mathè, Nicodème and Ruà infer from existing literature that it does “not offer clear-cut and 

undisputed evidence” of the impact of taxation on growth in the long run.185 The big picture, 

they say, is clear though. It still leads “to a strong indication that corporate/capital and labour 

taxes are the most detrimental for growth while consumption and recurrent property taxes are 

among the least damaging.”186 

 Short run: the theory and empirics of fiscal devaluation 

2.3.3.1 Introduction 

In the short run, the tax shift is often mentioned in the same breath as fiscal devaluation. Fiscal 

devaluation has been formally described as “a budget-neutral reduction of payroll taxes 

matched by changes in other taxes or in government expenditures.”187 Essentially, this means 

that countries shift from labor taxation in general, and employer-paid social security 

contributions in particular,188 to the VAT, thereby mimicking a nominal devaluation to improve 

competitiveness vis-à-vis trade partners to stimulate economic output and growth and to address 

employment problems in the short term.  

                                                 

184  Milena Mathè, Gaëtan Nicodème and Savino Ruà, Tax Shifts, European Commission Taxation Papers 

Working Paper N. 59-2015, p. 8. 

185  Milena Mathè, Gaëtan Nicodème and Savino Ruà, Tax Shifts, European Commission Taxation Papers 

Working Paper N. 59-2015, p. 8. 
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This subsection outlines the theory and empirics of fiscal devaluation. Theoretical arguments 

have been reviewed extensively by, for instance, De Mooij and Keen,189 CPB Netherlands 

Bureau for Economic Policy Analysis190 and Puglisi191 to whom any reader interested in the 

exact ins and outs of this phenomenon is referred. As this topic has gained widespread attention 

in literature only fairly recently, the following analysis will be more elaborate than the above 

discussion of long-run economic growth. 

Fiscal devaluation is about lowering labor costs and a simultaneous, revenue-neutral increase 

in the VAT. To this end, market imbalances are used to promote employment and improve the 

trade position. The theoretical rationale behind fiscal devaluation is thus twofold. It regards 

both the labor market and the trade balance.  

2.3.3.2 Fiscal devaluation in a theoretical nutshell  

2.3.3.2.1 Promoting employment 

Essentially, the theoretical labor market argument is straightforward. Lower labor and wage 

costs raise labor demand, reduce unemployment and increase international competitiveness for 

a given wage.192 After all, hiring employees or giving them more hours is cheaper and more 

appealing if labor costs are lower, so that demand for labor and output increase.  

At the same time an increase in VAT (ceteris paribus) triggers an increase in the general price 

level and a drop in real wages. Consequently, labor supply in function of the real wage moves 

in the opposite direction and decreases for a given wage.193 So, supply and demand move in 

opposite ways and fiscal devaluation pivots on this opposite movement. 

The theory assumes that nominal wages are fixed or rigid, which basically means that they will 

adjust only slowly. When the nominal wage exceeds the long-run equilibrium level, labor 
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191  Laura Puglisi, Fiscal Devaluation in the Euro Area: What has been done since the crisis, European 

Commission Taxation Papers Working Paper N. 47–2014. 
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demand is smaller than labor supply. There is unemployment. A fiscal devaluation that reduces 

labor costs will then increase labor demand and reduce unemployment.194 If the additional 

wages thus earned are consumed, the increase of the VAT ex post to achieve budget neutrality 

can be reduced. This allows for a smaller increase in the VAT rate and, hence, an increase in 

labor supply, steering it towards its long-run equilibrium. 

Another issue here is that a reduction of the employer’s contributions solely involves workers. 

Non-workers, who may only receive government transfers or capital income, do not benefit 

from lower social security contributions. They do, however, pay the higher VAT. As a result, 

fiscal devaluation shifts the tax burden from workers to non-workers or from active to inactive 

people.195 Combined with non-indexation of government transfers this can make inactivity 

proportionally less appealing. Where the distinction between workers and non-workers 

coincides with the pensionable age the tax burden shifts too, from active workers to post-active, 

retired individuals. Without any additional compensation their purchasing power drops.196 The 

shift from direct to indirect taxes would be then implicitly be a way to politically disregard or 

bypass these veto groups and shift the tax burden to persons who are consuming their assets or 

retirement savings. 

However, the positive impact on employment is only temporary. Wage bargaining to restore 

real wages may boost nominal wages. And as nominal wages gradually adjust to the 

market-clearing level, unemployment converges to its unaffected long-term equilibrium 

level.197 Nevertheless, starting from a disequilibrium on the labor market fiscal devaluation can 

accelerate the transition to the equilibrium and minimize costs from rigidities. Even without 

long-lasting benefits, a fiscal devaluation can offer an attractive transition path.198 

2.3.3.2.2 Improving competitiveness and the trade balance 

Apart from the labor market, fiscal devaluation aims at improving the trade balance. The trade 

balance argument perceives labor costs as part of producer prices. Reductions in employers’ 
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social security contributions are assumed to be fully reflected in the producer prices of domestic 

goods. Given a fixed exchange rate the foreign currency price of exports therefore falls 

correspondingly.199 Other things equal, the lower producer price of domestic goods triggers a 

rise in exports. The higher VAT does not affect the export since under the destination country 

principle the export of goods is de facto VAT neutral.200  

Lower labor costs likewise reduce producer prices of domestic products vis-à-vis competing 

imports.201 As the cut in social security contributions and the VAT hike work in opposite 

directions, consumer prices of domestic goods remain more or less the same.202 As the VAT 

applies equally to imported goods, the relative prices thereof increase and consumers substitute 

domestic goods for imports, causing imports to fall.203  

So, to sum up, as “exports become cheaper abroad and imports more expensive at home”204 

fiscal devaluation “stimulates exports and creates incentives to lower domestic import demand, 

such that the trade balance improves.”205 As a result, competitiveness improves, output expands 

and the economy grows.206  

Like the employment effects, the trade effects, too, are volatile. Theory predicts that the 

improvement of the trade balance will only be temporary. When real wages adjust, domestic 

consumption picks up and “as parts of the additional consumption are spent on foreign goods, 

                                                 

199  See also Ruud de Mooij and Michael Keen, “Fiscal Devaluation” and Fiscal Consolidation: The VAT in 
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Commission Taxation Papers Working Paper N. 47–2014, p. 4. 
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the initial improvement in the trade balance is gradually reversed.”207 At the same time rising 

wages push up producer prices, undo the competitive cost advantage and depress exports.  

2.3.3.2.3 Unilateral and multilateral fiscal devaluations 

Fiscal devaluation need not be undertaken unilaterally by a single county. When multiple 

countries engage in this tax swap, we speak of multilateral fiscal devaluation. As explained by 

CPB Netherlands Bureau of Economic Policy Analysis, the effectiveness thereof depends on 

two spillovers.208 First, this was also observed in Chapter 2.1.2, competitiveness is a 

comparative concept. Improvements of competitiveness in one country therefore come at the 

expense of the competitiveness of another country. So, the effects on net exports get smaller 

when multiple countries shift taxes. In order to stay competitive, countries could then possibly 

run the risk of engaging in international tax competition.209 On the other hand, when domestic 

demand and imports increase, the expansionary effects of shifting to indirect taxes may also be 

beneficial for other countries.210 According to CPB Netherlands Bureau of Economic Policy 

Analysis “these positive spillovers are larger when more countries participate in a coordinated 

fiscal devaluation.”211 

2.3.3.2.4 Rigidity requirements 

The effectiveness of a fiscal devaluation particularly depends on rigidity in both the exchange 

rate and nominal wages.212 Flexible exchange rates and wages, however, negate the positive 

effect on the trade balance, as the actual producer prices then have the chance to once again 

reach the pre-devaluation long-term equilibrium level.213 This is because increasing exports 

and decreasing imports cause nominal exchange rates to appreciate. As a result, the foreign 

currency price of export increases, whereas the local currency prices of imports decrease. 

                                                 

207  Laura Puglisi, Fiscal Devaluation in the Euro Area: What has been done since the crisis, European 

Commission Taxation Papers Working Paper N. 47–2014, p. 8.  

208  CPB 2013, p. 25. 

209  CPB 2013, p. 25. 

210  CPB 2013, p. 25. 

211  CPB 2013, p. 25. 

212  Other relevant factors including non-labor incomes, indexation, monetary indexation, timing issues, 

unilateral vs. multilateral fiscal devaluation and trade elasticities are discussed in CPB 2013, pp. 15-30.  

213  CPB 2013, pp. 17-20 and 24-25. 



2. A shifting balance 

p. 49 

Hence, exports drop and imports pick up,214 reversing the positive effect on the trade 

balance.215 If exchange rates have more rigidity or, as is the case within the Eurozone, where 

they are non-existent, this reversal will take longer to materialize.  

Literature warns about employees and/or trade unions demanding higher wages to compensate 

for the increase in VAT, which even with rigid exchange rates could erase the effect of the 

devaluation.216 This moves real producer wages back towards the pre-devaluation equilibrium. 

In case of wage rigidities, the real after-tax wage returns to this equilibrium only slowly. 

Successful wage bargaining and the automatic indexation of wages and government transfers 

accelerate this process towards the pre-devaluation equilibrium.217  

Still, until the former, pre-reform equilibrium has been reached, fiscal devaluation can 

– theoretically – be an effective short-term instrument to combat unemployment and improve 

the trade balance. But theory is just that… theory. All the more interesting are studies into the 

empirical effectiveness of this tax incentive.  

2.3.3.3 Fiscal devaluation: empirical literature 

Studies on the empirical effects of fiscal devaluation abound. A keystone is the Study on the 

Impacts of Fiscal Devaluations, commissioned by the European Commission in 2013 and 

conducted by a consortium of renowned economic research institutes across Europe 

(hereinafter: the consortium).218  

The study includes both an elaborate overview of existing empirical and econometric 

literature219 and the consortium own empirical and model-based analyses of the impacts of 

unilateral and multilateral fiscal devaluations of various Eurozone countries.220 This overview 
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shows fiscal devaluation to have a minor positive effect on employment, GDP and net exports, 

a few percentage points at best. In line with the theoretical predictions discussed above, these 

effects diminish after a few years, tending towards zero. The following is largely a summary of 

the main points from the literature review. Results from the consortium’s analyses are discussed 

in Chapter 2.3.3.4. 

The consortium’s simulation studies and the econometric research in particular offer insight 

into the size of the effects. As far as the trade balance is concerned, in the short term, e.g., the 

net export is expected to be up slightly. According to an IMF study this varies between 0.2% 

and 0.6% of GDP in Portugal (tax shift equal to 1% of GDP).221 A 2011 European Commission 

study arrives at a hardly noticeable increase of just 0.1% of GDP for a similar shift from direct 

to indirect taxes in an unnamed EMU country.222  

Each stronger response of the labor supply to changes in real wages means that a lower tax 

(burden) on labor will result in greater output and employment effects. A demonstration of this 

can be seen in a simulation of a shift in Germany. It shows that a doubling of labor market 

elasticity leads to a more than proportional increase of the long-term employment and output 

effects (from 0.22% up to 0.58% and from 0.20% to 0.53%, respectively).223 A 2011 study by 

the European Commission yields similar results.224 

On the other hand, indexation of government transfers, such as unemployment benefits and 

public pensions, negates employment and output effects. With full indexation the employment 

in Germany increases by a mere 0.22% after 20 years. This effect nearly doubles (0.43%) when 

government transfers are left unindexed. With 0.20% versus 0.47%, the consequences for GDP 

are similar.225 
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The impact of fiscal devaluation on the trade balance also depends on trade elasticities.226 The 

better the quality of domestic and foreign goods as substitutes, any fall in prices of a domestic 

good will result in a greater decrease of import and a greater increase of export. Although these 

effects should not be overestimated either. A simulation for Germany shows long-run GDP to 

increase by 0.20% when the trade elasticity is 2. With a higher elasticity of 5, the increase in 

long-run GDP is 0.24%.227  

Short-run effects need not be substantial either. Boscá, Doménech and Ferri find that a doubling 

of the trade elasticities of imports and exports only marginally affect the impact on GDP after 

two years (0.76% versus 0.74% in the baseline).228 Linpinska and Von Thadden find that a 

stronger preference for domestic goods over foreign comparables has a negligible effect on 

long-run output and consumption.229  

Franco investigates the impact of a fiscal devaluation on government revenues and the trade 

balance for Portugal.230 To maintain budget neutrality he combines an increase of one standard 

deviation in the effective VAT rate with a 1.6 standard deviation reduction in the effective 

social security contribution rate. In his model the increase in exports considerably exceeds the 

decrease in imports, so the trade balance improves substantially. He concludes that, overall, 

“the empirical analysis appears to support both the efficacy and the feasibility of a fiscal 

devaluation.”231 The consortium considers his results remarkable in the sense that they deviate 

from the generally limited impact of fiscal devaluation found in other studies and literature.232 

De Mooij and Keen also find positive effects on the trade balance.233 Their analysis covers a 

panel of 30 OECD countries over the period 1965-2009. Their estimates based on raw revenue 
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data suggest that a shift of one percent of GDP from social security contributions to VAT would 

significantly increase net exports by 3.44 percent of GDP (significant at 5 percent) in Eurozone 

countries. For non-Eurozone countries this effect is smaller and statistically insignificant. 

Contrary to theoretical presumptions of no permanent effects, the long run impact of a fiscal 

devaluation is found positive for Eurozone countries (significant at 10 percent). 

Point estimates on the basis of cyclically adjusted data indicate that net exports increased 4 

percent of GDP in the short run (significant at 1 percent) in Eurozone countries. For 

non-Eurozone countries the impact is 2.8 percent of GDP and significant only at 10 percent. 

The impact outside the Eurozone therefore appears to be smaller and more uncertain. The 

adjustment to the pre-reform equilibrium is more sluggish for the Eurozone. In both instances, 

however, the long-term effect is zero.  

De Mooij and Keen conclude from this analysis that “both analytics and empirics thus suggest 

that judicious tax shifts can have a noticeable effect on trade performance.”234 According to 

the consortium, these results should nevertheless be interpreted with caution as “they are not 

fully robust and vulnerable to endogeneity issues.”235 

The final econometric study discussed has been conducted by Boscá, Doménech and Ferri.236 

The authors use a small open dynamic economy general equilibrium model to analyze the 

effects of a fiscal devaluation in the EMU after two years. They find “a significantly negative 

relationship between the current account and the ratio of social security contributions over 

consumption taxes in a cross-section of EU15 countries.”237 Estimates indicate that a shift of 

1% of GDP would improve the current account by 1.8 to 3.4% of GDP. Their results further 

point to “significant positive effects on GDP and employment by 3.5 [percentage points]”.238 

The authors conclude that fiscal consolidations (i.e. reductions of fiscal deficits) “should be 

accompanied by changes in the tax mix in order to reduce distortions on savings, employment, 

                                                 

234  Ruud de Mooij and Michael Keen, “Fiscal Devaluation” and Fiscal Consolidation: The VAT in Troubled 

Times, IMF Working Paper WP/12/85, p. 21. 

235  CPB 2013, p. 30. 

236  J.E. Boscá, R. Doménech and J. Ferri, Fiscal devaluations in EMU, BBVA Research Working Paper 12/11 

(2012). 

237  CPB 2013, p. 30. 

238  J.E. Boscá, R. Doménech and J. Ferri, Fiscal devaluations in EMU, BBVA Research Working Paper 12/11 

(2012), p. 19. 



2. A shifting balance 

p. 53 

investment and capital accumulation, with beneficial effects on economic growth and 

welfare.”239 

In a paper published in 2016,240 Pestel and Sommer investigate the effects of a fiscal 

devaluation on labor supply in Germany by simulating a step-wise increase of the standard 19% 

VAT rate, accompanied by a revenue neutral reduction in the personal income tax or social 

security contributions.241, 242 Their review of existing empirical work suggests “positive, but 

moderate employment effects not higher than 1% of total employment for the German case.”243 

Studies for the EU as a whole,244 the United States245 and Canada246 provide similar results. 

The impact on economic growth seems rather moderate, too.  
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Pestel and Sommer’s own simulation results are in line with the earlier empirical work 

reviewed. They confirm only moderately positive medium-term effects on household work 

incentives. Raising the standard VAT rate from 19% to 25% is found to increase employment 

by less than 1%. According to the authors, this suggests only “a limited capacity (…) for 

targeting workers at the margin to enter employment.”247  

2.3.3.4 The consortium’s empirical and model results 

2.3.3.4.1 General 

The consortium conducted its own empirical study on the short-run (i.e. 9 years) and long-run 

(50 years) impacts of fiscal devaluations. For simulating both unilateral and multilateral fiscal 

devaluations a permanent and unexpected 1% of GDP reduction of employers’ social security 

contributions was met with an equivalent VAT.248 Government transfers remain unindexed and 

the nominal interest rate is kept constant. 

2.3.3.4.2 Unilateral fiscal devaluation: short-run results 

Short-run outcomes indicate a limited, positive expansionary effect on GDP.249 In Austria and 

Italy this effect, capped at 0.38% and 0.36% respectively, is largest after nine years. In Spain, 

GDP responds similarly as in Italy. In France, the expansion of GDP is only 0.17%.  

With a maximum increase of 0.94% after two years fiscal devaluation has the largest effect on 

employment in Spain. Unemployment decreases the strongest here, too (-0.65 percentage points 

after two years).250 The limited wage rigidity means these effects converge to zero relatively 

quickly. In Austria, positive employment effects after under two years fail to exceed 0.49 

and -0.40 percentage points at the most, respectively. Here too, they rapidly wear off.251 In 

Italy the effects are 0.74 and -0.56 percentage points respectively after two years.252 In France 
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this is 0.70 and -0.60 percentage points, respectively.253. The strong wage rigidity means the 

effects last longer than 7 years here.254 

In countries with the largest GDP increase private consumption increases strongest as well. 

With 1.43% it is largest in Austria. In Italy and Spain (1.27%) it is twice as much as in France 

(0.63%).255 The flipside of this consumption increase is a deterioration of the trade balance. 

The extent of this is, in its turn, in sync with the increase of GDP. This is why the deterioration 

is most limited in France, with -0.09 percentage points of GDP, where the increase of GDP is 

also limited. In Austria, the trade balance deterioration is the largest: it covers 0.54 percentage 

points of GDP. In Italy and Spain it is 0.39 and 0.37 percentage points of GDP, respectively. 

These figures illustrate that unilateral fiscal devaluation can provide a limited boost to economic 

growth, employment and private consumption in the short-term. The positive effects are 

measured in tenths of percentages. However, because of gradual adjustments of nominal wages 

expansionary labor market effects gradually fade away over time. The faster nominal wages 

adjust, the more short-lived these effects are. In all countries, domestic consumption ultimately 

exceeds exports, worsening the trade balance. Hence, in the short term unilateral fiscal 

devaluation is not conducive to improvement of the trade balance. 

2.3.3.4.3 Unilateral fiscal devaluation: long-run results 

The consortium finds limited yet permanent long-term effects on employment, the 

unemployment rate and GDP in all countries investigated.256 Again, this involves tenths of 

percentages (at the most). 

The employment and unemployment effects are most considerable in Spain, where they 

converge to 0.15 and -0.08 percentage points of GDP, respectively, within a few years after 

implementation. In the long(er) term GDP structurally increases by 0.12%.257 The influence is 

smallest in Austria. The employment effect quickly converges to 0.07% there and the 

                                                 

253  CPB 2013, pp. 50 and 138. 

254  CPB 2013, p. 50. 

255  CPB 2013, p. 138. 

256  See for individual countries’ results CPB 2013, pp. 51-53 and 56-63 (France), pp. 81-85 (Italy), pp. 101-104 

(Spain), and pp. 119-122 (Austria). For a general discussion, see pp. 137-140. 

257  CPB 2013, pp. 103 and 138. 
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unemployment effect to -0.04 percentage points. In the long term the increase of GDP 

converges to 0.06%.258 The results for France and Italy are somewhere in between.259 

Initially, the fiscal devaluation in these countries improves the trade balance. In the medium 

term, after some 30 years, the trade balance takes a turn and converges to -0.12 percentage 

points of GDP.260 This is partly the result of an increase in consumption, which varies between 

0.07% (Italy) and 0.12% (Austria).261 

The consortium identifies two main channels that drive the small long-term expansion of GDP 

and employment while the trade balance is hardly affected.262 First, if government transfers are 

not indexed, workers’ bargaining position deteriorates so that they will moderate their wage 

claims. Quitting work (“the outside option”) becomes less attractive. Second, a shift from wage 

to consumption taxes implies a redistribution from current to future generations. Current 

generations unexpectedly pay higher VAT while their lifetime benefit from the reduced social 

security contributions is smaller. Future generations, on the other hand, face lower taxes over 

their lifetime and enjoy a less distortive tax system. 

2.3.3.4.4 Multilateral fiscal devaluations: macro-simulations 

The consortium also examined the effects of a simultaneous implementation of a tax shift.263 

Again, social security contributions are reduced by 1% of GDP. The VAT is increased by the 

same percentage of GDP. Under various assumptions264 two scenarios are considered. In the 

first scenario, a joint fiscal devaluation is undertaken by France, Italy and Spain. In the second 

scenario, the set of devaluing countries is extended to Germany, the Netherlands and Belgium. 

The consortium concludes from its analyses that unilateral fiscal devaluations are the best way 

to expand GDP. Effects on GDP are less favorable when France, Italy and Spain coordinate the 

tax shift. When the aim is to stimulate the European Union economy, a broad implementation 

                                                 

258  CPB 2013, pp. 121 and 131. 

259  CPB 2013, pp. 51, 83 and 138. 

260  See further CPB 2013, pp. 53, 83, 103, 121 and 138. 

261  See further CPB 2013, pp. 53, 83, 103, 121 and 138. 

262  See further CPB 2013, pp. 11, 63 and 104. 

263  See further CPB 2013, pp. 149-160. 

264  See further CPB 2013, p. 149. 



2. A shifting balance 

p. 57 

among Member States is the best policy alternative. Positive spillovers then dominate the 

negative spillovers. In any scenario output gains nevertheless remain small and temporary.  

2.3.3.5 What we know about fiscal devaluation: high stakes, tiny gains 

The theoretical and empirical literature discussed in this section shows that fiscal devaluation 

can at best have positive small effects on employment, GDP and net exports in the short-term. 

This involves tenths of percentages. Nevertheless, the effects are questionable and are 

short-lived. The less rigid wages and exchange rates are, the more the effects diminish. 

Indexation of wages and benefits limits the impact of fiscal devaluation as well. Studies whose 

findings show considerable results are deemed to be quite unreliable and they are shrouded in 

uncertainty. The benefits of fiscal devaluation should thus not be overestimated.  

At best, the positive and permanent long(er) term effects on GDP, employment and domestic 

consumption one can observe are very limited. These effects, though, will also lead to a 

deterioration of the trade balance.  

Hence, fiscal devaluation is not an effective instrument for structurally improving 

competitiveness and employment. Still, in the short-term this can accelerate recovery of the 

trade balance and employment. It is not, though, a cure-all “for structural reforms to address 

fundamental problems underlying external imbalances and weak growth prospects.”265 Fiscal 

devaluation thus continues to be a treatment of symptoms. 

 Conclusion: what we know about tax shifts 

This section has discussed the long and short-term growth aspects of a changing tax mix. In the 

long term the tax shift involves the structure of the tax system, engrafted into the “tax and 

economic growth ranking”. In literature the existence of that ranking and, on the back of this, 

the positive effects of a shift, are accepted with the necessary caveats. The benefits of fiscal 

devaluation can hardly be called noteworthy either. They should not be overrated. The 

short-term effects are slightly positive at best. These effects are, however, brief and diminish 

relatively fast. 
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Nevertheless, and surprisingly, the shift from direct to indirect taxes enjoys great popularity in 

many countries. One would expect tax measures to have a sound empirical basis or, at least, 

that policy makers would make sure they know the empirical effects before implementing 

measures. This leads to the question as to the purpose and meaning of this tax-induced pursuit 

of growth. That is the topic of the next section.  
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 When worlds collide: welfare versus well-being 

 In the one corner: GDP, ruler of the roost? 

The shift to indirect taxes is engrafted into the OECD tax and economic growth ranking and the 

conviction that some taxes hold back economic growth and employment more than others. Still, 

the empiricism shows the positive effects of a shift from direct to indirect taxes on economic 

growth and employment to be small. The shift from direct to indirect taxes would thus seem to 

be rooted in a desire for material living standards and GDP, instead of relying on a sound 

empirical basis. This desire for economic growth and increasing material living standards has 

been the reason to conduct this research.  

Traditionally, in the “neoliberal” view, economic growth and accumulation are considered 

autonomous processes that are best left to the market with minimal government intervention. 

These processes are believed to be only hampered by taxes which distort incentives in otherwise 

efficient markets, thereby reducing social welfare and growth.266 Taxes are thus bracketed 

together with terms such as (economic) distortions, inefficiency and losses of welfare. In fact, 

the “trinity” taxes-inefficiency-welfare loss is sometimes nearly dogmatically adopted and 

market distortions caused by taxes are almost inextricably linked to reductions in social welfare. 

In this respect, Nobel laureate Milton Friedman tellingly alludes to “a national income that 

would be larger because of the reduction in the depressing and inhibiting effects of taxes”267 

and condemns high, graduated income tax rates for being “a serious impediment to the efficient 

use of our resources”.268 

                                                 

266  Skidelsky and Skidelsky critically note: “The essential ingredient which Thatcher […] and Reagan […] added 

to the philosophy of growth was an ideological faith in the market system. The way to faster growth lay not 

through planning, but freeing up markets from red tape, improving incentives through lighter taxes, reducing 

the power of trade unions and extending markets through privatization and deregulation. These steps in 

combination would make the allocation of capital more efficient. […]. In retrospect, it was a shift to a 

market-based philosophy of growth rather than to a growth-based philosophy […]. ‘Planning for growth’ 

need have entailed nothing more than bringing the welfare of the poor gradually up to the standard of the 

rich. By contrast, reliance on market-led growth marked the abandonment of any interest in the social 

outcome of the growth process. The economic system was to be geared to the maximization of individual 

satisfaction as expressed in markets. Individuals were no longer to be viewed as part of wholes; the wholes 

were simply the sum of individual parts.” Robert and Edward Skidelsky, How Much is Enough? The Love 

of Money, and the Case for the Good Life, London: Allen Lane 2012, p. 183 

267  Milton Friedman, Capitalism and Freedom (Fortieth Anniversary Edition), Chicago: The University of 

Chicago Press 2002, p. 78. 

268  Milton Friedman, Capitalism and Freedom (Fortieth Anniversary Edition), Chicago: The University of 

Chicago Press 2002, p. 133. 
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Motivated by a desire to foster a tax environment friendly to economic growth, governments 

are thus actively encouraged to adopt a tax mix subservient to a competitive economy and a 

sustainable standard of living. It is beyond dispute that economic growth can indeed be a good 

thing. Friedman explains: 

The chief characteristic of progress and development over the past century is that it has freed 

the masses from backbreaking toil and has made available to them products and services that 

were formerly the monopoly of the upper classes, without in any corresponding way 

expanding the products and services available to the wealthy. Medicine aside, the advances 

in technology have for the most part simply made available to the masses of the people 

luxuries that were always available in one form or another to the truly wealthy. Modern 

plumbing, central heating, automobiles, television, radio, to cite just a few examples, provide 

conveniences to the masses equivalent to those that the wealthy could always get by the use 

of servants, entertainers, and so on.269 

It can hardly be denied that these words indeed have an appealing ring to them. Since the 

post-World War II era when they were originally written, overall GDP and per capita GDP have 

significantly increased and in many countries material standards of living have indeed greatly 

improved. In affluent, rich societies there is now – in absolute, macro terms – more than enough 

wealth to ensure everyone of a decent standard or living.270 However, considering wealth’s 

actual, unequal distribution there are still individuals and households with insufficient financial 

means to sustain themselves. That said, every action produces a reaction. 

 In the other corner: well-being, challenging the size of the pie 

2.4.2.1 A spreading disease? 

Overall and per capita GDP reaching staggering proportions, critics now ask what ends this 

apparently limitless accumulation of affluence can possibly serve. In sharp contrast with the 

                                                 

269  Milton Friedman, Capitalism and Freedom (Fortieth Anniversary Edition), Chicago: The University of 

Chicago Press 2002, p. 170. 

270  According to OECD statistics, the Netherlands’s per capita GDP more than quadrupled over the past three 

decades: from an estimated $ 10.587 in 1980 to approximately $ 48.326 in 2015 (current prices, current 

PPPs). Between 2005 and 2015, the country’s overall GDP increased from $ 608.843,2 million to 

$ 818.256,8 million (current prices, current PPPs). The numbers are even more impressing when we go 

further back in time: compared to 1969 – when the Netherlands’s GDP amounted to an estimated $ 51.936,1 

million – this number has now increased almost sixteen fold (current prices, current PPPs). Between 1970 

and 2015, the per capita GDP in the OECD area grew by over a factor 11 – from $ 3.541 to $ 40.095. 

Luxembourg appears to outperform all other OECD countries: between 1970 and 2015 per capita GDP 

skyrocketed from $ 5.813 to an all-time high of $ 102.101 in 2015, signaling a growth of 1556% in a little 

over forty-five years’ time. Data derived from OECD.StatExtracts at 

http://stats.oecd.org/index.aspx?queryid=61431 (accessed November 17, 2017). 
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aforementioned “neoliberal” conviction and its strong focus on growth is a softer movement 

that emphasizes the immaterial aspects of life. This movement is experiencing a revival in 

contemporary literature. Its adherents find it doubtful whether economic growth and rising 

material living standards (increasing economic welfare!) are the things rich countries should 

still be after. They argue that – at some point – increases in material living standards no longer 

meaningfully contribute to well-being. 

Easterlin, for example, found that even though richer people tend to have a higher level of life 

satisfaction than those of more modest means, for countries with incomes above the level of 

subsistence increases in the income of all people do not very much increase reported 

happiness.271 This phenomenon has been named the “Easterlin paradox” or “happiness 

paradox”. So, on this view, beyond some point of financial security, higher income will not 

matter much for people’s well-being in sufficiently prosperous societies. There, the contribution 

of high economic growth to long-term happiness may only be modest. Such is not to say, 

however, that growth need not substantially improve well-being in poor countries. As noted by 

Griffith, “the relationship between income and well-being is not uniform throughout the income 

distribution.”272 For poor nations additional income can have a significant impact on 

well-being. In richer countries, the benefits of additional income level off. 

Wilkinson and Pickett observe how for most people in affluent countries the difficulties in life 

are no longer about filling their stomachs, having clean water and keeping warm. In their view, 

“economic growth, for so long the great engine of progress, has, in the rich countries, largely 

finished its work.”273 They too speak of “a threshold of material living standards after which 

the benefits of further economic growth are less substantial.”274 Beyond this threshold 

happiness and life-expectancy have for instance been shown to increase only marginally as 

income grows. Diminishing returns set in and “additional income buys less and less additional 

                                                 

271  Richard A. Easterlin, Does Economic Growth Improve the Human Lot? Some Empirical Evidence, in: Paul 

A. David and Melvin W. Reder (eds.), Nations and Households in Economic Growth: Essays in Honor of 

Moses Abramovitz, New York: Academic Press 1974, pp. 89-125. 

272  See Thomas D. Griffith, Progressive Taxation and Happiness, 45 B.C.L. Rev 1363 (2004), p. 1372. 

273  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 5. 

274  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 10. 



The Tax Tectonics 

p. 62 

health, happiness and well-being.”275 Subsequently, any further benefits of growth level off. 

At this point “diseases of poverty” (infectious diseases; polio, tuberculosis, measles, plague) 

gradually disappear. “Diseases of affluence” (cardiovascular diseases, diabetes and cancers) 

take their place. And as countries grow even richer, the “diseases of affluence” gradually 

become “diseases of the poor”: strokes, heart attacks, obesity et cetera become more prevalent 

among the poor in society.276 Indeed, a 2016 report by the National Center for Health Statistics 

lists among the main causes of death in the United States heart disease, cancer, stroke, diabetes, 

and suicide.277 The report is alarming as it further shows how life expectancy at birth in the 

United States is decreasing: from 78.9 years in 2014 to 78.8 years in 2015.278 Underlying 

causes for this downward trend are obesity, aging of the population and economic hardship. In 

other rich countries life expectancy is increasing. On top of that, countries grow more unequal 

as they get richer. Wilkinson and Pickett link a more unequal distribution of resources in 

societies to the prevalence of a raft of societal, democratic, and economic dysfunctionalities 

that negatively affect well-being. Examples are crime, violence, the prevalence of teenage births 

and lack of social mobility. 

Hence, at a certain point, the non-economic benefits of economic growth start to wear off. 

Eventually, they evaporate and social imperfections intensify. So, even when everyone grows 

richer, well-being need not grow with it.279 On this view there should thus be limits to growth. 

Skidelsky and Skidelsky therefore argue “against insatiability, against that psychological 

disposition which prevents us, as individuals and as societies, from saving ‘enough is enough’” 

and challenge “the current obsession with the growth of Gross Domestic Product (GDP) as the 

chief goal of economic policy.”280 The authors do not denounce economic growth as such, but 

                                                 

275  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 10. 

276  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 10. 

277  Jiaqan Xu, Sherry L. Murphy, Kenneth D. Kochanek and Elizabeth Arias, Mortality in the United States, 

2015, NCHS Data Brief No. 267, December 2016, https://www.cdc.gov/nchs/data/databriefs/db267.pdf 
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278  Jiaqan Xu, Sherry L. Murphy, Kenneth D. Kochanek and Elizabeth Arias, Mortality in the United States, 

2015, NCHS Data Brief No. 267, December 2016, p. 3. 

279  This will be discussed more elaborately in Chapters 11 and 13. 

280  Robert and Edward Skidelsky, How Much is Enough? The Love of Money, and the Case for the Good Life, 

London: Allen Lane 2012, pp. 3-4. 
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feel that they “may reasonably ask not just growth for what, but growth of what” and note that 

“it may be the case that rich societies already have too much GDP.”281 Therefore, they claim, 

“GDP should be treated as a by-product of policies aimed at realizing the good life.”282 

Sedlacek likewise wonders whether economic growth always has a meaning, or whether it is 

“just growth for growth’s sake?”283 He then proceeds: 

When there is too much of something, we often do not notice it. And it tends to be the most 

important things that we overlook–precisely because we seem to be so certain of them. One 

of these is the idea of progress. It constantly surrounds us. On television, in ads, in political 

announcements, and from economists’ mouths. It is the undiscussed imperative of our time, 

something that is simply so automatic that we do not see it. We can also look at our system 

as being a bit like the illusion in the Matrix trilogy. Specifically, the idea of growth has the 

power to control us and in a way turn us into slaves. In Morpheus’s words, we are ‘kept 

inside a prison that [we] cannot smell, taste, or touch.’ 

The recent global economic crisis has shown how dependent we are on growth, and how we 

accept a drop in GDP with almost religious disappointment, when we take stands on tenths 

of a percentage point.  

But where did this anticipation of never-ending growth come from? 

Everything suggests it is only the idea of progress in different clothing–first in religious 

(heaven) and later in secular forms (heaven on earth). It is the concern (alas, duty!) of 

markets, the state, science, and sometimes all of them together to ensure progress, or growth, 

as if economic growth were supposed to bring us closer to heaven on earth. Any stumble in 

GDP takes us farther from our goal and is considered evil. Growth is the greatest good; it is 

the maxim not only of economics, but often of our entire political and social lives.284 

Sedlacek underscores the – in his view – pointless character of the sole pursuit of growth for 

growth’s sake: in a world where happiness only rises minimally – if even at all – with 

accumulating wealth, he claims, “there’s nowhere to rise to.”285 

According to these and other authors the pursuit of economic growth and a thirst for the 

perpetual satisfaction of material wants (not needs!) have spread like a virus, as is beautifully 
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284  Tomas Sedlacek, Economics of Good and Evil: The Quest for Economic Meaning from Gilgamesh to Wall 
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articulated by the term affluenza: “a painful, contagious, socially transmitted condition of 

overload, debt, anxiety, and waste resulting from the dogged pursuit of more”286 or “an 

unsustainable addiction to economic growth.”287 Since its outbreak, this “pathogen” has proved 

highly infectious and has not remained without consequences for people and planet, they 

claim.288 This virus now seems to have permeated the tax system, too. 

2.4.2.2 An end in itself or merely a means to an end? 

Wilkinson and Pickett, Skidelsky and Skidelsky, and Sedlacek represent a contemporary revival 

of a school of thought that challenges the obsession with economic growth as the principal 

purpose of economic policy and that advocates a radical change in the way we live our lives. 

They do not outright reject capitalism and the market economy, but emphasize their bipolar 

nature and highlight the dark sides of the endless pursuit of opulence. They seek to provide a 

feasible alternative to a life dominated by the economy that has set in motion a rat race of 

competitive consumption and status competition.289 Skidelsky and Skidelsky clarify: 

                                                 

286  John de Graaf, David Wann and Thomas N. Naylor, Affluenza: The All-Consuming Epidemic, San 

Francisco: Berrett-Koehler Publishers 2001, p. 2. 

287  Clive Hamilton and Richard Deniss, Affluenza: When Too Much Is Never Enough, Crows Nest NSW: Allen 

& Unwin 2005, p. 3. 

288  The conviction appears to be gaining ground that instead of a quest for the Holy Grail, a relentless pursuit 

of economic growth may very well turn out – if not already – in our draining the poisoned cup. As early as 

in the nineteenth century the French novelist and poet Jules Verne expressed prophetic concern of what a 

sip from this cup might taste like: “C'était une magnifique loutre de mer, une enhydre, le seul quadrupède 

qui soit exclusivement marin. Cette loutre, longue d'un mètre cinquante centimètres, devait avoir un très 

grand prix. Sa peau, d'un brun marron en dessus, et argentée en dessous, faisait une de ces admirables 

fourrures si recherchées sur les marchés russes et chinois ; la finesse et le lustre de son poil lui assuraient 

une valeur minimum de deux mille francs. J'admirai fort ce curieux mammifère à la tête arrondie et ornée 

d'oreilles courtes, aux yeux ronds, aux moustaches blanches et semblables à celles du chat, aux pieds palmés 

et unguiculés, à la queue touffue. Ce précieux carnassier, chassé et traqué par les pêcheurs, devient 

extrêmement rare, et il s'est principalement réfugié dans les portions boréales du Pacifique, où 

vraisemblablement son espèce ne tardera pas à s'éteindre.” (Jules Verne, Vingt mille lieues sous les mers, 

première partie, chapitre XVII (Une forêt sous-marine). Digitalized texts by The Project Gutenberg, at 

http://www.gutenberg.org/files/5095/5095-h/5095-h.htm (accessed November 17, 2017). In English: “It 

was a magnificent sea-otter, a veritable enhydrus, the only quadruped which is exclusively marine. This 

otter was five feet long, and must have been very valuable. Its skin, chestnut brown above and silvery 

underneath, would have made one of those beautiful furs so sought after in the Russian and Chinese markets; 

the fineness and lustre of its coat was certainly worth at least eighty pounds. I admired this curious 

mammal—its rounded head and short ears, round eyes and white whiskers, like those of a cat, with webbed 

feet and claws and tufted tail. This precious animal, hunted and tracked by fishermen, is becoming very rare, 

and it takes refuge principally in the northern parts of the Pacific, where it is likely that its race will soon 

become extinct.” (Translation derived from Jules Verne, Twenty Thousand Leagues Under the Sea, Port 

Sunlight: Lever Brothers, pp. 93-94). 

289  E.g., Robert H. Frank, Falling Behind: How Rising Inequality Harms the Middle Class, Berkeley: University 

of California Press 2007, pp. 1-5 (arguing that rising inequality has only exacerbated the losses from these 



2. A shifting balance 

p. 65 

Capitalism is a two-edged sword. On the one hand, it has made possible vast improvements 

in material conditions. On the other, it has exalted some of the most reviled human 

characteristics, such as greed, envy and avarice. Our call is to chain up the monster again by 

recalling what the greatest thinkers of all times and all civilizations have meant by the ‘good 

life’ and suggesting changes in current policy to help us achieve it.290 

Instead of pursuing economic growth at all cost and allowing affluenza to spread, this school of 

thought has an eye for the dangers of the economic growth juggernaut (dixerunt Skidelsky and 

Skidelsky)291 and points out the shortcomings of traditional economic indicators that are meant 

to track our “progress”.292 Of these indicators, GDP is most prominent.  

Their main claim is that economic growth and its indicators only account for the material 

standard of living and fail to include other elements that make up a broader, multidimensional 

concept of sustainable societal well-being and the environment.293 

                                                 

positional arms races) and Robert H. Frank, Luxury Fever: Why Money Fails to Satisfy In an Era of Excess, 
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London: Allen Lane 2012, p. 3. 

291  Robert and Edward Skidelsky, How Much is Enough? The Love of Money, and the Case for the Good Life, 

London: Allen Lane 2012, p. 7. 

292  “– Allez, Woolgate, présentez Jagernaut à ce néophyte. L’interpellé ne se fit pas prier, et du ton d’un 

professeur en chaire : 

– Jagernaut ou Djaggernat, dit-il, Djaghannata en sanscrit, Pouri en hindoustani, est une ville du district de 

Kourda. Arrosée par la rivière Manahaddy, elle compte 50.000 habitants. Dans son enceinte est un immense 

temple de Vischnou qui contient une statue colossale du dieu ; cette statue fait des miracles ; en touchant 

son nez on s’assure l’abondance. Dans son genou réside la santé, son orteil garantit l’affection partagée ; 

ainsi de suite. Autrefois, les prêtres conduisaient chaque année l’image divine sur l’une des places de 

Jagernaut, où le people était admis à se frotter, avec une extatique dévotion, contre l’appendice nasal, la 

rotule ou le pied du conservateur des êtres. Naturellement, pour transporter la pesante masse, il fallait un 

véhicule énorme, traîné par trente-deux chevaux, et la cérémonie attirait un nombre considérable de pèlerins, 

seize ou dix-sept cent mille. Chacun payait une redevance au temple, qui se faisait de ce chef une rente 

d’environ 30.000.000 de shellings (37.500.000 francs). Cette affluence de fidèles et de monnaie faisait du 

tort aux autres sanctuaires de l’Inde. De là récriminations, concile des brahmes et enfin décision aux termes 

de laquelle chaque temple à son tour fut chargé d’organiser la procession de Jagernaut. Chacun établit une 

reproduction du char de Djaggernat. Cette année ce lucratif honneur est échu à Ellora. Voilà, vous en savez 

maintenant autant que moi-même.” Paul d’Ivoi, Voyages exentriques: Le docteur Mystère, Paris: Combet 

& Cie, éditeurs 1900, p. 39. 

293  The defects of GDP identified in literature are manifold. Robert Kennedy already articulated the limits to 

GDP forcefully in 1968 when he stated that GDP measures everything, “except that which makes life 

worthwhile.” Robert F. Kennedy, Remarks at the University of Kansas, March 18, 1968, 

http://www.jfklibrary.org/Research/Research-Aids/Ready-Reference/RFK-Speeches/Remarks-of-Robert-
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Governments appear to be becoming increasingly aware of this tendency. A case in point is the 

2009 report by the Commission on the Measurement of Economic Performance and Social 

Progress (hereinafter: CMEPSP) that was initiated by the (former) French President Nicolas 

Sarkozy and chaired by Nobel-laureate Joseph E. Stiglitz.294 The report identified various 

shortcomings of traditional measures of economic performance and recommended a shift from 

production-oriented measurements to measurements focused on our current well-being and that 

of future generations – thus advocating a shift towards broader, not just economic measures of 

social progress.295 Following the CMEPSP, across the world various parallel initiatives to “go 

beyond GDP” and to comprehensively measure well-being have been launched.296 

2.4.2.3 Multidimensional well-being 

The CMEPSP emphasized that well-being is a multidimensional notion that has various key 

dimensions that go beyond (objective) material living standards. These dimensions are almost 

universally shared among countries and constituencies worldwide. They are the following:297 

- Material living standards (income, consumption and wealth); 

- Health; 

                                                 

associated with the production of goods and services goes: if most of the value of what is produced in a 

country accrues to foreign companies, what is left may not be enough to compensate for the environmental 

damage or other adverse effects on a country’s economy and people. (Joseph E. Stiglitz, The Price of 

Inequality, London: Penguin Books 2013, p. 231.) In addition, as the benefits of economic growth are often 

distributed unequally, per capita GDP constitutes merely the average production or income per inhabitant, 

thereby ignoring its distribution over the population. Taking the actual distribution of earnings into account, 

a different picture may emerge, as aptly put by McMahon: “The tide rises quite differently for the rich and 

the poor. Trickle-down might work to some extent, and the tide might rise a bit for everyone. But for those 

at the bottom, the flow of the tide is barely perceptible, and the tide is often ebbing for them while it flows 

for the rich. Those at the bottom are being trickled on, and the trickle is not really lifting their boats.” Martin 

J. McMahon Jr., The Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004), p. 1095. The various 

shortcomings to GDP cited in literature are discussed in greater detail in Chapter 11. 

294  Joseph E. Stiglitz, Amartya Sen and Jean-Paul Fitoussi, Report by the Commission on the Measurement of 

Economic Performance and Social Progress, www.stiglitz-sen-fitoussi.fr (2009). A concise edition of the 

report is also available. See Joseph E. Stliglitz, Amartya Sen and Jean-Paul Fitoussi, Mismeasuring Our 

Lives : Why GDP Doesn’t Add Up, New York: The New Press 2010. 

295  E.g., Joseph E. Stliglitz, Amartya Sen and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t 

Add Up, New York: The New Press 2010, p. 7. 

296  Examples include the OECD Better Live Initiative (www.oecdbetterlifeindex.org; accessed November 17, 

2017) and the EU ‘Beyond GDP’ Initiative (http://ec.europa.eu/environment/beyond_gdp/index_en.html; 

accessed November 17, 2017). These and other initiatives are also briefly discussed in Chapter 11 of this 

thesis. See also, for an in-depth discussion, Romina Boarini and Marco Mira d’Ercole, Going beyond GDP: 

An OECD Perspective, Fiscal Studies, Vol. 34, No. 3, pp. 289-314 (2013). 

297  Joseph E. Stiglitz, Amartya Sen and Jean-Paul Fitoussi, Report by the Commission on the Measurement of 

Economic Performance and Social Progress, www.stiglitz-sen-fitoussi.fr (2009), pp. 14-15. 



2. A shifting balance 

p. 67 

- Education; 

- Personal activities including work; 

- Political voice and governance; 

- Social connections and relationships; 

- Environment (present and future conditions); 

- Insecurity, of an economic as well as a physical nature.  

Out of all these dimensions, material elements (material living standards, income, consumption, 

wealth, GDP and their growth) cover only a handful and make up only a limited part. Therefore, 

the economy is merely a means that is supposed to increase well-being. “It too is not an end in 

itself.”298 Consequently, this should likewise be taken into account when contemplating a shift 

to indirect taxation, which is primarily aimed at economic growth. In my view, the tax system 

needs to contribute to the enhancement of well-being as such and not just to the dimension 

material living standards. 

The distribution of material resources and people’s tastes for fairness and justice should also be 

part of this multidimensional notion of well-being.299 This is not just true intrinsically. All of 

this is all the more pressing now that literature links an unequal distribution of material living 

standards to a raft of societal, economic, and democratic dysfunctionalities that may reduce 

well-being.300 The CMEPSP notes:  

Average income, consumption and wealth are meaningful statistics, but they do not tell the 

whole story about living standards. For example, a rise in average income could be unequally 

shared across groups, leaving some households relatively worse-off than others. Thus, 

average measures of income, consumption and wealth should be accompanied by indicators 

that reflect their distribution. Median301 consumption (income, wealth) provides a better 

measure of what is happening to the ‘typical’ individual or household than average 

consumption (income, wealth). But for many purposes, it is also important to know what is 

happening at the bottom of the income/wealth distribution (captured in poverty statistics), or 

                                                 

298  Joseph E. Stliglitz, Amartya Sen and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. XVII. 

299  Cf. Louis Kaplow and Steven Shavell, Fairness versus Welfare, Cambridge, MA: Harvard University Press 

2002, p. 21. See also, in more details, Chapter 11 of this thesis. 

300  For a concise review, see Laurens W.D. Wijtvliet, Too Little, Too Late: The Uneasy Case for a Wealth Tax 

as a Means to Mitigate Inequality, Intertax 2014, 42(10), pp. 635-638 as well as L.W.D. Wijtvliet, 

Vermogensbelasting: over gif, ongelijkheid en blind geloof in de heilzame werking van belastingen, WFR 

2014/930, Section 2 and the literature cited there. See also, in more details, Chapter 13. 

301  Author’s footnote: in statistics, the median is a measure of central location. Keller and Warrack explain: 

“The median is calculated by placing all observations in order (ascending or descending). The observation 

that falls in the middle is the median. (…). When there is an even number of observation, the median is 

determined by averaging the two observations in the middle. See Gerald Keller and Brian Warrack, Statistics 

for Management and Economics, Pacific Grove, CA: Brooks/Cole–Thomson Learning 2003, p. 95.  
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at the top. Ideally, such information should not come in isolation but be linked, i.e., one 

would like information about how well-off households are with regard to different 

dimensions of material living standards: income, consumption and wealth.302 

 Consideration: from welfare to well-being 

When distribution counts, the question is whether we should really be after the size of the pie 

or the number and size of the slices. Instead of blindly adopting the economic mantra that 

stresses GDP, rising material living standards and economic growth, the above-mentioned 

authors argue that economic policy should henceforth be directed at the more-encompassing 

notions labelled well-being and quality-of-life.303 Thus, in this view, growth and material living 

standards are not final ends in themselves: they are means subjugated to these broader notions. 

As traditional economic indicators, like GDP, fail to capture the various phenomena that have 

an increasing impact on the way people live and evaluate their lives, they are inadequate to 

gauge well-being and assess quality-of-life.304 Hence, in view of the multidimensional notion 

of well-being it is appropriate to take a closer look at the distributive impact of a shift in the tax 

mix, which is aimed at economic growth. That will be the topic of Chapter 4. First, the next 

chapter, Chapter 3, will discuss the consumption or expenditure tax. This tax has been 

thoroughly discussed in tax literature and it resembles a shift to indirect taxes. It can have 

comparable effects for well-being and the distribution of wealth.  

-- 

  

                                                 

302  Joseph E. Stliglitz, Amartya Sen and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, pp. 13. 

303  In this regard Skidelsky and Skidelsky with great vivacity argue that the long-term goal of economic policy 

should henceforth – in affluent countries – be “the structuring of people’s collective existence so as to 

facilitate the good life”, i.e. a life that realizes seven basic goods (health, security, respect, personality, 

harmony with nature, friendship, and leisure.) See Robert and Edward Skidelsky, How Much is Enough? 

The Love of Money, and the Case for the Good Life, London: Allen Lane 2012, pp. 150-167. 

304  See also Paul Anand, Marco Mira d’Ercole and Hamish Low, Moving beyond GDP, Fiscal Studies, Vol. 

34, No. 3, pp. 285-288 (2013). 
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 Introduction 

This thesis focuses on aspects related to the tax mix within a tax system. It particularly deals 

with the relation between a direct income tax on the one hand and an indirect value added tax 

(VAT) on the other hand. However, in tax literature systems that combine an income tax and a 

VAT into a (progressive) consumption tax are also discussed and defended. This consumption 

tax is also known as an expenditure tax. 

This thesis is not concerned with the analysis and assessment of this type of tax. After all, it is 

about the tax shift that actually takes place.305 Moreover, the consumption tax has not (yet) 

been implemented in practice and is therefore highly hypothetical. For these reasons, it is not 

explicitly addressed in the remaining chapters of this dissertation.  

However, the notion of a consumption tax is (partially) based on the economic principles and 

characteristics that also underlie a shift from a direct income tax to an indirect VAT. For that 

reason it is desirable to pay some attention to the consumption tax as such. For more details the 

reader is referred to the literature cited in this chapter. In order to distinguish them from the 

consumption tax, the VAT, and other indirect taxes, will be referred to in this dissertation as 

“taxes on consumption”. 

 The Meade report 

An elaborate description and defense of a progressive consumption tax is found in the 1978 

report of a committee established by The Institute of Fiscal Studies,306 hereinafter to be referred 

to as the Meade report. This committee was confronted with a tax system in the United 

Kingdom that, according to the committee, was full of anomalies and inconsistencies. The 

committee sought a better structure for direct taxation and the social security system. One of 

the options on the table was a progressive consumption tax combined with a progressive tax on 

gifts and inheritances.  

                                                 

305  See Chapter 2.  

306  The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee chaired 

by Professor J.E. Meade, London: George Allen & Unwin 1978. 
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The committee also considered a systematically consistent income tax, a comprehensive 

income tax according to the Schanz-Haig-Simons-model,307 which it found infeasible.308 The 

committee’s objections against an income tax were:309 

1. That it is hard to find a satisfactory standard for income. It was pointed out that there 

was a problem in taxing pension contributions and that an income tax treats human 

capital differently than physical and financial capital;  

2. That it would be extremely difficult to make the tax inflation neutral; 

3. That the necessary adaptations to the corporate income tax would be difficult and 

complex; and 

4. That the income averaging facilities would be complex, expensive and administratively 

unmanageable. 

A consumption or expenditure tax would boil down to the following. The annual income should 

be reduced by all non-consumption expenditures (i.e. investments), as a result of which only 

the taxable consumption would remain.310 On top of that, the report described various other 

methods of calculating the taxable consumption.311 

In support of the consumption tax it was argued that it taxes what a taxpayer takes out of the 

common pool of a community’s scarce resources for his personal use; an argument previously 

put forward by Thomas Hobbes312 and by the British economist Kaldor.313 By contrast, if an 

individual saves, he adds resources to the pool of productive resources. Another argument was 

that consumption financed from capital (or wealth) is as such tax-free under an income tax, 

whereas it is taxed under a consumption tax. At the same time, a consumption tax enables 

tax-free investments: different types of investments and their returns (income!) as such remain 

untaxed. 

                                                 

307  The comprehensive income tax is discussed in Chapters 7.5 and 11.2 of this thesis. 

308  The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee chaired 

by Professor J.E. Meade, London: George Allen & Unwin 1978, pp. 127-147. 

309  The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee chaired 

by Professor J.E. Meade, London: George Allen & Unwin 1978, p. 146. 

310  The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee chaired 

by Professor J.E. Meade, London: George Allen & Unwin 1978, p. 150. 

311  See The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee 

chaired by Professor J.E. Meade, London: George Allen & Unwin 1978, p. 150 et seq. 

312  Thomas Hobbes, Leviathan Parts I and II, New York: The Bobbs-Merrill Company 1958 (Leviathan or the 

Matter, Forme & Power of a Common-Wealth Ecclesiastical and Civil 1651). 

313  Nicholas Kaldor, An Expenditure Tax, London: George Allen & Unwin 1955. 
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Two equal-income taxpayers may incur different expenditures and save different amounts. 

Under a consumption tax their tax burdens will differ, even though their respective abilities to 

pay do not. The Meade report points out that this is different when the entire life cycle is 

considered. After all, the taxpayer who saves will be taxed later, either because he will consume 

or donate his savings later, or because they will be bequeathed upon death.314 In that respect, 

gifts and inheritances are consumptive expenditures by the donor or testator.315 

However, it should be noted that in practice it is not that straightforward to choose between 

consuming and saving. That choice depends on the taxpayer’s income and on the opportunity 

to increase his wealth through unconsumed capital accumulation and capital gains. It will be 

shown later in this thesis that that opportunity arises mainly at the top of the income scale 

system.316 Lower and middle income households cannot, or only to a limited extent, save. Thus, 

in my opinion, a consumption tax tends to increase wealth inequality. In that respect, it is 

remarkable that Meade considers the possession of wealth a head-start position in life. The 

committee therefore also argued in favor of a wealth tax and an inheritance and gift tax. The 

committee noted:  

It may be desired to tax wealth in such a way as to redistribute ownership so as to avoid great 

inequalities and the high concentration of large fortunes. Capital taxes on the transfer of 

wealth and/or on the holding of wealth (…) may be designed and applied for the promotion 

of such a redistribution of ownership.317 

With that, a manifest shortcoming of the consumption tax is exposed and recognized: because 

of its impact on wealth inequality, the consumption tax must necessarily be accompanied by 

wealth taxes, gift taxes and inheritance taxes. An income tax, on the other hand, offers the 

theoretic option to incorporate such taxes. This will also be discussed later in this thesis.318 

                                                 

314  The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee chaired 

by Professor J.E. Meade, London: George Allen & Unwin 1978, p. 34. 

315  See also Chapter 9.3.13. 

316  See Chapters 10 and 15. 

317  The Institute for Fiscal Studies, The Structure and Reform of Direct taxation, Report of a Committee chaired 

by Professor J.E. Meade, London: George Allen & Unwin 1978, p. 512. 

318  See Chapter 11.4.2. 
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 The consumption tax in Dutch tax literature 

In the Netherlands, the consumption tax has been defended by amongst others Stevers. In his 

1964 inaugural address, he championed both an enterprise tax and a consumption tax as 

instruments to optimize economic growth.319 

According to Stevers, the enterprise tax should be levied on the use of the factors of production, 

and not on profits. As a result, investments in fixed assets, the increase of stocks and the total 

annual wage bill should be taxed.320 This enterprise tax would increase economic efficiency 

more than a profit tax would. However, the tax would not affect consumption bundles and the 

distribution of welfare in society: that would require taxes on consumption. As a result, the tax 

base for taxes on individuals (non-enterprise) should include consumption expenditures rather 

than income. In that respect Stevers has predominantly been inspired by Kaldor.321  

Stevers considers spending (or purchasing) power a standard for welfare and, consequently, a 

starting point for taxation. In his view, income is so heterogeneous that it cannot be taxed under 

a single, uniform income tax. The actual use or exercise of purchasing power (consumption), 

on the other hand, would be homogeneous. In addition, Stevers believes that a consumption tax 

would contribute more to welfare and economic growth than an income tax.  

For each taxpayer the annual consumption should then be determined by subtracting from gross 

income the net increase in cash and the net expenditures on assets. This consumption tax should 

further be supplemented with a tax on consumption (like the VAT) in order to steer the 

composition of consumption bundles (luxury goods, alcohol, tobacco etc.). 

In order to mimic the burden of the income tax, a consumption tax requires much higher 

(marginal) tax rates than the income tax. Yet, according to Stevers, theoretically the 

consumption tax need not increase wealth inequality. He provides an example of someone with 

an income of 100,000 and consumption expenditures worth 30,000.322 At a 60% income tax 

                                                 

319  Th. A. Stevers, Schets van een hervorming van ons belastingstelsel. Een economische benadering (inaugural 

address Tilburg), Deventer: N.V. Uitgeversmaatschappij Æ. E. Kluwer 1964. 

320  Th. A. Stevers, Schets van een hervorming van ons belastingstelsel. Een economische benadering (inaugural 

address Tilburg), Deventer: N.V. Uitgeversmaatschappij Æ. E. Kluwer 1964, p. 13. 

321  Nicholas Kaldor, An Expenditure Tax, London: George Allen & Unwin 1955. 

322  Th. A. Stevers, Schets van een hervorming van ons belastingstelsel. Een economische benadering (inaugural 

address Tilburg), Deventer: N.V. Uitgeversmaatschappij Æ. E. Kluwer 1964, p. 31. 
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rate an equivalent consumption tax rate would amount to 200%. In both cases, the taxpayer 

would be able to save an equal amount, 10,000. However, this example does not cover 

unconsumed wealth accrual and capital gains on assets already owned and overlooks the fact 

that they represent new spending or purchasing power. Under an income tax, such accruals and 

gains can be taxed, at least in theory. Under a consumption tax, however, they cannot. On top 

of that, the question arises whether the example provided by Stevers is sufficiently adequate. I 

return to this below. It should further be noted that spending power and the use thereof are two 

different things.  

Cnossen is another author who has championed a consumption tax. In his 1978 inaugural 

address,323 he situates this tax – instead of an income tax – in a society in which “not the ability 

to satisfy economic needs, but the satisfaction of those needs (…) determines individual 

well-being to an increasingly important degree.”324 His basic assumption is a society with 

universal equal opportunity early in life. From that perspective, he considers consumption a 

better standard to tax individuals’ lifetime economic powers: a consumption tax treats past, 

present and future consumption equally because returns on savings and investments remain 

untaxed until they are used for consumption purposes. An income tax, on the other hand, places 

a heavy burden on future consumption by (at least in principle) taxing those returns. As a 

consequence, people have to save more under an income tax than under a consumption tax in 

order to achieve a certain target capital. What is more, a consumption tax treats all expenditures 

equally, irrespective of whether they are paid from returns on savings or capital gains. Under 

an income tax, on the other hand, returns on savings are taxed whereas capital gains frequently 

go untaxed. In that respect, the consumption tax does not distinguish between the origins of the 

funds used for consumption purposes. 

However, Cnossen does point out that in a society that values equal starting points early in life, 

the possession of wealth and the economic power it entails justify an individual wealth tax.325 

He further argues that wealth a taxpayer did not create himself – gifts and inheritances – justify 

an inheritance and gift tax as a complement to the consumption tax.326 He considers such taxes 

                                                 

323  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978. 

324  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978, p. 3. 

325  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978, p. 13. 

326  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978, p. 13. 



The Tax Tectonics 

p. 76 

“essential” and “necessary complements” to an “equitable consumption tax.”327 Just like 

Meade, Cnossen, therefore, champions a consumption tax, complemented by a number of 

additional taxes. 

With respect to the economic effects of a consumption tax, Cnossen argues that the tax 

encourages saving and, as a result, increases the funds available for investments.328 The author 

further discusses the administrative design of the consumption tax in detail, points out issues 

regarding emigration and immigration, but concludes that a consumption tax boosts “individual 

thrift, the willingness to invest, and the desire to work”.329 

The above shows that the expenditure tax is not a tax on commodities and services as such (so, 

no tax on consumption). Instead, it is a personal, progressive tax on the sum of a taxpayer’s 

annual expenditures. It is primarily meant to replace the heavily criticized, personal, progressive 

income tax.  

Yet, whether the objections to the income tax are justified or not, the expenditure tax has also 

met with fundamental criticism, both in the Netherlands and abroad. Such criticisms are both 

of a technical and a theoretical nature. 

The technical objections have predominantly been set out by Van Dijck in a 1968 academic 

address.330 In order not to repeat all of them, I only touch upon the most important ones here. 

In contrast with the economic advantages an expenditure tax would entail according to Kaldor, 

Stevers, and Cnossen, Van Dijck lists a large number of books and papers that question or even 

disprove those alleged benefits.331 Van Dijck points out, for example, that the expenditure tax 

fuels concentrations of wealth. 

He further considers Stevers’ above-mentioned example incorrect. In that example, the effective 

income tax burden can still be mimicked by adjusting the statutory consumption tax rate to that 

                                                 

327  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978, pp. 13 

and 40. 

328  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978, p. 20. 

329  S. Cnossen, De belasting van de toekomst? (inaugural address Rotterdam), Deventer: Kluwer 1978, p. 41. 

330  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968. 

331  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 6. 
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of the income tax. However, if incomes increase, say to 1 million or more, meaningful 

adjustments to the tax rates can no longer be made. I include Van Dijck’s example here,332 

especially because it reveals the most important objection against using expenditure instead of 

income as a tax base: the consumption tax enables tax-free wealth accumulation because taxes 

are not levied until funds are spent. Consider a EUR 1 million income and annual expenditures 

of EUR 100,000. On the basis of the 1968 income tax rates Van Dijck shows that an equal yield 

consumption tax would allow taxpayer wealth to increase to EUR 9.8 million in ten years, 

against only EUR 2.4 million under an income tax.333 After twenty years these amounts would 

come to EUR 27.3 million and EUR 5.1 million, respectively.  

Another objection to the consumption tax is that it requires information about both annual 

income and annual wealth accrual in order to derive annual expenditures. And although the 

concept of income can be simplified, the determination of the annual wealth accrual poses 

difficulties that make it an arduous task. Moreover, a consumption tax can pose qualification 

issues with regard to durable commodities that have a consumption/investment character, such 

as houses and art objects. The aforementioned heterogeneity-of-income objection is then 

replaced with the heterogeneity of expenditures.  

In order to achieve budget neutrality, the consumption tax would require high tax rates. Given 

the 1968 income tax rates, the marginal tax rate would stand at 237%. When savings are taken 

into account it would increase up to 300 or 400% in order to maintain budget neutrality.334 

Van Dijck shows how such high rates are incentives for fraud, increase foregone revenues, and 

fuel tax disputes about comparatively insignificant qualification issues.335 If other countries are 

also taken into account, the question of emigration and immigration also emerges, not least 

because of potential capital flight of old, wealthy taxpayers to countries with an income tax 

instead of a consumption tax. Such taxpayers would have been able to build wealth tax-free 

under the consumption tax, and subsequently be able to consume it fiscally favorably in a 

                                                 

332  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 8. 

333  J.E.A.M. van Dijck, Is een verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 8.  

334  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 27. 

335  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 18 et 

seq. 
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low-tax jurisdiction. Of course, the implementation of a consumption tax can also pose many 

challenges.  

What also matters from a technical perspective is whether and how taxes are perceived by 

taxpayers. Taxpayers generally notice and realize that they pay the income tax, but, Van Dijck 

notes, that has no significant impact on their daily routines.336 However, the marginal 

consumption tax rate would be so high that it is the “most misanthropic tax which has ever been 

devised: a tax that imposes itself on everyone at times when they are consuming and enjoying 

life.”337 

Hofstra fully endorsed Van Dijck’s technical objections.338 He likewise rejected the 

expenditure tax on theoretical grounds, particularly because the exemption of savings increases 

wealth inequality. He further notes that a consumption tax would still require an annual 

determination of the wealth accruals. In addition, the tax authorities would still have to check 

taxpayer income. All things considered, Hofstra concluded, the consumption tax “cumulates 

the objections against an income tax and those of a capital gains tax.” 

Apart from Cnossen’s 1978 address, the consumption tax has not been a serious topic of debate 

among Dutch tax scholars over the past decades. None of the Dutch tax study committees 

instituted by the Dutch government have recommended this tax as an alternative to the current 

Dutch tax system. Things are different in the United States. There, the debate has been going 

on to this day. McNulty has provided an overview of that discussion, which is referred to for 

brevity’s sake.339 

It appears that in the United Kingdom, too, support for the consumption tax has lingered since 

the 1978 Meade report. At least, the seminal Mirrlees Review only briefly mentions it. This 

review is discussed next. 

                                                 

336  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 24 et 

seq. 

337  J.E.A.M. van Dijck, Is en verteringsbelasting mogelijk?, Amsterdam: N.V. Uitgeverij FED 1968, p. 25. 

338  H.J. Hofstra, Is een verteringsbelasting mogelijk?, WFR 1969/493. 

339  John K. McNulty, Flat Tax, Consumption Tax, Consumption-Type Income Tax Proposals in the United 

States: A Tax Policy Discussion of Fundamental Tax Reform, 88 Cal. L. Rev. 2095 2000. As was indicated 

earlier, the consumption tax as such is not the theme of this research. It is a topic related to the tax mix. 

Because of that reason, no further attention is paid to the discussion in the United States. 
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 The Mirrlees Review 

More than 30 years after the Meade report, the Institute for Fiscal Studies issued a new report 

with proposals for reform of the UK tax system. In 2010, Dimensions of tax design was 

published,340 followed by the final report Tax by design in 2011.341 The study is hereinafter 

referred to as the Mirrlees Review or simply Mirrlees, after the chairperson of the study 

committee.  

The question arises whether and to what extent Mirrlees’ views on the taxation of capital 

deviate from those expressed in the Meade report and scholarly work about the consumption or 

expenditure tax. In this context, I discuss the proposal for reform championed in chapter 20 of 

Tax by design. The core of the proposal is a progressive, neutral tax system. 

In Mirrlees’ view, the term system implies that the tax system should be considered as a whole 

and that the earmarking of revenues for specific purposes should be avoided as much as 

possible. Neutrality implies that similar economic activities are taxed similarly. Exceptions to 

that rule require convincing, clear and weighty justification. And as far as progression is 

concerned, behavioral responses (avoidance, tax-induced migration) must be taken into 

account, whereas exceptions must be avoided as much as possible. Moreover, with respect to 

progression, a person’s lifetime income should ideally be taken into consideration.  

On the basis of the above, Mirrlees finally recommends that income from all sources be taxed 

according to the same rate schedule. The same tax rates should therefore apply to 

entrepreneurial profits, to income from assets, to income from savings, to dividends, and to 

capital gains.342 This conclusion will be shared later in this study.  

However, when it comes to the income tax treatment of savings and investments, the report puts 

forward an important nuance in line with that of an expenditure tax: savings and investments 

are considered outlays (expenses, costs) for future income and consumption. There are two 

                                                 

340  James A. Mirrlees, Stuart Adam et al., Dimensions of tax design. The Mirrlees review, Oxford: Oxford 

University Press 2010. 

341  James A. Mirrlees, Stuart Adam et al., Tax by design. The Mirrlees review, Oxford: Oxford University Press 

2011. 

342  James A. Mirrlees, Stuart Adam et al., Tax by design. The Mirrlees review, Oxford: Oxford University Press 

2011, p. 474. 
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ways in which they can be treated: either by considering amounts saved or invested as 

deductible expenses or by exempting the risk-free (normal) rate of return 

(rate-of-return allowance), so that only ‘rents’ (excess returns) are taxed.343 Mirrlees 

champions the latter approach.  

Mirrlees nevertheless notes that the main difference between lifetime income and lifetime 

expenditure consists of gifts and inheritances (bequests). Such transfers of wealth should be 

taxed in the hands of the receiving taxpayer in order to boost equality of opportunity and to 

limit inequality of life chances between different children that arise at birth. Should inheritance 

and gift taxes pose difficulties, the rate-of-return allowance should be limited. 

I believe that the equal treatment of income from capital and labor can indeed be problematic, 

especially when tax avoidance and tax-induced emigration are considered. Of course, an 

allowance tackles such issues! However, the argument put forward in support of that allowance 

– expenditures should be considered on a lifetime basis – is not convincing. After all, it is 

merely a dogmatic assumption.  

However, that assumption does entirely hold true for old-age (pension/retirement) provisions. 

Therefore, Mirrlees convincingly argues that both retirement savings and the returns thereon 

must be exempted in order to only tax the retirement benefits as they are paid out (EET, 

exempt-exempt-taxed). The moment taxes are levied then usually coincides with the moment 

consumptive outlays are made. But with regard to income saved for purposes other than 

retirement there is no reason to exempt any returns on savings. The idea that such savings 

constitute future consumption does, in my view, not outweigh in any respect the conviction that 

citizens can (and should!) be required to contribute to the fisc on the basis of their or purchasing 

power (ability to pay) and not on the basis of their purchases (consumption, expenditures). 

Chapter 11 of this dissertation pays more extensive attention to this. 

The argument that national savings would determine national investments, and with that 

employment, cannot hold true in a globalizing world. After all, capital markets operate globally 

and funds can be obtained from anywhere in the world.  

                                                 

343  “Pure economic rent scan, in principle, be taxed without creating an economic distortion.” James A. 

Mirrlees, Stuart Adam et al., Tax by design. The Mirrlees review, Oxford: Oxford University Press 2011, p. 

476. 
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Moreover, I think the introduction of inheritance and gift taxes cannot compensate for the 

rate-of-return allowance either. Such taxes on the recipients of gifts and inheritances (wealth 

transfers) are already included in a comprehensive, SHS income tax model. After all, gifts and 

inheritances increase the recipient’s ability to pay. Objections against a comprehensive income 

tax can be found in emotional arguments (the family principle, Familienprinzip).344 It is partly 

due to that principle – and the limitation of tax rates and bases it dictates – that a separate tax 

on wealth transfers cannot meaningfully limit the rapid accumulation of wealth caused by the 

rate-return-allowance.  

All in all, the objections against Mirrlees’ unlimited rate-of-return allowance and the 

expenditure tax are therefore the same, especially when it comes to the impact of such tax 

measures on wealth inequality. 

 The tax base as a function of that which is socially just  

In the Netherlands, the progressive consumption tax has gained little support. This tax is 

generally not considered a feasible alternative to the progressive income tax. There is not much 

support for Mirrlees’ rate-of-return allowance either. However, the shift from a progressive 

income tax to a more or less proportional tax on consumption (VAT) – the subject of this 

thesis – is still a topical issue, both in the Netherlands and in the European Union. 

Both the progressive consumption tax and the VAT include consumption expenditures in the 

tax base.345 For that reason, it is feasible to analyze the consumption tax against the background 

of a broader institutional framework. After all, a progressive income tax – as a type of tax – 

need not necessarily provide the ideal tax base when all Western legal institutions and social 

provisions are taken into account. By the same token, the pre-tax distributions of income and 

wealth need not necessarily provide the ideal moral starting point for a tax as such. Hence arises 

the question whether the consumption tax would be preferable over an income tax if the pre-tax 

distributions of income and wealth are not taken as the starting point for a tax system.  

                                                 

344  E.g., Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 25. 

345  The VAT is discussed in Chapters 7 and 9. 
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Murphy and Nagel address this question in a book in which they do not consider property rights 

as morally fundamental within the United States’ institutional framework. In their view, 

“property rights are the rights people have in the resources they are entitled to control after 

taxes, not before.”346 I will not elaborately discuss this societal-philosophically strong 

principle, but it will be clear that it renders the aforementioned criticisms of the consumption 

tax a little uneasy. After all, those criticisms address technical difficulties and the impact of the 

consumption tax on increasing wealth inequality. They implicitly take the income tax as a 

benchmark and they are not fundamental in nature.  

In contrast, Murphy and Nagel study the trade-off between the consumption tax and the income 

tax amidst the conglomerate of all legal regulations in place. However, as will be shown below, 

they still reject the consumption tax, though without the US income tax as a benchmark. The 

authors reject the main argument in support of an income tax – that wealth accrual represents 

ability to pay. In their view, it addresses the wrong question. According to Murphy and Nagel, 

it does not matter whether the tax base more or less exactly includes a person’s pre-tax ability 

to pay. Instead, what matters is whether the tax base contributes to just (and efficient) social 

outcomes.  

It is sometimes claimed that a consumption tax would spark investments and boost economic 

growth. For those purposes, the tax system should encourage saving. However, as Murphy and 

Nagel point out, research suggests that savings behavior is quite unresponsive to changes in the 

after-tax rate of return.347 Another argument states that an income tax is not fair to savers: it 

puts a saver, who postpones consumption, at a disadvantage vis-à-vis a spender who chooses 

to consume his income immediately (fairness-to-savers argument). After all, the former is taxed 

on the return on his savings – a “penalty” for postponing consumption. However, this argument 

– incorrectly – presupposes that consumption represents the ideal and just tax base: just like the 

conviction that pre-tax ability to pay represents the standard for taxation it is merely an axiom. 

And axioms cannot be proven. 

                                                 

346  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, p. 175. 

347  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, p. 102. 
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Moreover, in Murphy and Nagel’s opinion, the fairness-to-savers argument is based on the 

general claim that as long as people start their lives with equal material and immaterial wealth 

(human capital), they should be taxed equally: taxpayers should not bear different tax burdens 

just because of relatively different preferences for saving and consuming. However, people 

simply do not start life with equal wealth and human capital. People start unequally. As a result, 

an equal pre-tax distribution of resources cannot be normative for a fair distribution of the tax 

burden. And, conversely, a consumption tax penalizes those who prefer to work with more 

consumption over more leisure with less consumption:348 the former are taxed on their income 

from labor, whereas leisure is tax-free. Another reason to reject the fairness-to-savers argument 

is that savings cannot yield any returns without government interference (interest regulation, 

inflation regulation, transportation policy, etc.) In short: there can be no income from savings 

in a world without government. In other words: the actual income from savings can in no way 

serve as a moral baseline or benchmark for a just distribution: “(…) the pretax return to savings, 

and hence the relative pretax cost of choosing immediate rather than future consumption, has 

no presumptive correctness as the result of an ideal capital market.”349 

Murphy and Nagel further consider the argument in favor of exempting savings put forward by 

Kaldor – people should be taxed according to what they take out of the common pool, and not 

according to what they contribute to it – invalid. It is merely the apodictic claim that saving is 

socially beneficial. Moreover, saving and investing as such do not contribute to the social good: 

a person’s wealth remains private property under private control. Even more so, in order to use 

this private property (i.e. to borrow money), interest must be paid.  

Conversely, Murphy and Nagel argue that consumption stimulates production. It is just as 

essential for the social product as saving. And just like postponing consumption, saving is also 

a consumption choice. The tax system should not favor one consumption choice over another.  

And then there is yet another aspect which is hidden in (saved) wealth itself. Apart from 

providing the funds for future consumption, the possession of wealth confers economic security 

                                                 

348  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, p. 108. 

349  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, p. 109. 
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and social standing. It can be considered a special source of ability to pay (sometimes also 

referred to as Sonder-Leistungsfähigkeit).350 This argument is usually used in support of a 

separate wealth tax, on top of a consumption tax. And thus the question becomes one of 

efficiency: an income tax or a consumption-plus-wealth tax? 

This short overview does not do justice to Murphy and Nagel’s in-depth analysis of the variety 

of factors that can determine the choice of a tax base when a country’s entire legal system is 

also considered. Neither have all their arguments against a consumption tax been touched upon 

here. However, such is not to say that Murphy and Nagel endorse an income tax in accordance 

with the SHS-concept of income.  

Yet, considering the entire concept of the consumption tax, I conclude that there are no 

dominant economic, social and/or fairness arguments to prefer a consumption tax over an 

income tax based on the SHS-model. For these and other reasons,351 I will choose spending or 

purchasing power (income) and not purchase (consumption) as a tax base when it comes to a 

trade-off between both phenomena in this dissertation. 

With this in mind it is feasible to scrutinize the drivers behind tax shift from income tax to 

VAT. 

-- 

  

                                                 

350  See also, critically, Laurens W.D. Wijtvliet, A Dog Chasing Its Tail: The Uneasy Case for a Wealth Tax As 

A Means of Mitigating Tax-Induced Inequality, mimeo 2014, Section 4.3. 

351  Another reason is, for instance, the adage “tomorrow never comes.” 
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As was noted in Chapter 2, in present-day economic literature the belief has become prevalent 

that importance falls not only to material living standards, economic growth and GDP, but also, 

more importantly, to well-being. Of well-being material living standards are only one 

dimension. Instead of ends in themselves, the economy, material living standards and their 

expansion are therefore merely means to a predominantly immaterial end.  

This thesis confronts both bodies of economic thought discussed in Chapter 2 – the “neoliberal” 

tradition and the “softer” focus on well-being – and scrutinizes whether and how a shift to 

indirect taxes can or cannot be consonant with the general goal of promoting well-being.  

It should be kept in mind that the promotion of well-being (which also encompasses welfare) 

is one of the principal aims of many States as well as supranational and intergovernmental 

bodies worldwide.352 In order to fulfil this task, these States and bodies need income – which 

they derive primarily from taxation. Without taxes, civilized society and the pursuit of 

well-being (and welfare) as we know it would be impossible, as is further explained in the 

following footnote.353 The same goes for the capitalist market economy and – ultimately – 

                                                 

352  Article 3(1) TFEU, for instance, reads: “The Union’s aim is to promote peace, its values and the well-being 

of its peoples.” By the same token the promotion of general welfare and the securing of the blessings of 

liberty to the American people and their posterity are listed in the preamble to the US Constitution (see 

http://www.usconstitution.net/xconst_preamble.html, accessed November 17, 2017). Another example can 

be found in the OECD’s mission statement, according to which the organization aims to “promote policies 

that will improve the economic and social well-being of people around the world.” 

(http://www.oecd.org/about/, accessed November 17, 2017). 

353  Any civilized form of human cohabitation and cooperation for mutual benefit requires recognition and 

regulation of mutual relations and obliges the enforcement – if need be, with violence – of rules, order and 

the prevailing standards that control society. Thomas Hobbes already wrote that without government no 

society and cooperation, no civilization would be possible for a war of all against all would ensue (Thomas 

Hobbes, Leviathan or the Matter, Forme, & Power of a Common-wealth Ecclesiasticall and Civil, London 

1651 (Edition prepared for the McMaster University Archive of the History of Economic Thought, by Rod 

Hay, available at http://socserv2.socsci.mcmaster.ca/econ/ugcm/3ll3/hobbes/Leviathan.pdf, accessed 

November 17, 2017, pp. 77-78.)) A common power is therefore indispensable to prevent and avert a 

constantly imminent threat of battle and condition and to assure a peaceful climate in which the economy, 

technology, science and society can flourish. The regulatory and correcting powers to do so vest in the 

central institution of the State, which, according to Haller, to date has proved to be a timeless and lasting 

phenomenon (Heinz Haller, Die Steuern: Grundlinien eines rationalen Systems öffentlicher Abgaben, 

Tübingen: Mohr 1971, p. 9).  

Although the ideas on the exact nature and scope of its range of duties diverge, Hofstra as well as Adriani 

and Van Hoorn Jr. point out that the State is generally responsible for promoting the general interest and 

guaranteeing citizens’ development potential and safety (H.J. Hofstra, Inleiding tot het Nederlands 

belastingrecht, Deventer: Kluwer 1970, p. 6 as well as P.J.A. Adriani and J. van Hoorn Jr., Het 

belastingrecht: zijn grondslagen en ontwikkeling, Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 1.) To 

accomplish these and other tasks, the State needs income, which it primarily derives from taxation. After 

all, the State cannot give without taking. This explains the very meaning of taxes: they enable the 

functioning, institution and arrangement of the State and of society. So the constitutional and the social 
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economic growth, which require a legal and economic infrastructure that is generally best 

created and maintained by government and financed by tax money. This is further explained in 

                                                 

welfare state which the Netherlands anno hodie is, also owes its existence to taxation. It can thus be said 

that taxes are the sails on the ship of state, the blood running through the veins of the rule of law. Also 

well-known are the words US Supreme Court Judge Oliver Wendel Holmes Jr. used to describe taxation: 

“Taxes are what we pay for civilized society [...]”. (Compania General de Tobacos v. Collector, 275 U.S. 

87 (1927) (Holmes, J. dissenting)).  
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the following two footnotes.354, 355 Taxes, therefore, are not only a precondition for well-being, 

but also for efficient economic production and value creation.356  

                                                 

354  The economic capitalist framework is shaped, inter alia, by defining property rights (including intellectual 

property), prohibiting cartelization, guaranteeing freedom of speech and advertising, and the upholding of a 

legal system. As noted by Murphy and Nagel, “there is no market without government and no government 

without taxes; and what type of market there is depends on laws and policy decisions that governments must 

make. In the absence of a legal system supported by taxes, there couldn’t be money, banks, corporations, 

stock exchanges, patents, or a modern market economy – none of the institutions that make possible the 

existence of almost all contemporary forms of income and wealth.” (Liam Murphy and Thomas Nagel, The 

Myth of Ownership: Taxes and Justice, Oxford: Oxford University Press 2002, p. 32) The State further sets 

the rules of the economic game and can be considered the market’s keeper or a referee. Friedman puts this 

powerfully when he writes that “government is essential both as a forum for determining the ‘rules of the 

game’ and as an umpire to interpret and enforce the rules decided on.” (Milton Friedman, Capitalism and 

Freedom (Fortieth Anniversary Edition), Chicago: The University of Chicago Press 2002, p. 15). According 

to Wheelan, the State and the various institutions it creates thus constitute “the tracks on which capitalism 

runs.” (Charles Wheelan, Naked Economics: Undressing the Dismal Science, New York: W.W. Norton & 

Company 2010, p. 65). As Blum and Kalven Jr. observed decades ago, it is therefore incorrect to treat the 

collection of taxes “as though it were only a common disaster–as though the tax money once collected were 

thrown into the sea. […]. Except perhaps on the unkindest view of the good sense of government 

expenditures, it is of course a fiction to treat them as though they produced no offsetting benefits.” (Walter 

J. Blum and Harry Kalven Jr., The Uneasy Case for Progressive Taxation, Chicago: The University of 

Chicago Press 1953 (fourth impression 1963), p. 101). 

355  Sandefur notes that it essentially incorrect to speak of the market as if it were a “thing” governments can 

simply “create”. He observes the market is not an entity institution a government can create in the sense that 

a sculpture or a table can be created. (Timothy Sandefur, Does the State Create the Market – And Should It 

Pursue Efficiency?, 33 Harv. J. L. & Pub. Pol’y 779 2010, pp. 781-782.) In fact, Sandefur argues, the market 

is merely a generic term for the complete spectrum of economic interactions between individuals that ensue 

from comparative cost differences and differential opportunity costs. Except in an abstract sense there is no 

entity to be recognized. In his words: “[C]ommercial or economic intercourse is a shorthand phrase, not a 

unitary entity that can do any particular action or act in any particular way.” (p. 782) It is more the actions 

by individuals that produce what we call a market outcome.  

Sandefur further argues that it is historically incorrect to assert that markets as such cannot exist and function 

without a government or State. He discusses several sources which suggest that trade was already being 

conducted before “the State” was created. (pp. 784-787) From such trade and the ensuing increases in scale 

may have originated the State as we now know it. So in this view, trade and markets historically and 

ontologically precede the State. He writes (footnotes omitted): “Most likely, the state evolved from tribal 

groups that cohered through different types of exchanges and found it necessary also to exchange with other 

tribes. [...]. But because intertribal trading, especially over long distances, can be managed more effectively 

under a single individual or small group, political leadership may have originated to facilitate such trading 

– a tradition carried on into historical times in the form of ambassadors who simultaneously represent a 

nation’s commercial and political interests. Many fundamental cultural institutions, including institutions 

central to the definition of a state, originated to serve the needs of trading and obtained their clearly political 

character only later.” (p. 784) 

The idea that markets in essence do not require the presence of a government resonates in broader circles. 

In his Capitalism and democracy, Van de Klundert relates – for instance – how traders developed their own 

system to protect property rights since the beginning of the Middle Ages. (Theo van de Klundert, Capitalism 

and Democracy – A Fragile Alliance, Cheltenham: Edward Elgar 2013, pp. 8-15). This set of rules, laws 

and administrative regulations – also known as the lex mercatoria – was set up to stimulate trade and not 

only enabled traders to properly inquire after their counterparty in a trade transaction, but also provided for 

penalties for those who broke the rules. Today, private institutions such as EBay employ comparable 

feedback mechanisms and private dispute resolutions systems to enforce the norms of trade. It was not until 

the end of the Middle Ages, Van de Klundert notes, when the nation states took shape, that governments 

were able to firm their grip on legislation and reinforce its compliance. The monopoly of violence that vested 
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This is the backdrop against which this doctoral thesis performs research into whether shifting 

the burden from direct to indirect taxation, a shift primarily aimed at economic growth,357 can 

be consonant with the general goal of promoting well-being that is paramount in many 

countries. 

The multidimensional character of well-being immediately prompts the need to contextualize 

and materialize the focus of this research. As this dissertation is primarily about taxation, the 

analysis will take as a starting point the dimension “material living standards” and the potential 

impact of the tax shift on its distribution – most notably on the distribution of wealth. After all, 

this dimension and its distribution are most circumscribed by taxes.  

Given the changing distribution of this material dimension, potential spillovers to all 

dimensions of well-being, both material and immaterial, will be identified on the basis of 

(empirical) literature.358 By doing so the thesis takes a descriptive and evaluative approach to 

the distribution of wealth. It does not seek to pass moral judgments on when and whether a 

certain distribution is justified. Instead, it takes prevailing distributions and changes thereof as 

they are. I return to this in Chapter 5.6.4. 

In doing so well-being is studied at a conceptual, objective level, so at the level of its eight 

dimensions as such.359 Thus, potential spillover effects – positive and negative alike – of a 

changing distribution of wealth on, e.g., economic growth, health and democratic representation 

                                                 

in the State contributed to lower transaction and compliance costs. Also the government-protected property 

rights (logically) contributed to a higher per capita income than a system of anarchy.  

So it is clear that although rules are required in markets, they do not necessarily have to be imposed by the 

government. The benefit of a single, centrally-imposed set of rules mainly consists in increased efficiency 

and lower transaction costs ensuing from uniformity as societies become increasingly interwoven. 

356  Various authors maintain that the creation of value does not take place in vacui: returns to capital and labor 

depend on all kinds of factors that are beyond the individual’s control, including the contributions of others 

and the benevolence of government. In the words of Stiglitz: “[...] one can’t really separate out any 

individual’s contributions from those of others. Even in the context of technological change, most inventions 

entail the synthesis of preexisting elements rather than invention de novo. Today, at least in many critical 

sectors, a large fraction of all advances depend on basic research funded by the government.” (Joseph E. 

Stiglitz, The Price of Inequality, London: Penguin Books 2013, pp. 97-98). See also, e.g., Martin J. 

McMahon Jr., The Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004), pp. 1101-1102, 

William Gates, Tax the Wealthy, The American Prospect May 28, 2002, http://prospect.org/article/tax-

wealthy (accessed November 17, 2017) and Michael J. Graetz, To Praise the Estate Tax, Not to Bury It, 93 

Yale L.J. 259 (1983-1984), pp. 275-276. 

357  It was shown in Chapter 2.3 that the empirical growth effects of this shift are nevertheless limited at best. 

358  See Chapter 13. 

359  See also Chapter 2.4.2 for an overview of these dimensions. 
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will be contemplated on the basis of a study of economic and social science literature on the 

pros and cons of economic inequality. Said spillovers will be dubbed “well-being-related 

trends”. The aim of this inquiry is to inform legislators and policymakers about the potential 

consequences the shift to indirect taxes can have for the various dimensions of well-being. 

Subjective well-being, at the individual level, is not considered. That would require measuring, 

comparing, weighing, aggregating and possibly integrating into a single index various elements 

of well-being. Such an approach is not pursued in this research. 

Economic inequality plays an important role in this thesis. The reasons for this area of special 

interest are threefold. First, and generally, over the past decades it has become clear that the 

benefits of economic growth are shared unequally, giving rise to a skewed distribution of 

income and wealth.360 And as a 2015 OECD report warns, when a large group in the population 

gains little from economic growth, “the social fabric frays and trust in institutions is 

weakened.”361 Hence, and secondly, economic inequality has been linked to all kinds of 

societal imperfections – such as the prevalence of diabetes and crime – that may adversely 

affect well-being. And finally, and particularly, since indirect taxes are solely triggered by 

expenditures, they allow income and the build-up of wealth to go untaxed until money is spent 

for consumptive purposes.362 Their burdens tend to be regressive, whereas direct taxes are 

generally progressive.363 A shift towards indirect taxes – at the expense of their progressive 

direct counterparts – can therefore reduce the overall progressivity of the tax system and limit 

low and middle income households’ ability to save – which may in turn further deepen wealth 

inequality or at least restrict the tax system’s ability to redress it. Such distribution effects 

clearly manifest themselves separate from the specific reasons driving the shift from direct to 

indirect taxes. This is why the pursuit of growth driving the shift from direct to indirect taxes 

                                                 

360  E.g., Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014; OECD (2011), Divided We Stand: Why Inequality Keeps Rising, Paris: OECD 

Publishing, Paris; OECD (2015), In It Together: Why Less Inequality Benefits All, OECD Publishing, Paris; 

OECD (2015), All on Board: Making Inclusive Growth Happen, OECD Publishing, Paris; 

Keeley, B. (2015), Income Inequality: The Gap between Rich and Poor, OECD Publishing, Paris; OECD 

(2016), “Inequality Update - November 2016”. 

361  OECD (2015), In It Together: Why Less Inequality Benefits All, OECD Publishing, Paris, p. 21. 

362  L.W.D. Wijtvliet, Direct versus indirect: een diffuse dichotomie. Een verkenning van de betekenis en 

invulling van het onderscheid tussen directe en indirecte belastingen, MBB 2014/10, pp. 411-412 as well as 

Chapters 6, 7 and 8. 

363  See also Chapters 9 and 10. 
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merely sparked this research. The real issue concerns the possible effects of a changing 

distribution of material standards on (other dimensions of) well-being.  

These observations and the elements discussed above combine into the following research 

question: 

Could a shift in the tax mix from direct to indirect taxes affect the various dimensions of 

well-being, most notably in relation to wealth inequality? 

As wealth inequality is essentially an extension of income inequality – which is also a type of 

inequality of material living standards – the focus will also be on income inequality. The 

empirical model developed later in this thesis will focus on wealth inequality only. I return to 

this in the next chapter. 

The hypothesis for this research is that increased reliance on indirect taxes – at the expense of 

direct taxes – is likely to increase wealth inequality, thereby potentially aggravating 

imperfections to which – increasing – inequality has been linked. This means that a shift to 

indirect taxes – although often considered desirable as an instrument for stimulating economic 

growth – may produce negative spillovers to the various dimensions of well-being. 

-- 
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Many authors entertain, not only a foolish, but a really dishonest objection, to acknowledge 

the sources from whence they derive much valuable information. We have no such feeling. 

We are merely endeavouring to discharge in an upright manner, the responsible duties of our 

editorial functions; and whatever ambition we might have felt under other circumstances, to 

lay claim to the authorship of these adventures, a regard for truth forbids us to do more than 

claim the merit of their judicious arrangement, and impartial narration. The Pickwick papers 

are our New River Head ; and we may be compared to the New River Company. The labours 

of others have raised for us an immense reservoir of important facts. We merely lay them on 

and communicate them in a clear and gentle stream, through the medium of these numbers, 

to a world thirsting for Pickwickian knowledge. Acting in this spirit, and resolutely 

proceeding on our determination to avow our obligations to the authorities we have 

consulted, we frankly say, that to the note-book of Mr. Snodgrass are we indebted for the 

particulars recorded in this and the succeeding chapter—particulars, which, now that we 

have disburdened our conscience, we shall proceed to detail without farther comment. 

Charles Dickens, The Posthumous Papers of The Pickwick Club 
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 Research methodology 

The objective of this research is to examine on the basis of the distributive effect of a shift from 

direct to indirect taxes the well-being-related trends of such a shift. To do so, a comparison is 

made between a capitalist growth model and concepts of a more ethical nature, such as (a pursuit 

of) well-being and, linked to this, an equal (or more equal) distribution of wealth and ability to 

pay. In other words: a confrontation between material desires (economic growth) on the one 

hand and immaterial desires (the promotion of well-being) on the other. All things considered, 

this thesis thus has both an empirical, quantitative component and a more conceptual, 

qualitative dimension.  

The exploratory empirical part of the research considers the impact of a shift from direct to 

indirect taxes, aimed at economic growth, on the distribution of wealth. This research applies a 

model-based approach to that end. This very basic model and the research question, however, 

require extensive research into terminology and definitions that should be described before they 

can be operationalized (through a model). Think of a description of direct and indirect taxes, 

how they influence the distribution of the tax burden, the term well-being as well as its relation 

with economic inequality and ability to pay (taxes). This conceptual groundwork requires 

extensive research and forms the major part of this thesis. In-depth conceptual research should 

thus make the said concepts and their mutual relation transparent before the effect of a changing 

tax mix can be subjected to empirical analysis.  

This is why this doctoral thesis has been arranged into two parts, according to the lines referred 

to above: a larger, quite elaborate conceptual and a smaller, exploratory empirical part. The 

chapters forming the conceptual part together formulate various definitions and explain various 

concepts relevant to this research. A mutual connection between them will be shown as well 

(for more details see Chapter 5.3). The related chapters primarily comprise literature studies. 

Together they form the (conceptual) basis for the exploratory empirical part of the research (for 

more details see Chapter 5.4), to eventually arrive at an answer to the research question (for 

more details see Chapter 5.5). The research thus has a layered, cyclic structure, with later 

chapters logically building on terms and concepts explained in earlier chapters. 

 General outline 

This thesis covers a total of eighteen chapters – including the present and previous chapters 

(Chapters 0-17). The research question referred to before is divided into several subquestions 
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that have been divided over the next eleven chapters (Chapters 6-16). Together these chapters 

serve as stepping stones that will make up the road travelled to reach an answer to the research 

question in the final chapter, Chapter 17. These chapters have been divided over three parts: A, 

B and C. 

Part A forms the conceptual framework or the conceptual part of this thesis. This part has a 

mostly qualitative nature. The empirical analysis forms the core of part B. Its chapters contain 

an empirical, quantitative analysis of the potential distributional aspects of a shift from direct 

to indirect taxes. In answering the research question, part C (Chapter 17) considers these 

empirical results in light of the conceptual framework developed in part A. 

 Part A: conceptual framework 

Part A includes Chapters 6 through 13. It starts with a study of the meaning, history and 

definition(s) of direct and indirect taxes, so it is clear what is being discussed. As the perspective 

of this doctoral thesis is empirical as well, a definition of both types of taxes will be developed 

that can be used in an empirical calculation model. Chapters 6 and 7 therefore enquire into the 

nature, origin, meaning, uses and interpretations of direct and indirect taxes, as described in 

literature and used in practice. So these chapters largely contain a literature and practical case 

study. The umbrella subquestion for these chapters is:  

To what ends or purposes are taxes classified as direct or indirect and in what manners can 

this distinction be interpreted? 

This umbrella question breaks down into two subquestions: 

Why are direct and indirect taxes distinguished in literature and in practice? (Chapter 6) 

And 

How are direct and indirect taxes distinguished in literature and in practice? (Chapter 7) 

Together, these chapters lay the foundation for a working definition of direct and indirect taxes 

that fits the purposes of this research. The definition will be universal so that it can be applied 

to any tax. This working definition is developed and presented in Chapter 8.The subquestion 

dealt with in this eighth chapter is: 

How can direct and indirect taxes be defined in light of this thesis’ central research question? 
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Having clarified the definition of both types of taxes, the question arises as to which taxes 

should be considered to be direct and indirect, respectively. On the back of this comes the 

question of size and composition of the tax mix. After all, modelling (the effect of) a changing 

tax mix first requires a description of the initial situation. For this purpose, Chapter 9 

implements the working definition and classifies Dutch national taxes (Rijksbelastingen) 

accordingly, thereby also painting a picture of the size and composition of the Dutch national 

tax mix. This chapter thus has quantitative viewpoint. The accompanying subquestion reads: 

How does the Dutch national tax mix break down into direct and indirect taxes in light of 

the working definition applied in this thesis? 

A shift from direct to indirect taxes affects the distribution of the tax burden and – ultimately – 

the distribution of wealth. This makes it expedient to map the distribution of the tax burden 

under the Dutch tax mix. That will also make it easier to understand and hypothesize the 

potential distributive impact of the tax shift. To this end, in the quantitative Chapter 10 the 

burdens of various direct and indirect Dutch national taxes are analyzed. The subquestion is as 

follows: 

How are the burdens of direct and indirect Dutch national taxes distributed in relation to 

gross household income? 

In addition to direct and indirect taxes, this doctoral thesis assigns a central role to the concept 

of well-being. In order to map well-being-related trends of the tax shift this concept needs to be 

scrutinized first. Therefore, Chapter 11 provides literature review, exploring well-being and 

establishing its relation to economic growth and traditional indicators thereof (such as GDP). 

Well-being is thereby studied at a global, universal and objective level. The research question 

reads: 

What is well-being and how do economic growth and traditional indicators thereof relate to 

it? 

It is appropriate for this tax-related doctoral thesis to specifically examine the relationship 

between taxation, a fair distribution of the tax burden, and well-being. The second part of the 

eleventh chapter therefore pays specific attention to tax distribution principles, predominantly 

the ability-to-pay principle, as well as notions of tax fairness and establishes their importance 

for well-being, once again of the basis of a literature study. The accompanying research 

question is: 

What is the importance of the ability-to-pay principle for well-being? 
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As was discussed above in Chapter 2, the shift from direct to indirect taxes shows strong 

instrumental tell-tale signs. In this thesis, a closer look at this phenomenon is therefore justified. 

This is especially so since instrumentalism often goes hand in glove with the unequal taxation 

of income, for instance through tax expenditures. This can be at odds with the ability-to-pay 

principle and contribute to an unequal distribution of income and wealth. Moreover, the tax 

shift can provide the financial backing to continue this practice. In this research tax 

instrumentalism and tax expenditures therefore also warrant attention. For that reason, Chapter 

12 studies tax instrumentalism and tax expenditures in light of the ability-to-pay principle and 

the multidimensional notion of well-being. It does so from a theoretical perspective, on the 

basis of a literature study. Two related sub research questions will be addressed: 

How does tax instrumentalism relate to the government’s pursuit of well-being? 

And 

Under what conditions can instrumental deviations from the ability-to-pay benchmark and 

the comprehensive income concept be justified in light of the multidimensional notion of 

well-being? 

A final conceptual element of the research question regards the concept of well-being in relation 

to wealth and income (or economic) inequality. Chapter 13 is devoted to this relationship. It 

scrutinizes how – excessive – differences in material living standards may affect other 

dimensions of well-being. It also pay attention to the non-tax causes of (increasing) economic 

inequality. The subquestions dealt with in this chapter are the following: 

What are the economic, societal, and democratic consequences of - increasing - economic 

inequality that have been identified in literature and how can they affect well-being at the 

conceptual level? 

And 

What are the main causes of – increasing – economic inequality that have been cited in 

literature? 

 Part B: empirical analysis 

Having laid the conceptual groundwork and providing details on definitions and concepts and 

studying their mutual relationship in part A, Part B builds on this framework and analyzes 

various empirical aspects of a shift from direct to indirect taxes. In arriving at an answer to the 
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research question, this empirical part focuses on how tax instrumentalism in general and a shift 

to indirect taxes in particular affect economic inequality. 

First, Chapter 14 focuses on the distributive, inequality dimension of tax instrumentalism and 

tax expenditures on the basis of a review of (empirical) literature. In this chapter studies of the 

distributive effects of tax shifts that took place worldwide will also be discussed. The research 

question addressed in this chapter is the following: 

How do instrumental deviations from the ability-to-pay norm affect the distribution of 

income and wealth? 

Next, Chapter 15 looks into the potential distributive impact of a shift from direct to indirect 

taxes using a simple static empirical model. This model can be applied to any country. In this 

thesis, however, it will be used to explore the potential distributive effects of a tax shift in the 

Netherlands. In this country’s context, the distributive aspects of the shift have not yet been 

analyzed. This chapter’s research question is as follows: 

How could a shift in the tax mix from direct to indirect taxes affect Dutch households’ ability 

to accumulate and, ultimately, the distribution of household wealth in the Netherlands? 

Finally, in order to demonstrate that the ideas about taxation and economic inequality expressed 

in this thesis are not just academic wisdoms, Chapter 16 will discuss the tax reform plans of 

Dutch tax study committees and analyze their distributive aspects. These analyses will show 

that this thesis’ plea for equal taxation is also rooting in practice. The research question is: 

How do the reform proposals of the Van Weeghel and Van Dijkhuizen committees as well as 

the Rutte III government affect the distribution of material living standards in the 

Netherlands in the light of Gleichbelastung? 

 Part C: connecting the dots: an answer to the research question 

Chapter 17 is the confluence of the conceptual and empirical lines in an answer to the research 

question. It first provides a summary of this research and presents its main conclusions and 

recommendations. Next, the research question is answered. The chapter concludes with some 

suggestions for future research. 



The Tax Tectonics 

p. 102 

 Research limitations  

 General 

This research requires several demarcations, limitations and – considering the research 

question – functional assumptions. These approaches mainly regard the tax mix and the taxes 

to be taken into account, the model to be developed in Chapter 15, as well as the relationship 

between economic inequality and well-being. These three topics will now be explained 

separately. 

 Limitations to the tax mix 

In addition to central government, lower governments such as municipalities, provinces and 

water boards levy taxes, too. Apart from a shift from direct to indirect taxes, another shift has 

been proposed: a shift away from national taxes (on labor) and an extension of the municipal 

taxes.364 Such a shift may also affect wealth and accumulation. The shift to indirect taxes, 

however, is solely realized through national taxes.365 This is why this research is limited to (the 

distributional consequences of) these national taxes. Levies by lower governments will 

therefore not be considered. This also necessarily goes for the property tax, which is levied at 

municipal level in the Netherlands. What is more, as municipal taxes have a strong local or 

regional character inclusion of such taxes could make it harder to research the potential 

consequences of a tax shift at a national level, as experience in Belgium suggests.366  

                                                 

364  See the letter from the Minister of the Interior and Kingdom Relations dated June 24, 2016, No. 2016-

0000356712, V-N 2016/36.21. See also the letter from the State Secretary for Finance dated September 16, 

2014, No. AFP/2014/780, V-N 2014/48.5. For critical comments, see P. Kavelaars, Lokale heffingen in 

veelvoud?, NTFR 2016/1778 and J.S. Monsma, Een groter gemeentelijk belastinggebied: doel of middel?, 

WFR 2016/156. 

365  According to Article 1(2) of the General Tax Act national taxes are levied on government account by the 

government tax department. 

366  See, e.g., Jos J. Couturier, Bruno Peeters and Nicole Plets, Belgisch belastingrecht – Deel II, Antwerpen: 

Maklu 2017, pp. 1224 and the literature cited there. See also Benoit Bayenet, Marc. Bourgeois and 

Dominique Darte, Les finances et l’autonomie fiscale des entités fédérées après la sixième réforme de l’Etat. 

Précis des nouvelles règles de financement des Communautés et des Régions, Brussels: Larcier 2017, Marc 

Bourgeouis, La régionalisation partielle de l’impôt des personnes physiques après la sixième réforme de 

l’Etat : analyse juridique, R.F.R.L., 2014, no. 4, pp. 247-296, Chris Delaere, De nieuwe personenbelasting 

na de zesde staatshervorming, Kalmthout: Biblo 2014, Bruno Peeters and Nicole Plets, Fiscale aspecten van 

de zesde staatshervorming Nieuwe perspectieven voor de gewesten eens de gordiaanse bevoegdheidsknoop 

ontward is, AFT, 2014, no. 4, pp. 5-44 and in J. Velaers et al. (eds), De zesde staatshervorming: instellingen, 

bevoegdheden en middelen, Antwerpen: Intersentia 2014, pp. 779-857. 
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The research is likewise limited to the growth objective pursued with the tax shift. Any 

coinciding goals, such as environmental policy objectives (greening), are beyond the scope of 

this research.367 Environmental taxes are therefore not incorporated in the empirical model.  

 Limitations to the empirical model 

A model will be developed in Chapter 15 to assess the potential distributive consequences of 

the shift to indirect taxes. This model takes into account various functional assumptions. Hence, 

the results should be regarded as indications of potential distributive effects, not as absolute 

results.  

For instance, the model is based on a mostly static setting in which behavioral responses to 

changes of tax rates, the tax mix and the tax system are assumed to be largely absent. So, 

taxpayers will not adjust their consumption bundles or labor supply in response to shifts in the 

tax mix. Nor will they try to avoid taxes by shifting purchases or activities abroad or to the 

informal economy. Income mobility is also ignored. Household expenditures (exclusive of 

indirect taxes) are considered to be fixed in volume. As a result, changes in direct and indirect 

taxes paid will only affect disposable income and expenditures including indirect taxes. On 

balance, this means that the tax shift determines (changes in) savings and the build-up of wealth. 

This makes savings and saving behavior dynamic. These dynamics are based on the assumption 

that the disposable income (Y) is either saved (S) or spent (C). As a formula: Y = C + S. Savings 

are considered to generate a continuous yield of 2.043%. Dissaving and debts lead to interest 

expenditures that are equal in size.  

The model itself is general and not country-specific. It can be applied to any country 

whatsoever. However, in this study it will only be applied to the Netherlands. A study into the 

potential distributive effects of a tax shift to indirect taxes have not yet been researched for this 

                                                 

367  On “greening” the tax system, see, e.g., Sjaak Jansen, De fiscale ideeën in de verkiezingsprogramma’s, 

WFR 2017/49, M.P.A. Spanjers, Milieumaatregelen en autobelastingen, WFR 2015/1190, P. Kavelaars, 

Fiscaal milieu-instrumentalisme: liever niet, WFR 2015/282. See also Herman Vollebergh, 

Milieubelastingen en Groene Groei: Verkenning van de mogelijkheden in het kader van het energie- en 

klimaatbeleid, Planbureau voor de Leefomgeving 2012, Herman Vollebergh, Eric Drissen, Hans Eerens and 

Gerben Geilenkirchen, Milieubelastingen en Groene Groei Deel II: Evaluatie van belastingen op energie in 

Nederland vanuit milieuperspectief, Planbureau voor de Leefomgeving 2014 and Herman Vollebergh, Justin 

Dijk, Eric Drissen, Hans Eerens and Gerben Geilenkirchen, Milieubelastingen en Groene Groei Deel III: 

Belastingverschuiving: meer vergroening en minder complexiteit? Verkenning van trends en opties, 

Planbureau voor de Leefomgeving 2016. 
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country. For completeness’ sake the results will be compared to the outcomes of empirical 

studies of tax shifts in other countries. Well-being, on the other hand, is studied at a universal, 

global level, because this notion is commonly shared among virtually all countries and 

constituencies. It will subsequently be applied to the Netherlands. 

Because the model is only applied to the Netherlands, all raw data used in the model – and the 

rest of this thesis – have been derived from the Dutch statistical agency Statistics Netherlands’s 

(Centraal Bureau voor de Statistiek, CBS)368 StatLine Database.369 These data are only 

available at household level: individual taxpayer data are insufficient to meet the model’s 

requirements for the purposes of the model. As a consequence, the model takes a household 

perspective by assuming ten representative, “average” private households: one per decile of the 

(gross) income distribution. Following Statistics Netherlands a private household is “a 

collection of one or more people sharing the same living space, who provide their own everyday 

needs in a private, non-commercial way.”370 These households are classified in ascending order 

of their disposable income in ten equally sized groups. Subsequently, their wealth is assessed. 

So, households are not classified according to their combined wealth as such. The spread of 

income and/or wealth within the deciles is not taken into account either. Thus, the model does 

not particularly focus on the (combined wealth of) the top 0.1% or 1%.371 

The model attempts to mimic the taxes involved in the proposed tax shift as closely as possible. 

The shift is therefore limited to revenue from the wage and personal income tax and the VAT. 

As explained above, environmental taxes and municipal taxes are not included in the analysis. 

Due to limitations in the data, the corporate income tax and social security contributions are not 

included either. National insurance contributions, however, are included because they are 

                                                 

368  This Dutch governmental institution gathers statistical information about the Netherlands. 

369  See http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82569ned&D1=0-9,11-18,22-

30,36-37,41-45,49-52,68&D2=2&D3=27,32,37,42,47,52&HD=160820-1232&HDR=G1,G2&STB=T 

(accessed November 17, 2017) for tax revenues and 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82570ned&D1=0-

17&D2=63,68,73,78,83,88&HD=160827-1202&HDR=G1&STB=T (accessed November 17, 2017) for 

social security contributions. StatLine is Statistics Netherlands’s statistical database. 

370  See https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=p#id=private-household (accessed 

November 17, 2017). 

371  For more details about the top 0,1% and 1% wealthiest households in the Netherlands, see 

https://www.cbs.nl/nl-nl/maatwerk/2015/51/vermogensbestanddelen-van-de-top-0-1-hoogste-vermogens-

per-1-januari-2011-2014- (accessed November 17, 2017), https://www.cbs.nl/nl-

nl/maatwerk/2015/51/vermogensbestanddelen-per-1-groep-van-het-vermogen-per-1-januari-2006-2014- 

(accessed November 17, 2017) and https://www.cbs.nl/nl-nl/maatwerk/2015/51/vermogen-van-

huishoudens-totaal-en-top-1-hoogste-vermogens-per-1-januari-2006-2014- (accessed November 17, 2017). 
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collected in conjunction with the personal income tax and can be traced to individual 

households. A qualitative discussion of the corporate income tax’ burden and the potential 

distributive consequences of a tax reduction will be offered in Chapters 10 and 15. Other taxes, 

such as dividend withholding tax, lottery tax, gift and inheritance tax and tax on passenger cars 

and motor vehicles are also outside the model’s scope. 

How the tax shift is set up – be it by adjusting tax credits, tax brackets, tax exemptions or 

marginal tax rates – is not discussed either. Instead, the model assumes an across-the-board 

reduction of the effective wage and income tax paid by the “average” households. This 

reduction is compensated by a budget-neutral growth of indirect taxes. The impact of the 

various assumptions will be discussed in Chapter 15. 

Finally, it should be noted that the model is based on figures of the year 2010. This has been 

done because there is a delay of several years before final figures on tax revenues, expenditures, 

income and combined wealth are available. When the model was developed (late 2012, early 

2013) the most recent year for which full figures were available was 2010. For later years not 

all figures required were readily available. It is assumed that applying figures relating to other 

years will not lead to significantly different outcomes. After all, the model merely attempts to 

reveal the potential direction the distribution of wealth could be heading. 

 Economic inequality and well-being 

This research links economic inequality to a raft of societal, economic, and democratic 

shortcomings, which have been described in literature. Hence, the various shortcomings 

discussed are not based on the author’s own empirical perceptions. Moreover, the literature 

referenced has merely determined correlations, and generally not causalities. In this research, 

the shortcomings are reflected in a broad, multidimensional notion of well-being. There is no 

intention to create the suggestion that the various downsides to discussed in this thesis will arise 

per definitionem as countries grow more unequal. Nevertheless, by studying this literature one 

is able to identify various consequences sharp economic inequality could potentially entail. As 

such, this literature offers points of interest to possibly taken into account in terms of social and 

economic policy and by legislators, including the tax shift. 

It should further be noted that economic inequality can be studied from various perspectives. A 

key perspective is a moral one. The moral perspective is about what kinds of (in)equality are 

worthwhile and attempts to identify when differences and distributions are legitimate. This 



The Tax Tectonics 

p. 106 

perspective is largely the domain of philosophers. Another approach is to study popular 

perceptions of (in)equality. Such approaches have been taken elsewhere and are beyond the 

scope of this research.372 So, this thesis explicitly forgoes discussing the moral or 

political-philosophical principles of a fair distribution of income and wealth. Instead, this thesis 

takes the distributions of wealth and income as they are and follows a descriptive and evaluative 

approach by identifying potential well-being-related trends (see also Chapter 4). To this end, 

the influence exerted by the degree of inequality of material living standards on dimensions of 

well-being is examined at an objective, conceptual level. This means that neither any attempts 

are made to measure well-being, nor to assess and quantify it at an individual, subjective or 

macro level. 

Well-being is a universal notion that in principle applies to any country or constituency. That 

means that the notion of well-being discussed in this thesis applies worldwide. 

Given this thesis’ predominantly distributive focus, the concept of instrumentalism and tax 

expenditures are studied from that distributive perspective. A discussion of the various pros and 

cons of instrumentalism and tax expenditures is beyond the scope of this thesis. 

-- 

 

                                                 

372  For examples, see, e.g., Robert Went, Economische ongelijkheid in Nederland, in: Monique Kremer, Mark 

Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de 

ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, 

pp. 21-25; Wiemer Salverda, Brian Nolan and Timothy M. Smeeding (eds.), The Oxford Handbook of 

Economic Inequality, Oxford: Oxford University Press 2009, pp. 23-39, Amartya Sen, Social Justice and 

The Distribution of Income, in: A.B. Atkinson and F. Bourguignon (eds.), Handbook of Income 

Distribution, Volume I, Amsterdam: Elsevier Science 2000, pp. 59-85 and H.B.G. Ganzeboom and W.C. 

Ultee, De sociale segmentatie van Nederland in 2015, Den Haag: Sdu Uitgevers 2016. Sugin discusses what 

Rawls theory of economic justice would imply for tax systems. See Linda Sugin, Theories of Distributive 

Justice and Limitations on Taxation: What Rawls Demands from Tax Systems, 71 Fordham L. Rev. 1991 

2003-2004. 
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Western man thinks logically. He knows the manageable laws of nature, the ones that master 

chaos. Prior to this order people lived like horses, tigers, ants. People now live like human 

beings within the scientific order. But this order, too, is merely an accident. Our order 

vanishes against all we have no knowledge of. 

              Willem Frederik Hermans (unofficial translation)373 

  

                                                 

373  Scheppend nihilisme: Interviews met Willem Frederik Hermans, samengesteld door Frans A. Janssen, 

Amsterdam: Loeb & van der Velden, uitgevers 1979, p. 75. In Dutch: “De westerse mens denkt logisch. Hij 

kent de hanteerbare natuurwetten, die de chaos bemeesteren. Vóór die ordening leefde men als paarden, 

tijgers, mieren. Men leeft nu als mens in de natuurwetenschappelijke ordening. Maar ook deze ordening is 

slechts een accident. Onze ordening verdwijnt in het niet tegen alles wat wij niet weten.” 
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 Introduction: a changeling? 

Over time, various ways to classify taxes have been developed. Examples include subjective 

and objective taxes, personal and in rem taxes (Personalsteuern and Realsteuern), taxes on 

income and wealth and taxes that raise the cost price of goods and services.374 Most prominent 

and established, however, is the classification of taxes as direct or indirect – which is central to 

this research into well-being in relation to the distributional consequences of a shift in the tax 

mix.  

First and foremost this research therefore requires a description and definition of both types of 

taxes. As the tax shift takes place in countries across the world, this definition should be 

universal and all-encompassing so that it fits – at least in principle – any given tax or tax system. 

In short, this means that the definition should be clear from country-specific factors as well as 

arbitrary and discretionary influences. Instead, it should be based on objectively observable and 

measurable elements and traits commonly shared across all taxes. I return to this in Chapter 7.1. 

Such a universal definition should also be suitable for the empirical model developed at a later 

stage (Chapter 15). 

A question that quickly comes to mind when contemplating this subject of tax classification, is 

that with regard to the meaning, uses and interpretation of the distinction between both types of 

taxes.375 These elements are central to this and the following two chapters, which contain a 

literature review and a practical case study of the reasons behind the distinction direct-indirect 

and the way(s) both types of taxes are distinguished.376  

It is remarkable that in Dutch tax literature, attention for these topical issues has lingered over 

the past decades. This oblivion is possibly a consequence of cancellation of the so-called proper 

                                                 

374  For a more comprehensive overview of methods of tax classification, see, e.g., R.E.C.M. Niessen, Inleiding 

tot het Nederlands belastingrecht, Deventer: Kluwer 2010, pp. 42-47; P.J.A. Adriani and J. van Hoorn Jr., 

Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, Amsterdam: L.J. Veen’s Uitgeversmij 

1954, pp. 142-158; Klaus Tipke and Joachim Lang, Steuerrecht (20. völlig überarbeitete Auflage), Köln: 

Verlag Dr. Otto Schmidt 2010, pp. 202-205 and Richard T. Ely, Taxation in American States and Cities, 

New York: Thomas Y. Crowell & Co. 1888, pp. 63-78. 

375  For convenience’s sake, the terms “the distinction”, “the dichotomy” or a derivate thereof will hereinafter 

be used intertwined to denote the distinction between direct and indirect taxes. 

376  A previous, Dutch-language version of this and the following two chapters was published earlier as L.W.D. 

Wijtvliet, Direct versus indirect: een diffuse dichotomie. Een verkenning van de betekenis en invulling van 

het onderscheid tussen directe en indirecte belastingen, MBB 2014/10, pp. 394-412. 
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levy provisions (richtige heffingsbepalingen) of Articles 31-36 of the General Tax Act 

(Algemene wet inzake rijksbelastingen, AWR; containing procedural tax law) that applied to 

direct taxes only.377 Moreover, most people tend to intuitively agree that income taxes are 

direct and taxes on consumption (VAT, excise taxes) indirect.378 By Dutch tax law and 

literature standards, the relevance of classifying a tax as direct would hence be almost 

obsolete.379 Brandsma argues, for instance, that the classification of direct taxation has lost its 

practical relevance.380 Scheltens crunches a critical nut and speaks of a worn out term that is 

doomed to fail.381 Huiskamp mentions a “considerable babel of tongues” and suggests to 

restrict application of the terminology to purely domestic concepts.382 Niessen goes even 

further and advocates to do away with the – in his eyes – tough distinction between direct and 

                                                 

377  The proper levy provisions were meant to combat the abuse of tax law. For more details, see, e.g., L.A. de 

Blieck a.o., Algemene wet inzake rijksbelastingen, Deventer: Kluwer 2015, Chapter 9. 

378  For a – seemingly – different point of view, see D.A. Albregtse, Cursus Belastingrecht 

(Inkomstenbelasting), 1.0.1.B, Deventer: Gouda Quint BV (loose-leaf) who appears to no longer consider 

the Dutch Personal Income Tax Act 2001 a direct tax because – unlike its predecessor – this tax is not 

explicitly labeled a direct tax. 

379  In the past, the relevance of the classification of a tax as direct was considerably greater. In his De 

economische betekenis van belastingen (The economic meaning of taxes), Smeets observes the following 

about this (unofficial translation): “The question whether a tax is ‘direct’ from a tax law perspective affects, 

as far as national direct taxes are concerned,: 

a. applicability of the Direct Taxes Collection Act (Wet op de invordering van ’s Rijks directe belastingen) 

of 22 May 1845, Bulletin of Acts and Decrees No. 22 and the related State Taxes Collection Costs Act 

(Kostenwet) of 1 June 1850, Bulletin of Acts and Decrees No. 26; 

b. the imposition of preliminary assessments (Act of 13 January 1922, Bulletin of Acts and Decrees No. 9); 

c. the Proper Levying of Direct Taxes Act (Wet tot bevordering van de richtige heffing der directe 

belastingen) (Act of 29 April 1925, Bulletin of Acts and Decrees No. 171); 

d. applicability of the Act of 22 June 1926, Bulletin of Acts and Decrees No. 227, on exceeding the terms 

stipulated in tax laws; 

e. accounting for its revenues on the central government account under a receivables system [author’s 

translation of debiteuren-stelsel] (arts. 20 and 20a of the Governments Accounts Act; (..)) and as a 

consequence on the monthly statement of central government funds.  

The statutory regulations mentioned under e do not apply to the one-off capital levies; the ensuing revenues 

are recognized in the year in which they are received (as is the case with all indirect taxation - from a tax 

law perspective).” See M.J.H. Smeets, De economische betekenis van de belastingen, Amsterdam: L.J. 

Veen’s Uitgeversmaatschappij 1951, pp. 39-40. 

380  R.P.C.W.M. Brandsma, Cursus Belastingrecht (Dividendbelasting), 1.0.0, Deventer: Gouda Quint BV 

(loose-leaf). 

381  J.P. Scheltens, De Algemene wet inzake rijksbelastingen, pp. 260-261 as quoted by R.E.C.M. Niessen, 

Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 2010, p. 45. 

382  J.C.L. Huiskamp, Direct and indirect taxes: an outdated classification, Bulletin for International Fiscal 

Documentation, Vol. XXI June 1967, No. 6, p. 246. 
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indirect taxation for scientific purposes altogether.383 Hofstra, too, attaches little value to the 

distinction at this juncture.384 

I tend to disagree with these authors. It may well be true that the distinction between direct and 

indirect taxes lost some of its relevance by Dutch standards for a while. Yet, in my view, this 

observation does not justify banishing the dichotomy from tax thinking. On the contrary: 

questioning the relevance of the distinction as such and judging its raison d’être solely by the 

consequences Dutch tax law attaches to it in this day and age leaves much unaddressed. After 

all, upon closer consideration, the Dutch – procedural385 – situation cannot at all be 

representative for the role the distinction between direct and indirect taxes plays in Europe or 

even worldwide.386 For instance, the Netherlands must also comply with EU regulations and 

case law governing direct and indirect taxes. International trade agreements likewise deal with 

direct and indirect taxes. Moreover, the dichotomy is now experiencing a revival in light of the 

shift from direct to indirect taxes. It so happens that the relevance of an in-depth study into the 

classification of taxes as direct or indirect further increases with the realization that the Dutch 

State Secretary for Finance in his policy document Fiscale agenda (Tax agenda)387 simply 

links the distinction direct-indirect to taxes on – e.g. – labor and consumption, respectively, 

which does not necessarily reflect a thorough classification.388 Given the international scope 

of the tax shift, a more thorough analysis of the dichotomy seems feasible. 

This chapter and the next therefore enquire into the nature, origin, meaning, uses and 

interpretation of the distinction between direct and indirect taxes, as described in literature 

(literature study) and used in practice (practical case study). The analysis is not limited to the 

Netherlands. Other countries as well as supranational bodies are also studied. The aim of these 

chapters is twofold. First, the present chapter attempts to identify why and to what avail taxes 

are classified as direct or indirect. Second, once the “why” of the dichotomy has been 

established, in the next chapter (Chapter 7) the ways in which taxes can be classified as direct 

                                                 

383  R.E.C.M. Niessen, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 2010, p. 45. 

384  H.J. Hofstra, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 1986, p. 34. 

385  That is, the so-called proper levy provisions referenced above that applied to direct taxes only. 

386  Also according to J. Reugebrink, Directe en indirecte belastingen: een achterhaalde classificatie?, in: A.K.P. 

Jongsma and J. Verburg, Cyns en Dyns. Opstellen aangeboden aan prof. mr. H.J. Hofstra, Deventer: Kluwer 

1975, pp. 131-132. 

387  Parliamentary documents II 2010/11, 32 740, No. 1, e.g., on pp. 2 and 15. 

388  This is discussed in more detail in Chapter 7. 
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or indirect are explored in an attempt to derive a working definition of both types of taxes. That 

chapter identifies the “how” of the distinction direct-indirect. Once the “why” and “how” of the 

dichotomy have been established, the working definition that cuts across this entire thesis is 

developed in Chapter 8. In this research it will only be applied to the Dutch national taxes. 

However, this definition will be based on common and universally shared traits of taxes, so that 

it can (in principle) be applied to any tax worldwide. This definition will therefore not be 

restricted to any particular country whatsoever. It will also fit the empirical model developed 

in Chapter 15. 

To these ends, the umbrella central research question of Chapters 6 and 7 is: 

To what ends or purposes are taxes classified as direct or indirect and in what manners can 

this distinction be interpreted? 

This research question breaks into two separate subquestions that will be the subject of this 

chapter and the next respectively. Chapter 8 subsequently answers the umbrella central research 

question and derives the aforementioned working definition.  

The first subquestion, which is the topic of this chapter, enquires into the origin and uses (the 

“why”) of the distinction between direct and indirect taxes. It runs as follows: 

Why are direct and indirect taxes distinguished in literature and in practice? 

Here, it will be illustrated that the scope of the dichotomy extends beyond that attributed to it 

by Dutch tax law. Indeed, the dichotomy reverberates in numerous areas and is not without 

consequences for the Dutch tax system either. Without aiming to be exhaustive, reference can 

be made to European tax harmonization and the division of taxing powers between central and 

local governments. On top of that, for international trade treaties the distinction is not to be 

underestimated either. This type of tax classification also embodies aspects of a constitutional 

and formal legal nature. Hence, the distinction is indeed functional. Moreover, in this research 

a shift from direct to indirect taxes is expected to affect well-being and the distribution of 

wealth. All of these elements therefore merit a more detailed enquiry and will be elaborated in 

greater detail in the following sections.  

As it will turn out, the reasons behind the distinction direct-indirect are clean. However, the 

lines along which the classification is made diverge: it is the proliferation of interpretations that 

diffuses the dichotomy between direct and indirect. This multiformity of interpretations is 
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discussed in Chapter 7, where the second subquestion is examined. This question is about the 

“how” of the distinction. It runs as follows: 

How are direct and indirect taxes distinguished in literature and in practice? 

The remainder of this chapter illustrates the uses, meaning and importance of the distinction 

between direct and indirect taxes around the world. First, Subsection 6.2.1 gazes over the 

European playing field. Next, Subsection 6.2.2 examines the dichotomy’s role under the World 

Trade Organization (hereinafter: WTO) Treaty. Subsection 6.2.3 subsequently discusses the 

way the OECD groups direct and indirect taxes in its statistics. Subsection 6.2.4 discusses the 

constitutional basis the dichotomy has in some countries. Subsections 6.2.5 and 6.2.6 deal with 

aspects of the tax burden and the judicial dimension the dichotomy may occasionally entail. 

Section 6.3 concludes and provides an answer to the first sub research question.  
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 Uses of the dichotomy direct-indirect 

 A European problem child: tax harmonization  

The impact of European Union legislation on the tax policy pursued is relevant for the 

Netherlands, particularly where it concerns the demarcation of its sovereignty. As the 

Netherlands is part of the European Union, it must comply with that legislation.  

As a result of the pursuit of European integration and the establishment of a single internal 

market without internal borders, Articles 110 up to and including 113 of the Treaty on the 

Functioning of the European Union (TFEU) dictate – partial – harmonization of indirect taxes. 

On this view, indirect taxes affect domestic as well as cross-border trade and as such pose 

obstacles to the functioning of the internal market. Harmonization should break down such 

barriers. Insofar as relevant, Article 113 TFEU reads as follows: 

The Council shall (…) adopt provisions for the harmonisation of legislation concerning 

turnover taxes, excise duties and other forms of indirect taxation to the extent that such 

harmonisation is necessary to ensure the establishment and the functioning of the internal 

market and to avoid distortion of competition. 

Direct taxes are spared this fate; they affect cross-border economic activity to a lesser extent. 

As yet, European influence (i.e., harmonization) is therefore less felt in this field.389 Direct 

taxes are in principle within the confines of the competence of the respective Member States.390  

                                                 

389  According to established case law of the Court of Justice of the European Union, direct taxation is the 

competence of the Member States (for instance CJEU 14 February 1995, case C-279/93 (Schumacker), point 

21 and CJEU 25 February 2010, case C-337/08 (X Holding), point 16.) Although direct taxation is a matter 

within the competence of the Member States, they must none the less exercise that competence in a manner 

consistent with Community law. On top of that, the various direct tax directives and regulations certainly 

affect direct taxation within the EU. Think of the proposal for a Regulation of the Council concerning the 

Statute for a European Foundation (FE), COM (2012) 35 final, 2012/0022 (AP) of 8 February 2012. This 

Regulation is extensively addressed in J.J.A.M. Korving and L.W.D. Wijtvliet, Alle Menschen werden 

Spender. Een beschouwing over de Europese Stichting, MBB 2013/04 and J.J.A.M. Korving and L.W.D. 

Wijtvliet, A Consideration of the European Foundation, Bulletin for International Taxation, 2013 (Volume 

67), No. 9. 

390  The reason that harmonization remains limited to indirect taxation would be that these taxes constitute clear 

and direct obstacles to free trade. For direct taxation the need for harmonization would be less strong. See, 

for example, Ben J.M. Terra and Peter J. Wattel, European Tax Law, Deventer: Kluwer 2012, pp. 4-5. With 

these (and other) authors I fail to see how direct taxation does not constitute an obstacle to the free market. 
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It follows from the wording of Article 113 TFEU that turnover taxes and excise duties can be 

considered to be indirect taxes.391 In my view, the addition of the adjectival phrase “other forms 

of” before indirect taxation in said Article is illustrative of the non-limitative character of this 

enumeration and seems to leave room for fixing the predicate “indirect” to other – future – 

forms of taxation as well. This may involve a taxation of the financial sector, such as the 

Financial Transaction Tax (FTT), that could otherwise seriously disrupt intra-EU financial 

transactions.392 Besides its basis in Article 113 TFEU and the harmonized character of this tax, 

it is unclear, however, whether any other ground, principles or criteria would support the 

indirect nature of the FTT. It is not exactly clear to me what other criteria – if any – the authors 

of the TFEU (and its precursors) envisaged when drafting the current version of 

Article 113 TFEU and its predecessors. On top of the explanation offered above, a glimpse 

behind the scenes of the Brussels legislative process would therefore not be unwanted in this 

respect.  

Within the framework of the European VAT (general tax on consumption; algemene 

bestedingsbelasting) the destination country principle also comes to the fore, which essentially 

dictates the levying of – for example – VAT in the country where personal consumption of 

goods and services takes place.393 Pure application of this principle arguably necessitates 

so-called border tax adjustments (also referred to as “BTAs”).394 For instance, the import (or 

intra-Community acquisition) of goods and services constitutes a taxable event in a country for 

VAT purposes. Conversely, the export (or intra-Community supply) of goods and services is 

relieved of VAT on pure application of the destination country principle: an exemption, the 

zero rate or a VAT refund at the border can apply. This means that the exporting country 

basically relinquishes its right to tax. This is arguably a BTA, although it can also be argued 

                                                 

391  More specifically, turnover tax can be indicated as a general indirect tax on consumption. Excise duties are 

classed as special indirect taxes on consumption along established lines. This distinction is elaborated in 

greater detail in M.E. van Hilten and H.W.M. van Kesteren, Omzetbelasting (veertiende druk), Deventer: 

Kluwer 2014, pp. 7-11. 

392  Cf. Ben J.M. Terra and Peter J. Wattel, European Tax Law, Deventer: Kluwer 2012, p. 13. See also P. 

Kavelaars, Opmaat naar de Robin Hood tax, WFR 2012/40, part 2, which among other things identifies that 

the legal basis for the FTT is in the aforementioned article 113 TFEU.  

393  Alan Schenk and Oliver Oldman, Value Added Tax. A Comparative Approach, Cambridge: Cambridge 

University Press 2007, pp. 20-21 and p. 183. 

394  E.g., Alan Schenk and Oliver Oldman, Value Added Tax. A Comparative Approach, Cambridge: Cambridge 

University Press 2007, p. 183. This means that most goods and services can be exported without VAT. 
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that the destination principle and the relinquishing of taxing powers precede (non-)taxation at 

the border, so that in essence no adjustments are made to the system. In other words: there are 

two ways to prevent taxation of exports: either by implementing a BTA or by changing the 

system itself in such a way that the exporting country relinquishes its power to tax.  

Be that as it may, for direct taxation, an export exemption or a BTA will generally not be 

possible. It so happens that, barring exceptions, Article 112 TFEU restricts the remissions and 

repayments in respect of exports to other Member States to turnover taxes, excise duties and 

other forms of indirect taxation.395 This justifies the conclusion that, in this respect, EU 

Member States with relatively high direct taxes – provided these are reflected in the prices of 

goods and services – are in a disadvantageous position compared with Member States that rely 

relatively heavily on indirect taxation.396 Ceteris paribus the latter Member States could offer 

their products on the global market net of indirect taxes at relatively lower prices than Member 

States that heavily rely on direct taxes.397  

 The World Trade Organization 

The destination country principle discussed above in Subsection 6.2.1 and the related border 

tax adjustments also play a role under the WTO rules. WTO rules limit the freedom of treaty 

countries to subsidize the export of goods and to tax imported goods more heavily than domestic 

products. As a member of the WTO the Netherlands must comply with these orders and bans. 

Article XVI(4) of the General Agreement on Tariffs and Trade (GATT) reads as follows 

(insofar as relevant): 

[…] contracting parties shall cease to grant either directly or indirectly any form of subsidy 

on the export of any product other than a primary product which subsidy results in the sale 

of such product for export at a price lower than a primary product which subsidy results in 

the sale of such product for the export at a price lower than the comparable price charged for 

the like product to buyers in the domestic markets. […] 

                                                 

395  Article 112 TFEU keeps options open for temporary exemptions approved in advance by the Council and 

the European Commission or refunds on export of other, non-indirect taxation. 

396  Along the same lines Bob Hamilton, Chun-Yan Kuo and Satya N. Poddar, Considerations for the tax mix, 

26 Osgoode Hall L.J. 259 1988, pp. 280-284. See also M.E. van Hilten and H.W.M. van Kesteren, 

Omzetbelasting (veertiende druk), Deventer: Kluwer 2014, pp. 27 et seq. 

397  See also L.W.D. Wijtvliet, A House Divided. Over de onwenselijkheid van gedifferentieerde btw-tarieven, 

WFR 2011/669, Section 2. 
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Goods and services must essentially be treated equally, irrespective of their origin. Only under 

certain conditions are treaty countries permitted to grant export subsidies and to tax imported 

goods more heavily than domestic products. Generally speaking, however, taxation should not 

– directly – obstruct trade. So the question is which taxes the authors of the WTO Treaty 

envisaged.398 Here, too, the relevance of classifying a tax as direct or indirect becomes 

manifest. For the application of the WTO Treaty, border tax adjustments for indirect taxes are 

– in principle – not classed as export subsidies or import restrictions.399 However, various tax 

incentives concerning direct taxes – for instance tax credits – are out of the question. Annex I 

(Illustrative List of Export Subsidies) to Agreement on Subsidies and Countervailing Measures 

(ASCM), for instance, considers as a subsidy: 400 

(e) The full or partial exemption remission, or deferral specifically related to exports, of 

direct taxes or social welfare charges paid or payable by industrial or commercial enterprises. 

In the same Annex, the following is stated about direct taxes:  

For the purposes of this Agreement: 

The term "direct taxes" shall mean taxes on wages, profits, interests, rents, royalties, and all 

other forms of income, and taxes on the ownership of real property;401  

And about indirect taxes:  

The term "indirect taxes" shall mean sales, excise, turnover, value added, franchise, stamp, 

transfer, inventory and equipment taxes, border taxes and all taxes other than direct taxes 

and import charges;402 

                                                 

398  See also on this, in greater detail, Petros C. Mavroidis, Trade in Goods, Oxford: Oxford University Press 

2007. 

399  See in greater detail, for instance, Gustavo E. Luengo Hernández de Madrid, Regulation of Subsidies and 

State Aids in WTO and EC Law. Conflicts in International Trade Law, Kluwer Law International 2007, pp. 

108-109 and the provisions from the Agreement on Subsidies and Countervailing Measures (ASCM) quoted 

there. The ASCM is one of the agreements included in Annex 1A to the Agreement on the Establishment of 

the World Trade Organisation. See also Alan Schenk and Oliver Oldman, Value Added Tax. A Comparative 

Approach, Cambridge: Cambridge University Press 2007, p. 6, particularly notes 21, 23 and 24. 

400  Agreement on Subsidies and Countervailing Measures (ASCM), Annex I (Illustrative List of Export 

Subsidies), item (e). Text accessible at http://www.wto.org/english/docs_e/legal_e/24-scm.pdf (accessed 

November 17, 2017). 

401  Agreement on Subsidies and Countervailing Measures (ASCM), Annex I (Illustrative List of Export 

Subsidies), item (e), footnote 58. Accessible at http://www.wto.org/english/docs_e/legal_e/24-scm.pdf 

(accessed November 17, 2017). 

402  Agreement on Subsidies and Countervailing Measures (ASCM), Annex I (Illustrative List of Export 

Subsidies), item (e), footnote 58. Accessible at http://www.wto.org/english/docs_e/legal_e/24-scm.pdf 

(accessed November 17, 2017). 
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The above subdivision is far from exhaustive and presents quite some difficulties relating to the 

classification of – for instance – “green” taxes. The OECD, inter alia, informed that “[t]he 

application of BTAs to energy taxes under the GATT/WTO rules is clouded with 

uncertainty.”403 Many academics, too, reached for their pens to opine on whether so-called 

carbon emission taxes may be remitted at the border.404 

 The Organisation for Economic Cooperation and Development 

For statistical purposes the OECD publishes annual specifications of its member countries’ tax 

revenues. Although the OECD makes various references to direct and indirect taxes in these 

statistics,405 it does not provide a precise definition. Other documentation offers some solace, 

but no definite answer. For instance, the following is observed about the distinction 

direct-indirect in the 2010 Consumption Tax Trends: 

VAT is often categorised as an indirect tax. Although the distinction between direct and 

indirect taxes is not always clear, a basic distinction can be made between direct taxes as 

taxes levied “directly” on income and (possibly) wealth while indirect taxes are levied on 

the expenditures that the income and wealth finance. Sometimes VAT is also categorized as 

an indirect tax in that the person who is liable to pay the tax (the business) is someone other 

than the person who actually bears the cost of the tax (the final consumer).406 

So by and large, the consensus described above in Section 6.1 appears to reverberate in the 

above subdivision made by the OECD. Taxation on income is, in any case, direct. The quotation 

can subsequently be read such that the OECD is less explicit with respect to taxation on wealth, 

which may be regarded as direct. Indirect taxes are taxes encumbering consumer expenditure. 

Another classification, i.e., based on tax shifting or the incidence of the tax, is possible as 

well.407  

                                                 

403  OECD (2006), The Political Economy of Environmentally Related Taxes, OECD Publishing, p. 92 as quoted 

by Charles E. McLure, The GATT-Legality of Border Adjustments for Carbon Taxes and the Cost of 

Emissions Permits: A Riddle, Wrapped in a Mystery, Inside an Enigma, 11 Fla. Tax Rev. 221 2011, p. 229. 

404  For instance Christian Pitschas, GATT/WTO Rules for Border Tax Adjustments and the Proposed European 

Directive Introducing a Tax on Carbon Dioxide Emissions and Energy, 24 Ga. J. Int’l & Comp. L. 479 1994-

1995 and Thomas J. Schoenbaum, International Trade and Protection of the Environment: The Continuing 

Search for Reconciliation, 91 Am. J. Int’l L. 268 1997. 

405  For instance, OECD (2011), Revenue Statistics 2011, OECD Publishing, Paris, pp. 141, 200 and 220. 

406  OECD (2011), Consumption Tax Trends 2010: VAT/GST and Excise Rates, Trends and Administration 

Issues, OECD Publishing, Paris, p. 38. 

407  See also Chapter 7.3.1 and 7.3.2. 
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 Constitutional consequences 

6.2.4.1 The US direct tax clauses 

No system of constitutional review is – yet – in place in the Netherlands.408 In various countries 

whose legal systems do provide for a constitutional review the Constitution adds an extra 

dimension to the dichotomy direct-indirect. Without pretending to be exhaustive, reference can 

be made to the direct tax clauses in the US Constitution. These clauses dictate that direct taxes 

be apportioned among the different states by population.409 Article 1, Section 2, Clause 3, of 

the United States Constitution reads as follows: 

Representatives and direct Taxes shall be apportioned among the several States which may 

be included within this Union, according to their respective Numbers, which shall be 

determined by adding to the whole Number of free Persons, including those bound to Service 

for a Term of Years, and excluding Indians not taxed, three fifths of all other Persons.410 

This provision shows a strong connection between political representation and taxation and 

easily evokes associations with the motto "No taxation without representation!" – quite an 

important battle cry in American history.411 Comparably, Article 1, Section 9, Clause 4 

provides that: 

                                                 

408  In spite of the proposal by – former – MP Ms. Halsema and repeated academic appeals to that effect. 

409  The Direct Tax Law, the act for the collection of taxes in insurrectionary districts, etc of 5 August 1861 

gives an example of this apportionment. Article 8 of this Act introduced a 20 million dollar direct tax and 

provided a specification of the share each State had to contribute:  

 

“Sec. 8. And be it further enacted, That a direct tax of twenty million dollars be, and is hereby, annually laid 

upon the United States, and the same shall be and is hereby apportioned to the States, respectively, in the 

manner following: (…).”  

 

The differences between the amounts contributed by the states were substantial. The State of New York had 

the largest absolute tax burden by far, $ 2,603,918⅔ and states such as Pennsylvania ($ 1,946,719⅓), Ohio 

($ 1,567,089⅓), and Illinois ($ 1,046,551⅓) paid quite a bill, too. This was different in the Territory of 

Washington, that was assessed the sum of $ 7,555⅓. Note that the effect of the Act was suspended from 1 

July 1862 to 1 April 1865 (presumably due to the lingering civil war between North and South). See: The 

Tax-Payer’s Manual: containing the acts of Congress imposing direct and excise taxes, New York: D. 

Appleton and Company 1862, particularly the part entitled “The Direct Tax Law”, pp. 3-8 and George S. 

Boutwell, A Manual of the Direct and Excise Tax System of the United States (fourth edition), Boston: 

Little, Brown and Company, 1864, pp. 3 et seq. 

410  Text derived from http://www.usconstitution.net/const.txt (accessed November 17, 2017). 

411  For a very readable Dutch-language contribution about the role taxation played in run-up to the US 

independence war, see Ferdinand H.M. Grapperhaus, Belasting, Vrijheid en Eigendom. Hoe 

belastingheffing leidde tot meer zeggenschap voor burgers en meer eenheid tussen staten 511-1787, De 

Walburg Pers/Kluwer 1989, Chapter V. 
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No Capitation, or other direct Tax shall be laid, unless in Proportion to the Census or 

Enumeration herein before directed to be taken.412 

The direct tax clauses are said to have their origins in a compromise between the agrarian 

Southern states and the industrial Northern states to enable adoption of the US Constitution.413 

It is said that its drafters envisaged a broad interpretation of the concept of direct taxation, 

apparently based on the guiding principle that a direct tax should be apportionable among the 

States according to the share of the nation’s population.414 However, the parliamentary debates 

from the times of the Founding Generation fail to paint a clear picture and leave room for 

doubt.415 Also the Founders themselves are believed to have lacked unanimity on the 

interpretation of the concept of a direct tax.416 Jensen, for example, refers to the notes James 

Madison made during the Constitutional Convention: 

Mr King asked what was the precise meaning of direct taxation? No one answd.417  

                                                 

412  Text derived from http://www.usconstitution.net/const.txt (accessed November 17, 2017). 

413  For instance, Ferdinand H.M. Grapperhaus, Belasting, Vrijheid en Eigendom. Hoe belastingheffing leidde 

tot meer zeggenschap voor burgers en meer eenheid tussen staten 511-1787, De Walburg Pers/Kluwer 1989, 

p. 373. See also Ferdinand H.M. Grapperhaus, Tax Tales from the Second Millennium: Taxation in Europe 

(1000 to 2000), the United States of America (1765 to 1801) and India (1526 to 1709), Amsterdam: IBFD 

2009, pp. 98-102. 

414  For a closer consideration, see, e.g., Calvin H. Johnson, Fixing The Constitutional Absurdity of The 

Apportionment of Direct Tax, 21 Const. Comment. 295 2004, p. 314 ff. An “apportioned tax” or direct tax 

is also described as follows: “An apportioned or direct tax is like a requisition from a state with each state 

having a quota to satisfy, except that the Congress determines the objects and rates of tax and collects the 

state quota directly from individuals.” (p. 296). See also Calvin H. Johnson, Apportionment of Direct Taxes: 

The Foul-Up in The Core of The Constitution, 7 WM. & Mary Bill Rts. J. 1 1998-1999. Joseph M. Dodge, 

What Federal Taxes Are Subject to The Rule of Apportionment Under The Constitution, 11 U. Pa. J. Const. 

L. 839 2008-2009; Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes 

Constitutional?, 97 Colum. L. Rev. 2334 1997; Erik M. Jensen, Interpreting the Sixteenth Amendment (By 

Way of The Direct-Tax Clauses), 21 Const. Comment. 355 2004; James R. Campbell, Dispelling The Fog 

About Direct Taxation, 1 Brit. J. Am. Legal Stud. 109 2012. See also Beverly Moran, Wealth Redistribution 

and the Income Tax, 53 Howard L.J. 319 2009-2010, pp. 329-331. 

415  Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes Constitutional?, 97 Colum. 

L. Rev. 2334 1997, p. 2336. According to Jensen, and others, too, more is yet known about the meaning of 

a “direct tax” than various commentators make it seem. See also Calvin H. Johnson, Apportionment of 

Direct Taxes: The Foul-Up in The Core of The Constitution, 7 WM. & Mary Bill Rts. J. 1 1998-1999. On 

page 24 he argues that the Founders were at least familiar with one system of apportionment: the system 

used in their home state: “At the time of the constitutional debates, moreover, apportionment would have 

been considered a normal way to collect taxes. Every state had an apportioned tax, and all of the Founders 

would have been familiar with at least one of the thirteen models. All knew the federal system, which was 

an apportionment system. Apportionment was the normal, status quo way to raise revenue.” 

416  Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes Constitutional?, 97 Colum. 

L. Rev. 2334 1997, p. 2361. 

417  Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes Constitutional?, 97 Colum. 

L. Rev. 2334 1997, p. 2377. 
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Hence, for a long time the precise interpretation of the terminology was unclear, and sometimes 

even contradictory.418 On top of that, Johnson notes, apportionment to the States in practice 

turned out to have an – unintended and unanticipated – prohibitive effect in some instances: 

There are times when the Constitution, for all its sanctity, needs to be interpreted by cy pres 

or some other functional construction to avoid a literal requirement and to reach a more basic 

intent. The Constitution, for example, provides that direct taxes laid by Congress must be 

apportioned among the states according to population. The apportionment requirement 

dictates, for example, that if one state has twice the population of another, twice the amount 

of direct tax must be collected from within the more populous state. The Founders defined 

"direct taxes" broadly and they expected "direct taxes" be used. For reasons the Founders 

did not foresee, however, apportionment among the states commonly turns out to be a silly 

requirement, "absurd [ ] and inequitable," which hobbles direct taxes and makes them 

impossible, in practice, to use. The Founders themselves, sitting in the early Supreme Court, 

solved the problem pragmatically by defining "direct taxes" creatively to avoid the 

apportionment requirement in cases in which apportionment would have been 

unreasonable.419 

Over time, the direct tax clauses have often been the subject of dispute and every once in a 

while the US Supreme Court had to settle the argument. An example is the Hylton v. United 

States case, which amongst other things focused on the question whether a tax on carriages 

constituted a direct tax as referred to in the Constitution.420 Jensen observes that, briefly said, 

two propositions followed from this case which were leading in US thinking on the dichotomy 

for over two centuries. First, direct taxes are only those that can be practically apportioned. 

Secondly, only capitation and real-estate taxes would be regarded as direct.421 In the late 

nineteenth century, the Supreme Court decided to adopt another course and judged an income 

tax not to stand the test of constitutional review in the controversial Pollock v. Farmers’ Loan 

                                                 

418  See also Victor Thuronyi, Comparative Tax Law, The Hague: Kluwer Law International 2003, p. 55 and 

Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes Constitutional?, 97 Colum. 

L. Rev. 2334 1997, p. 2336. The wide variety of interpretations of the dichotomy direct-indirect is discussed 

in Chapter 7. 

419  Calvin H. Johnson, Apportionment of Direct Taxes: The Foul-Up in The Core of The Constitution, 7 WM. 

& Mary Bill Rts. J. 1 1998-1999, pp. 2-3 (footnotes omitted).  

420  Hylton v. United States, 3 U.S. (3 Dall.) 171 (1796). 

421  Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes Constitutional?, 97 Colum. 

L. Rev. 2334 1997, p. 2350-2354. It merits observation that three of the four presiding judges, i.e., Wilson, 

Paterson and Chase, had been members of the Constitutional Convention. Finally, Judge Iredell was a 

member of the Convention that had ratified the Constitution in North Carolina. 
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& Trust cases.422 Only after the ratification of the 16th Amendment in 1913 would it be possible 

to introduce and uphold a federal income tax without apportionment.423  

Yet much remained unclear about the direct tax clauses. The battle still has its repercussions 

today and the clauses continue to feed a political, judicial and academic debate, for instance 

about the constitutionality of consumption taxes424 and a net wealth tax.425 More recently, in 

2012, the US Supreme Court held in the case National Federation of Independent Business v. 

Sebelius that a penalty directly imposed on individuals for not possessing health insurance is a 

tax, but not a direct tax for constitutional purposes.426 

6.2.4.2 North of the border 

North of the US border, in Canada, the Constitution also has a say in all things tax. Although 

federal jurisdiction normally takes precedence over provincial jurisdiction where their powers 

collide, things are different where it comes to taxation. When both governments may validly 

enter into the same field of taxation, both provisions can exist alongside each other. Both the 

federal and the provincial government may levy an income tax.427 More particularly, Article 92 

of the Canadian Constitution provides that – besides the federal government – the provinces 

also have the power to levy direct taxation: 

92. In each Province the Legislature may exclusively make Laws in relation to Matters 

coming within the Classes of Subjects next hereinafter enumerated; that is to say, — 

(…) 

2. Direct Taxation within the Province in order to the raising of a Revenue for Provincial 

Purposes. 

                                                 

422  157 U.S. 429 (1895) (Pollock I) and 158 U.S. 601 (1895) (Pollock II). 

423  Reuven S. Avi-Yonah, And Yet It Moves: A Tax Paradigm For The 21st Century, University of Michigan 

Law School Law and Economics Research Paper Series Paper No. 12-008, May 2013 

(http://ssrn.com/abstract=2055160). See also Victor Thuronyi, Comparative Tax Law, The Hague: Kluwer 

Law International 2003, pp. 54-56. 

424  For instance Erik M. Jensen, The Apportionment of “Direct Taxes”: Are Consumption Taxes 

Constitutional?, 97 Colum. L. Rev. 2334 1997. 

425  For instance Barry L. Isaacs, Do We Want a Wealth Tax in America?, 32 U. Miami L. Rev. 23 1977-1978, 

especially part III (pp. 25-30) and Beverly Moran, Wealth Redistribution and the Income Tax, 53 Howard 

L.J. 319 2009-2010, pp. 329-331. 

426  National Federation of Independent Business v. Sebelius, 567 U.S. ___ (2012), 132 S.Ct 2566. See also 

Evgeny Magidenko, Classifying Federal Taxes For Constitutional Purposes, 45 U. Balt. L. Rev. 57 2015 

(outlining a five-category model for classifying federal taxes for U.S. Constitutional purposes). 

427  Blair Dwyer, Canada – Corporate Taxation, IBFD Country Analyses, part 1.1.2.4. (Constitutional division 

of taxing powers). Accessed 12 November 2013. 
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The power to levy indirect taxes is exclusively vested in the federal government.428 

6.2.4.3 Switzerland 

In Switzerland, the federal government and the cantons only have the power to levy the taxes 

provided for in the Swiss Constitution. The Constitution explicitly authorizes the federal 

government to levy certain taxes, while barring such taxes for the cantons.429 The fact that the 

Constitution permits the federal government to levy certain taxes, however, does not explicitly 

deny the cantons the right to levy similar taxes, unless there is a specific prohibition to that 

effect. No such prohibition exists for direct taxes. As a result, both the federal government and 

a provincial government can levy a direct tax, thus competing in that respect. Moreover, 

Article 129 of the Swiss Constitution stipulates that the Federation can only pursue 

harmonization of direct taxation.430 Direct taxes are understood to also comprise taxation on 

income and capital, but not taxation on inheritances and gifts.431 

 Limits to the tax burden 

The total tax burden people experience may well add up and various countries have taken 

measures to limit it. For instance, up to 1 January 2013 the French Code Générale des Împots 

included a provision that capped the aggregate chargeable direct taxation and additional social 

security contributions at 50% of a taxpayer’s income in the preceding year (the so-called 

bouclier fiscal).432 Taxpayers were entitled to request for refund of any excess tax paid above 

this threshold. This obviously required being able to distinguish direct taxes. For the purposes 

of the bouclier fiscal direct taxation included income tax, net wealth tax (impôt de solidarité 

                                                 

428  Victor Thuyroni, Comparative Tax Law, The Hague: Kluwer Law International 2003, p. 56. 

429  Roger M. Cadosch, Switzerland - Corporate Taxation, IBFD Country Analyses, part 1.1.1 (Geographic 

jurisdiction) (accessed November 7, 2013). 

430  The German text reads:  

“1 Der Bund legt Grundsätze fest über die Harmonisierung der direkten Steuern von Bund, Kantonen und 

Gemeinden; er berücksichtigt die Harmonisierungsbestrebungen der Kantone. 

2 Die Harmonisierung erstreckt sich auf Steuerpflicht, Gegenstand und zeitliche Bemessung der Steuern, 

Verfahrensrecht und Steuerstrafrecht. Von der Harmonisierung ausgenommen bleiben insbesondere die 

Steuertarife, die Steuersätze und die Steuerfreibeträge. 

3 Der Bund kann Vorschriften gegen ungerechtfertigte steuerliche Vergünstigungen erlassen.“ 

431  Victor Thuyroni, Comparative Tax Law, The Hague: Kluwer Law International 2003, p. 57 citing Ernst 

Höhn and Robert Waldburger, Steuerrecht (9th ed. 1999), p. 65. 

432  Mark Henderson, France –Individual Taxation, IBFD Country Analyses, part 1.10.1.6 (Maximum burden 

of taxes) (accessed November 7, 2013). 
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sur la fortune), property tax (taxe foncière) and certain social security contributions 

(prélèvement social and contributions additionnelles). 

 Judicial dimension 

The dichotomy can also be normative for judicial competence. In France, for instance, the 

distinction direct-indirect is relevant for determining which judge is competent to settle a tax 

dispute.433 Dutch tax history shows signs of a similar phenomenon: in the Netherlands many 

disputes on indirect taxation had to be submitted to the Tariffs Commission.434 

  

                                                 

433  Victor Thuyroni, Comparative Tax Law, The Hague: Kluwer Law International 2003, p. 55, note 32. 

434  See, for instance, L.A. de Blieck a.o., Algemene wet inzake rijksbelastingen, Deventer: Kluwer 2015, p. 1.  
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 Conclusion 

This chapter enquired into the uses and the meaning (the “why”) of the distinction between 

direct and indirect taxes. By Dutch standards and judging by Dutch tax law and tax literature, 

the relevance of classifying a tax as direct or indirect may seem rather limited because the 

proper levy provisions have been cancelled. One may therefore even be inclined to dismiss the 

difference as trivial. The Dutch situation was called into question in Chapter 6.1. There it was 

suspected that the Dutch – procedural – situation might not be all that representative for the role 

the distinction plays in Europe, or even worldwide.  

In the subsequent sections the origin, uses and the meaning of the dichotomy direct-indirect 

were investigated on the basis of the following research question: 

Why are direct and indirect taxes distinguished in literature and in practice? 

This question was examined from a comparative perspective. The subsequent analysis showed 

that the Dutch situation is, indeed, not representative: a look at the global playing field proves 

the contrary. In the international arena and under supranational legislation, the legal and 

political consequences of such a classification can be considerable and, upon closer 

consideration, the distinction appears to have quite some impact on Dutch tax law, too. EU law, 

for instance, dictates the harmonization of indirect taxes so as to break down barriers to the 

functioning of the internal market. The need to harmonize is less felt in the field of direct taxes. 

WTO rules permit border tax adjustments for indirect taxes. Tax incentives for direct taxes, on 

the other hand, are out of the question. As the Netherlands is a member of such organizations, 

it must comply with their regulations regarding direct and indirect taxes. The OECD further 

distinguishes between direct and indirect taxes for statistical purposes.  

It was further shown that in countries such as the United States, Canada and Switzerland the 

distinction direct-indirect matters for the division of taxing powers between national (or federal) 

and local (i.e., state, provincial or cantonal) government. In other countries the dichotomy is 

(or was) normative for capping the tax burden and for determining judicial competence and 

jurisdiction.  

Quite generally it is therefore concluded that the terminology direct-indirect serves to order and 

classify taxes in the light of a certain scheme, with a view to certain effects, with a certain 

purpose in mind or to demarcate sovereignty. Direct and indirect taxes are therefore catch-all 

terms that are used on various occasions and for different purposes.  
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The importance of the distinction thus being established the question as to how taxes can be 

classified accordingly comes to mind. This topic will be discussed in the next chapter. There, it 

will be shown that the dichotomy is not absolute: there is no such thing as the distinction 

between direct and indirect taxes. Instead, there are various classification methods available. 

So it is opportune to zoom in on the different ways in which the distinction can be introduced. 

-- 
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 Introduction 

The previous chapter underscored the importance of the distinction between direct and indirect 

taxes. It was concluded that, broadly speaking, direct and indirect taxes are catch-all terms that 

come to the fore on various occasions.  

The meaning and importance (the “why”) of the dichotomy thus having been established, the 

next subquestion as to how direct and indirect taxes can be distinguished arises. This chapter 

deals with that question and looks into the way or ways literature has classified taxes as direct 

or indirect and how the distinction is made in practice (the “how” of the dichotomy).435 It looks 

into the dimensions along which various authors and policymakers worldwide have interpreted 

the dichotomy – for the most part on the basis of a literature review and a practical case study. 

This analysis is therefore not restricted to any particular country.  

As announced in Chapters 5 and 6.1, this thesis amongst other things aims to derive an 

encompassing, universal definition of direct and indirect taxes. This definition should, at least 

in principle, fit any given tax whatsoever so that it can be applied worldwide and also in the 

empirical model developed in Chapter 15. To this end, the various classification methods 

discussed in this chapter will be assessed based on a number of criteria that guarantee this 

universal character. These criteria are the following. First, the definition should be clear from 

country-specific factors, so that it can in principle apply to any given tax. Moreover, the 

definition should not allow arbitrariness or discretion and should exist regardless of who pays 

the tax. The definition should, in other words, be based on objectively observable and 

measurable elements and traits commonly shared across all taxes and tax systems. In this way, 

a classification method that in principle fits any tax should emerge. To this end, the following 

research question will be examined: 

How are direct and indirect taxes distinguished in literature and in practice? 

The chapter is structured as follows. Section 7.2 first provides an historical perspective on the 

dichotomy direct-indirect without putting any classification to the test yet. The subsequent 

sections discuss in greater detail a number of dimensions (or: methods) of tax classification and 

consider them on the basis of the criteria outlined above. As an analysis of literature makes 

                                                 

435  A previous, Dutch-language version of this chapter and the next was published as L.W.D. Wijtvliet, Direct 

versus indirect: een diffuse dichotomie. Een verkenning van de betekenis en invulling van het onderscheid 

tussen directe en indirecte belastingen, MBB 2014/10, pp. 394-412. 
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clear, these dimensions are of a legal or judicial, an administrative and of an economic nature. 

The legal and administrative natures are discussed in Section7.3. Section 7.4 looks into the 

economic approach to classifying taxes as direct or indirect. Along the way, the various 

classification methods developed in literature and practice will be analyzed and tested for their 

practicability and their consistency on the basis of the criteria that have already been mentioned 

several times. Section 7.5 introduces and tests a distinction based on the ability-to-pay principle. 

After thus having shed some light on the rather diffuse topic of tax classification, Section 7.6 

subsequently answers this chapter’s research question whereupon Chapter 8 brings into the 

limelight the working definition that was announced in Section 6.1. This working definition 

will serve as a benchmark to classify Dutch national taxes as direct or indirect in Chapter 9.  
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 Ghosts from the past 

 A newcomer to the tax law family 

The distinction between direct and indirect taxes is a relative newcomer to the tax law family. 

Bullock436 relates how in medieval and modern Europe its germ was first developed in France, 

where Jean Bodin formulated the distinction in 1579 with the words “payer les tailles et autres 

imposts directement ou indirectement.”437 Reportedly, that expression was, however, only 

incidental. Bodin is said to have never thought of making it a basis for classification and despite 

his influence in Europe, not many authors adopted the phrase “to pay taxes directly or 

indirectly.”438 At the beginning of the 17th century, authors such as Kerckerman, Lather, Faust 

and Klock also made mention of direct and indirect taxation.439 Neumann, for instance, secured 

Klock’s 1634 work De contributionibus and reports how Klock and his contemporaries spoke 

of payments “per obliquum et indirectum.”440 However, Bullock explains, such expressions 

did not suggest to anyone a new basis for scientific classification of taxes.441  

According to Bullock, only in 1758 the terminology actually seemed to catch root as a means 

of tax classification when the Physiocrat François Quesnay spoke of “l’impôt unique et direct” 

on the net product of the soil.442 Any other imposition of taxes would – in his view – be contrary 

to the natural order as it harmed reproduction and would fall upon the tax itself. In his Tableau 

économique, Quesnay writes: 

                                                 

436  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), pp. 442-476. 

437  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), pp. 444-445. 

438  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), p. 445. 

439  Lather, De censu, tractatus nomico-politicus, Frankfurt: 1618; Faust, Consilia pro aerario, Frankfurt: 1641; 

Klock, Tractatus nomico-politicus de contributionibus, Neurenberg: 1634, as cited by Charles J. Bullock, 

Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, No. 3 (Sep., 1898), 

p. 446. 

440  Fr. J. Neumann, Die Steuer. Erster Band. Die Steuer und das öffentliche Interesse, Leipzig: Verlag von 

Duncker & Humblot 1887, p. 418. 

441  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), p. 446. 

442  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), p. 447. 
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Les propriétaires, le souverain et toute la nation ont un grand intérêt que l'impôt soit établi 

en entier sur le revenu des terres immédiatement; car toute autre forme d'imposition serait 

contre l'ordre naturel, parce qu'elle serait préjudiciable à la reproduction et à l'impôt et que 

l'impôt retomberait sur l'impôt même.443 

Briefly said, the Physiocrats claimed that in order to understand society, it is necessary to 

understand the means by which its subsistence is obtained. In those days, alongside agricultural 

societies, commercial ones had arisen. And although trade was considered essential because it 

afforded a secure way to obtain a subsistence, agriculture remained fundamental because only 

agriculture yielded a net revenue, i.e., a surplus over the necessary cost of production that is 

really indispensable.444 Thus, the Physiocrats claimed, all wealth in a country ultimately results 

from agriculture and the land available for it.445 In contrast, industry produced no surplus but 

merely covered the cost necessary for the repayment of advances made for the upkeep of 

agriculture and the industry. Hence, agricultural capital was the key to economic growth.  

Holding that, at the end of the day, all taxes fall on land, taxes could most easily, orderly and 

cheaply be collected directly from land and its net product (“le produit net des biens-fonds (…) 

et (…) la source des richesses continuellement renaissantes”) In this sense, Quesnay wrote:  

L'impôt doit donc être pris immédiatement sur le produit net des biens-fonds; car de quelque 

manière qu'il soit imposé dans un royaume qui tire ses richesses de son territoire il est 

toujours payé par les biens-fonds. Ainsi la forme d'imposition la plus simple, la plus réglée, 

la plus profitable à l'Etat et la moins onéreuse aux contribuables, est celle qui est établie 

proportionnellement au produit net et immédiatement à la source des richesses 

continuellement renaissantes.446 

Since all revenue eventually had to originate from the land, the choice of tax is binary: a 

government can either tax “directly”, by assessing a person’s land and the revenue from it, or 

                                                 

443  Oeuvres économiques et philosophiques de F. Quesnay fondateur du système physiocratique, Francfort s/m: 

Joseph Baer & Cie, Libraires-Éditeurs 1888, p. 312. 

444  Roger E. Backhouse, The Penguin History of Economics, London: Penguin Books Ltd 2002, pp. 100-104 

445  See for more elaborate discussions of the Physiocrats and their doctrines, for instance, Henry Higgs, The 

Physiocrats: Six Lectures on the French Économistes of the 18th Century, London: Macmillan and Co, 

Limited 1897. See also Charles Gide and Charles Rist, A History of Economic Doctrines from the Time of 

the Physiocrats to the Present Day, authorized translation from the second revised and augmented edition of 

1913 under the direction of the late Professor William Smart by R. Richards B.A., London: George G. 

Harrap & Company 1915, pp. 1-45. See also Roger E. Backhouse, The Penguin History of Economics, 

London: Penguin Books Ltd 2002, pp. 100-104. 

446  Oeuvres économiques et philosophiques de F. Quesnay fondateur du système physiocratique, Francfort s/m: 

Joseph Baer & Cie, Libraires-Éditeurs 1888, p. 339. 
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“indirectly” by basing tax on other elements. Turgot was reportedly the one who eventually 

added a head tax to the category of direct taxes advocated by the Physiocrats.447 

The influence of the physiocratic doctrine was considerable and at a certain point in time 

Alexander Hamilton declared that the belief of the Founding Fathers in the existence of a 

separate category of direct tax was based on the physiocratic theory. He thus argued during the 

treatment of the Hylton case briefly discussed above:448 

The only known source of the distinction between direct and indirect taxes is in the doctrine 

of the French Oeconomists, Locke and other speculative writers – who affirm that all taxes 

fall ultimately upon land and are paid out of its produce, whether laid immediately upon 

itself or upon any other thing – Hence taxes upon lands are in that System called direct taxes, 

those on all other articles indirect taxes. 

According to this, land taxes only would be direct taxes; but it is apparent that something 

more was intended by the Constitution – on one place a capitation is spoken of as a direct 

tax.449 

Despite the above, the Physiocrats arguably erred in considering agriculture to be the only 

source of wealth. Nor were they right in assuming that all taxes should eventually be borne by 

land (owners). Adam Smith chose another angle, also at the end of the 18th century. Instead of 

basing the distinction direct-indirect on the shifting or incidence of a tax, in his Wealth of 

Nations he looked at the ease with which the government could perceive and tax the activities 

and transactions it wanted to tax.450 He wrote: 

The transference of all sorts of property from the dead to the living, and that of immoveable 

property, of lands and houses, from the living to the living, are transactions which are in 

their nature either public and notorious, or such as cannot be long concealed. Such 

transactions, therefore, may be taxed directly. The transference of stock or moveable 

property, from the living to the living, by the lending of money, is frequently a secret 

transaction, and may always be made so. It cannot easily, therefore, be taxed directly. It has 

been taxed indirectly in two ways; first, by requiring that the deed containing the obligation 

                                                 

447  Edwin R.A. Seligman, The Shifting and Incidence of Taxation, New York: Columbia University Press 1921, 

p. 139, note 1. See also Edwin R.A. Seligman, The Income Tax, New York: The Macmillan Company 1914, 

p. 536. For a few critical remarks, see also, Bruce Ackerman, Taxation and the Constitution, 99 Colum. L. 

Rev. 1 1999. 

448  See Chapter 6.2.4.1. 

449  Hylton v. United States, 3 U.S. (3 Dall.) 171 (1796) as quoted by Bruce Ackerman, Taxation and the 

Constitution, 99 Colum. L. Rev. 1 1999, p. 18.  

450  See also Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, 

Vol. 13, No. 3 (Sep., 1898), pp. 456-458. Smith’s use of terminology is not entirely pure and elsewhere he 

seems to advocate another interpretation. See also Bruce Ackerman, Taxation and the Constitution, 99 

Colum. L. Rev. 1 1999, pp. 18-19.  
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to repay should be written upon paper or parchment which had paid a certain stamp duty, 

otherwise not to be valid; secondly, by requiring under the like penalty of invalidity, that it 

should be recorded either in a public or secret register, and by imposing certain duties upon 

such registration.451 

In the above quotation, Smith links the distinction direct-indirect to the way in which a property 

transfer transaction can be taxed. It seems to be decisive whether the tax is effectively 

determined by and matches an actually perceived property transfer, or – contrarily – whether 

the tax is based on a related circumstance or act, from which a de facto property transfer can be 

inferred, such as the registration of a property.  

 Social, political and normative connotations 

7.2.2.1 Introduction 

In the context of taxes on income (direct) and taxes on consumption (indirect), several authors 

have also pointed out the social, political and normative connotations the distinction 

direct-indirect used to carry.452 Essentially, direct taxes on income were introduced to tax the 

rich, while indirect taxes on consumption should affect the entire population.453 Not 

surprisingly, the consumption basis and the accompanying regressive burden of indirect taxes 

have long been sensitive issues in tax policy. In fact, history shows that the very pursuit of a 

more even distribution of the tax burden and a more balanced distribution of income and wealth 

was usually one of the rationales behind the introduction of various direct taxes.454 

                                                 

451  Adam Smith, The Wealth of Nations, 1776, Book V, Chapter II, Appendix to articles I and II, (Radford, 

VA: Wilder Publications 2008), p. 619. 

452  For instance J. Reugebrink, Directe and indirecte belastingen: een achterhaalde classificatie?, in: A.K.P. 

Jongsma and J. Verburg, Cyns en Dyns. Opstellen aangeboden aan prof. mr. H.J. Hofstra, Deventer: Kluwer 

1975, p. 132.  

453  See also Chapter 1.5 about the excises taxes under the Dutch 1821 System Act. 

454  See also P.J.A. Adriani, De sociale beteekenis van het belastingrecht (inaugural address Amsterdam), 

Zwolle: N.V. Uitgevers-maatschappij W.E.J. Tjeenk Willink 1938, p. 7 et seq. It should be noted that even 

before the 20th century taxes in, e.g., the Netherlands were levied on, inter alia, inherited property. See H. 

Schuttevâer, De Nederlandse Successiewetgeving: Civiel- en fiscaalrechtelijke beschouwingen over de 

verkrijgingen door erfrecht of schenking, Deventer: Æ. E. Kluwer 1967, pp. 31-32 and 35-36. On other 

direct State taxes in the Netherlands, see also H. Vording, Tweehonderd jaar rijksbelastingen in trends en 

thema’s, in: H. Vording (ed.), Tweehonderd jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 42-

57. 
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7.2.2.2 Taxation in the New World: direct taxes as a response to the rise of large 

fortunes 

The development of taxation in the New World provides a vivid example. When in the late 

eighteenth century US Secretary of the Treasury Alexander Hamilton initiated a system of 

indirect taxation in the US federal tax system, one critic feared that “the time will come when 

the poor man will not be able to wash his shirt without paying a tax.”455 Similarly, the American 

economist Ely explicitly linked indirect taxes to pauperism, despotism, aristocracy and 

monopolies.456  

In American tax literature, such objections to the regressive nature of taxes on consumption and 

the rise of large fortunes are considered a prelude to the introduction of the US corporate tax in 

1909, the passing of the 16th Amendment to allow for a personal income tax in 1913, and the 

enactment of the modern estate tax in 1916.457 Avi-Yonah, for example, relates how the 

post-Civil War industrialization and urbanization of the United Stated had led to a shift from a 

predominantly agrarian society to one of large industrial corporations and an accompanying 

rise in inequalities of income and wealth.458 At the time, the federal government mainly relied 

on a system of tariffs, which were not only regressive, but also benefited the Northeastern 

manufacturing centers at the expense of the agriculturally oriented Southern and Western 

states.459 This imbalance reportedly fueled the introduction of new taxes. As Avi-Yonah 

observes,  

[…] the principal motive for the corporate-level tax was to reach the shareholders, most of 

whom were precisely the kind of rich individuals who were able to escape the state-level 

personal property tax and whose corporations benefited from the high tariffs.460 

                                                 

455  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 8. 

456  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, 

pp. 82-87. 

457  Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, p. 11. See also: Reuven 

S. Avi-Yonah, Corporations, Society, and the State: A Defense of the Corporate Tax, 90 Va. L. Rev 1193 

2004 and Marjorie E. Kornhauser, Corporate Regulation and the Origins of the Corporate Income Tax, 66 

Ind. L.J. 53 1990-1991. 

458  Reuven S. Avi-Yonah, “The Three Goals of Taxation”, 60 Tax L. Rev 1 2006-2007, p. 11 and the literature 

cited there. 

459  Reuven S. Avi-Yonah, Corporations, Society and the State: A Defense of the Corporate Tax, 90 Va. L. Rev. 

1193 2004, pp. 1213-1214. 

460  Reuven S. Avi-Yonah, Corporations, Society and the State: A Defense of the Corporate Tax, 90 Va. L. Rev. 

1193 2004, p. 1214. 
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In 1916 US President Theodore Roosevelt defended the necessity to tax extremely high capital 

incomes and capital transfers as follows: 

It is important to this people to grapple with the problems connected with the amassing of 

enormous fortunes, and the use of those fortunes, both corporate and individual, in business. 

We should discriminate in the sharpest way between fortunes well-won and fortunes ill-won; 

between those gained as an incident to performing great services to the community as a 

whole, and those gained in evil fashion by keeping just within the limits of mere law-honesty. 

Of course no amount of charity in spending such fortunes in any way compensates for 

misconduct in making them. As a matter of personal conviction, and without pretending to 

discuss the details or formulate the system, I feel that we shall ultimately have to consider 

the adoption of some such scheme as that of a progressive tax on all fortunes, beyond a 

certain amount either given in life or devised or bequeathed upon death to any individual–a 

tax so framed as to put it out of the power of the owner of one of these enormous fortunes to 

hand on more than a certain amount to any one individual; the tax, of course, to be imposed 

by the National and not the State government. Such taxation should, of course, be aimed 

merely at the inheritance or transmission in their entirety of those fortunes swollen beyond 

all healthy limits.461 

At the time, the impact of dynastic wealth on democracy was also a major concern. Repetti 

points out that the prominent economist Irving Fisher favored the adoption of a federal estate 

tax in 1916 “to help curb the ‘danger of an hereditary plutocracy’ to ‘democratic ideals.’”462 

When the tax was first introduced in 1916, a $ 50,000 exemption was allowed for residents. 

Tax rates were progressive and ranged from 1% on the first $ 50,000 above the exemption to 

                                                 

461  Theodore Roosevelt, The man with the Muck-Rake, speech held on April 14, 1906, 

http://voicesofdemocracy.umd.edu/theodore-roosevelt-the-man-with-the-muck-rake-speech-text/ (accessed 

November 17, 2017.) On large estates, inheritances, gifts and the taxes levied on them, see also, e.g., Reuven 

S. Avi-Yonah, Why Tax the Rich? Efficiency, Equity, and Progressive Taxation, 111 Yale L.J. 1391 (2002); 

Edward J. McCaffery, The Uneasy Case for Wealth Transfer Taxation, 104 Yale L.J. 284 1995-1995; 

Michael J. Graetz, To Praise the Estate Tax, Not To Bury It, The Yale Law Journal, Vol. 93, No. 2 (Dec., 

1983), pp. 259-286; Anne L. Alstott, The Uneasy Liberal Case Against Income and Wealth Transfer 

Taxation: A Response to Professor McCaffery, 51 Tax L. Rev. 371 1995-1996; Anne L. Alstott, Equal 

Opportunity and Inheritance Taxation, 121 Harv. L. Rev. 469 (2007); Deborah M. Weiss, Commentary: 

Liberal Estate Tax Policy, 51 Tax L. Rev. 403 1995-1996; Eric Rakowski, Can Wealth Taxes be Justified, 

53 Tax L. Rev 263 1999-2000; Reginald Mombrun, Let’s Protect Our Economy and Democracy from Paris 

Hilton: The Case for Keeping the Estate Tax, 33 Ohio N.U. L. Rev 61 2007; James R. Repetti, Democracy 

and Opportunity: A New Paradigm in Tax Equity, 61 Vand. L. Rev. 1129; C. Ronald Chester, Inheritance 

and Wealth Taxation in a Just Society, 30 Rutgers L. Rev 62 1976-1977; Martin J. McMahon Jr, The 

Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004); Richard Schmalbeck, The Death of the 

Efficiency-Equity Tradeoff?: A Commentary on McMahon’s Matthew Effect and Federal Taxation, 45 

B.C.L. Rev. 1145 (2004), James R. Repetti, Should We Tax the Gratuitous Transfer of Wealth? An 

Introduction, 57 B.C. L. Rev. 815, 2016; Paul R. Caron, The One-Hundredth Anniversary of the Federal 

Estate Tax: It’s Time to Renew Our Vows, 57 B.C. L. Rev 823 2016; Jennifer Bird-Pollan, Why Tax Wealth 

Transfers?: A Philosophical Analysis, 57 B.C. L. Rev. 856 2016. 

462  James R. Repetti, Should We Tax the Gratuitous Transfer of Wealth? An Introduction, 57 B.C. L. Rev. 815, 

p. 816 quoting Irving Fisher, Some Impending National Problems, 24 J. Pol. Econ. 694, 711 (1916). 
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10% on portions exceeding $ 5,000,000.463 Repetti further recalls how in 1935, US President 

Franklin D. Roosevelt “proposed expending transfer taxes because he felt that large 

accumulations of wealth ‘amount to the perpetuation of great and undesirable concentrations of 

control in a relatively few individuals over the employment and welfare of many, many 

others.’”464 

7.2.2.3 Direct taxes and democracy 

Direct taxes have on numerous occasions been linked to limiting economic inequality and to 

democracy. In his 1914 study of the history, theory and practice of income tax in the United 

States and abroad, Seligman, for instance, concluded that “[w]ithout prejudicing the question 

whether it should be a state or a federal tax, it is difficult to escape the conclusion that some 

form of income taxation is needed to redress existing inequalities.”465 He later added that the 

adoption of an income tax would “in all probability make a reform of our entire system of state 

and local taxation more easy of accomplishment”466 and noted that “wherever we find the 

spread of democracy, we find the growth of income taxation.”467  

More recently, in the Netherlands, Gribnau makes a similar observation, noting that in the early 

twentieth century “democratic equality demanded ‘economic justice’, which was reflected in, 

among other things, the call for a more just distribution of the tax burden.”468 Vording shows 

that ideas about the purpose and design of an income tax are a response to this call, not only 

between the deciles, but also within the highest levels of the income scale system:  

                                                 

463  Darien B. Jacobson, Brian G. Raub, and Barry W. Johnson, The Estate Tax: Ninety Years and Counting, 

SOI Bulletin 2007, p. 120. Available at https://www.irs.gov/pub/irs-soi/ninetyestate.pdf (accessed 

November 17, 2017). 

464  James R. Repetti, Should We Tax the Gratuitous Transfer of Wealth? An Introduction, 57 B.C. L. Rev. 815, 

p. 816 quoting Franklin D. Roosevelt, Message to Congress (June 19, 1935), in: H.R. Rep. No. 74-1681, at 

2 (1935), reprinted in 1939-1 C.B. (pt. 2) 642, 643. 

465  Edwin R.A. Seligman, The Income Tax A Study of the History, Theory and Practice of Income Taxation at 

Home and Abroad, New York: The MacMillan Company 1914, pp. 640-641. 

466  Edwin R.A. Seligman, The Income Tax A Study of the History, Theory and Practice of Income Taxation at 

Home and Abroad, New York: The MacMillan Company 1914, p. 642. 

467  Edwin R.A. Seligman, The Income Tax A Study of the History, Theory and Practice of Income Taxation at 

Home and Abroad, New York: The MacMillan Company 1914, pp. 642. 

468  J.L.M. Gribnau, Tweehonderd jaar belastingwetenschap, in: H. Vording (ed.), Tweehonderd jaar 

Rijksbelastingen, The Hague: Sdu Uitgevers 2015, p. 224. See also Hans Gribnau and Henk Vording, The 

Birth of Tax Law as an Academic Discipline (February 1, 2017). Available at SSRN: 

https://ssrn.com/abstract=2919003. 
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The purpose is becoming increasingly clear: achieving a better balance in distributing the 

burden. That balance does not only concern the distribution of the burden between high and 

low incomes, but also, within the higher-income group, between those (such as entrepreneurs 

and landowners) who in the current direct tax regime are assessed as such and those (such 

as rentiers) who, at comparable incomes, contribute significantly less.469 

Vording also points to a connection between suffrage based on tax assessment and tax 

reform,470 and he observes that one of the reasons for introducing Pierson’s bifurcated income 

tax of 1892 was to abolish or reduce the then current excise duties, as was also discussed in 

Chapter 1.471 

7.2.2.4 Stealth or out in the open? 

Taxes on income and capital have thus been justified as a means to slow down the growth of 

concentrations of wealth, to promote a more equal distribution of wealth, and to mitigate the 

economic, political and social power of the elite.472 On the other hand, indirect taxes have been 

described as antisocial levies473 and have been associated with pauperism, despotism, 

aristocracies and monopolies and even class warfare.474 Especially the fact that many people 

are unaware that they are paying such taxes on consumption – which are an undistinguishable 

part of the commodity price they pay – has been said to create little discontent among the public 

and to make them a powerful tool in the hands of an evil genius. In the words of Ely: 

                                                 

469  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, p. 48. 

470  H. Vording, Tweehonderd jaar rijksbelastingen in trends en thema’s, in: H. Vording (ed.), Tweehonderd 

jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 47-54. 
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jaar Rijksbelastingen, The Hague: Sdu Uitgevers 2015, pp. 47-54. 

472  See generally Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, Reuven S. 

Avi-Yonah, Corporations, Society, and the State: A Defense of the Corporate Tax, 90 Va. L. Rev 1193 2004 
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The Uneasy Case for a Wealth Tax as a Means to Mitigate Inequality, 42 Intertax 10 (2014) and the literature 

cited there. 

473  J. Reugebrink, Directe en indirecte belastingen: een achterhaalde classificatie?, in: A.K.P. Jongsma and J. 

Verburg, Cyns en Dyns. Opstellen aangeboden aan prof. mr. H.J. Hofstra, Deventer: Kluwer 1975, p. 132. 

474  Richard T. Ely, Taxation in American States and Cities, New York : Thomas Y Crowell & Co. 1888, pp. 

82-87 and Calvin H. Johnson, Fixing The Constitutional Absurdity of The Apportionment of Direct Tax, 21 

Const. Comment. 295 2004, pp. 342 and 347. 
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Indirect taxes are imposed on people without creating so much discontent as direct taxes and 

without occasioning so close a scrutiny of the method in which the proceeds of taxation are 

expended, because the mass of men do not realize that they pay taxes every time they 

purchase dry goods or groceries. Indirect taxes are an underhanded kind of taxation. It is not, 

then, surprising that they are in the minds of many identified with despotism and aristocracy, 

while there is a growing opposition on the part of enlightened democracy – an opposition 

which undoubtedly goes too far at times.475 

Direct taxes, by contrast, are not paid that stealthily and frequently they are not collected bit by 

bit. Instead, they often require a conscience effort to be paid and collected. Various authors 

have stressed the strong sense of citizenship and political involvement such taxes require and 

can entail. Again quoting Ely: 

Direct taxes are perceived by tax-bearers as well as tax-payers. When a man is accosted by 

the tax-collector with a demand for a tax of two per cent on the selling value of his house, 

his attention is thereby called in a most emphatic manner to the operations of government, 

and increased expenditures, involving an additional burden of taxation on lands, houses, or 

income, promote an inquiry into these operations and a watchfulness over them. [...] One of 

the most marked and most important distinctions between direct and indirect taxation is that 

the former tends to encourage good citizenship, while the latter cultivates a careless and 

indifferent attitude with respect to public affairs.476 

In his famous Essays in Taxation, Seligman therefore praises direct taxes as a signpost of social 

and moral development: 

The readiness to share in the public burdens out of one’s property presupposes a far higher 

social ethics and a far more complex society than was possible in the simple conditions when 

every one was willing to take part in the defence of the village or the repair of the roads. 

Interests have now become specialized. It needs a far greater sense of civic obligation to 

submit cheerfully to direct property taxation than was necessary in primitive times for the 

putting forth of mere personal exertions.477 

This was different in the late Middle Ages, when a shift to indirect taxation could be typified 

as a response to the tax immunity of the elite and to achieve a more equal tax treatment, as was 

also discussed in Chapter 1.478 Again quoting Seligman: 

Curious as it may seem, indirect taxes were advocated in the later middle ages as a means of 

introducing not inequality, but equality, of taxation. This was owing to the fact that the 

privileged classes on the continent had succeeded in securing virtual immunity from 

                                                 

475  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, p. 85. 

476  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, p. 87-

88 (footnotes omitted). 

477  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 4. 

478  See also the Prologue (Chapter 1). 
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taxation. The nobles were largely exempted from the land tax, while the clergy and the 

wealthier citizens in general were able to a large degree to purchase freedom from the tax 

burden. What was more natural than that the statesmen and tax reformers should attempt to 

make them pay something through taxes on their expenditure, which they could not well 

escape? Their plan, it is true, no longer took the shape simply of taxes on the necessaries of 

life; it was now expanded into the single tax on all expense which would reach the rich as 

well as the poor. This was the idea of Colbert; and it has been the idea from the time of 

Hobbes and Petty of all enthusiasts for indirect taxation in England, and of many writers in 

Germany, in France and in Italy. To-day we are clamoring for the abolition of indirect 

taxation; formerly the reformers clamored for a single universal indirect tax. The 

explanation, as we see, is simple.479 

 Consideration 

The preceding anthology shows that in the course of (modern) history, several known and less 

known authors turned their attention to the distinction direct-indirect and that in different ways 

attempts were made to unravel this Gordian tax knot, which has been open to multiple 

interpretations since time immemorial.480  

Some of these interpretations seem to be based on certain background assumptions. The 

Physiocrats, for instance, held all taxes ultimately fall on land and could most easily, orderly 

and cheaply be collected directly from it and its net product. Other taxes would be onerous. 

Adam Smith based a distinction on the way in which a property transaction can be perceived 

and taxed. Other interpretations are made in light of a certain image of mankind and society. 

Ely and Seligman have, for instance, pointed out the normative, social connotations the 

distinction used to carry. Direct taxes – on income and wealth – were introduced to slow down 

the rise of large fortune and to offset the regressive nature of taxes on consumption. They can 

also be linked to democracy. Indirect taxes, on the other hand, have been dubbed antisocial 

levies and have been associated with pauperism, despotism, aristocracies, monopolies and class 

warfare. Especially the fact that such taxes on consumption are often collected stealthily has 

been lamented. 

This variety of interpretations warrants further focus on the “how” of distinction direct-indirect. 

The next sections therefore take a closer look at these and other interpretations, which – roughly 

speaking – can be made on a legal, an administrative and on an economic basis.  

                                                 

479  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 8. 

480  A comprehensive, in-depth historical treatment is beyond the scope of this dissertation. Any interested 

reader can refer to the literature referenced in this chapter. 
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 Legal and administrative classifications 

 Introduction 

In literature various ways to classify taxes as direct and indirect have been described. Roughly 

speaking, three ways to classify taxes accordingly have arisen: authors have shed a legal, an 

administrative and an economic light on the matter. This Section discusses the former two. The 

economic interpretation of the dichotomy is discussed in Section 7.4. 

 Designated as such by the legislator 

According to the letter of the law, the denominator direct tax covers any tax which the legislator 

designates as such.481 In Dutch legislation, the formula “under the name […] a direct tax is 

levied […]” (unofficial translation) is used to denote this legal classification.482 For instance, 

Article 1 of the Dutch Corporate Income Tax Act 1969 (Wet op de vennootschapsbelasting 

1969) reads (unofficial translation): 

Art. 1. Under the name ‘corporate income tax’ a direct tax is levied from the entities 

mentioned in Articles 2 and 3.483 

Chapter 6.1 already discussed that this – legal – distinction was historically relevant for 

application of, for instance, specific interpretation rules to enforce the proper levy. Similar 

designations can be found in other countries’ national legislations. For instance, In the United 

States, The Direct Tax Law, the act for the collection of taxes in insurrectionary districts, etc 

of 5 August 1861 stated: 

Sec. 8. And be it further enacted, That a direct tax of twenty million dollars be, and is hereby, 

annually laid upon the United States, and the same shall be and is hereby apportioned to the 

States, respectively, in the manner following: […]. 

                                                 

481  E.g. L.G.M. Stevens, Elementair Belastingrecht, Deventer: Kluwer 2009, p. 27 and M.J.H. Smeets, De 

economische betekenis van de belastingen, Amsterdam: L.J. Veen’s Uitgeversmaatschappij 1951, p. 39. 

482  In Dutch: “Onder de naam […] wordt een directe belasting geheven […].”  

483  In Dutch: “Onder de naam ‘vennootschpasbelasting’ wordt een directe belasting geheven van de lichamen 

vermeld in de artikelen 2 en 3.” 
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Consistent application of this system of legal classification would result in any tax not 

designated as “direct” to be indirect by definition.484 In 1951 Smeets observed in this respect 

(unofficial translation): 

A tax is indirect from a tax law perspective if the respective tax act does not designate it as 

‘direct’. Examples: VAT, payroll tax, dividend withholding tax, inheritance tax, excise 

duties, etc.485 

I doubt whether this view is still valid today. Applying this criterion to a random collection of 

Dutch tax laws, only the Wage Tax Act 1964 (Wet op de loonbelasting 1964), the Corporate 

Income Tax Act 1969 (Wet op de vennootschapsbelasting 1969), the Dividend Withholding 

Tax Act 1965 (Wet op de dividendbelasting 1965) and the Betting and Gaming Tax Act 1961 

(Wet op de kansspelbelasting 1961) would be classed as direct taxes. Hence all other taxes, 

including income tax, would be categorized as indirect. In my view this outcome is not only 

contrary to common parlance, but certainly also at odds with the legislator’s customs and 

intentions. I find it rather remarkable, for instance, that the Dutch Income Tax Act 2001 – other 

than its predecessor, the Income Tax Act 1964 – is no longer explicitly indicated as a direct 

tax.486 Albregtse seems to conclude this tax would consequently no longer be a direct tax.487 I 

do not share this view. In my opinion, legislative history proves otherwise: in the parliamentary 

debates on the Income Tax Act 2001, no substantive changes were said to be sought with 

cancellation of the words “direct tax”.488 This means the Dutch personal income tax is still 

meant to be a direct tax, even without the legal designation. Moreover, the tax still shares the 

main characteristics of an income tax (see Chapters 7.5 and 9.3.3). These anomalies illustrate 

                                                 

484  See also M.J.H. Smeets, Directe en indirecte belastingen (Vervolg), Weekblad der belastingen, No. 3943 (4 

juni 1949), p. 185 and C.L. van Lindonk, Belastingrecht in Leiden, Arnhem: Gouda Quint 1993, p. 4. 

485  M.J.H. Smeets, De economische betekenis van de belastingen, Amsterdam: L.J. Veen’s 

Uitgeversmaatschappij 1951, p. 39. In Dutch: “Een belasting is fiscaalrechtelijk indirect, indien zij in de 

desbetreffende belastingwet niet als “direct” is aangewezen. Voorbeeld: omzetbelasting, loonbelasting, 

dividendbelasting, successierecht, accijnzen, enz.”  

486  Article 1, first sentence of the Dutch Income Tax Act 1964 read, insofar as relevant: “Onder de naam 

‘inkomstenbelasting’ wordt een directe belasting geheven […].” (Unofficial translation: “Under the name 

‘income tax’ a direct tax is levied […].”) Article 1.1 of the Dutch Income Tax Act 2001 reads: “Onder de 

naam inkomstenbelasting wordt een belasting geheven van natuurlijke personen.” (Unofficial translation: 

“Under the name income tax a tax is levied from individuals.”) 

487  D.A. Albregtse, Cursus Belastingrecht (Inkomstenbelasting), 1.0.1.B, Deventer: Gouda Quint BV (loose-

leaf). 

488  See Explanatory Memorandum (memorie van toelichting), Parliamentary documents II 1998/99, 26 727, 

No. 3 (Explanatory Memorandum), p. 73, where the following is stated (unofficial translation): “The lapse 

of the term ‘direct taxes’ does not intend to indicate a substantial change. Article 31 of the State Taxes Act 

continues to apply.” 
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that the legal classification is not applied consistently by the legislature. Tax classification 

therefore demands a more principled approach. This leads me to conclude that the legal 

designation cannot be of significant importance as a method of tax classification.  

What is more, as the above illustrates, the legal classification of a tax as “direct” is surrounded 

by uncertainty. After all, besides the wish for certain legal consequences to apply, it is in no 

way clear what the legislature would base this legal distinction on. In my view, the legislature 

may be assumed to be guided by clear-cut criteria in the legislative process to avoid 

arbitrariness, at least one would hope so. Still, I submit, in its arbitrariness may well be the 

strength of this classification, at least from a legislator’s point of view: the legislature has the 

discretion to classify a tax as direct as circumstances require. But such arbitrariness and 

discretion on the legislator’s part make this legal designation unsuitable as a method for 

universal and all-encompassing tax classification.  

 Administrative and departmental classifications 

7.3.3.1 Discussion 

Historically, the dichotomy direct-indirect was administratively relevant within the 

organization of the tax administration.489 In the Netherlands, those taxes that fell within the 

competence of the Administration of Direct Taxes (Administratie der directe belastingen) were 

classified as direct. All taxes that came under any other administration were indirect. These 

were the Administration of Customs and Excises (Administratie der Invoerrechten en 

Accijnzen) and the Administration of Registration and Public Domains (Administratie der 

Registratie en Domeinen).490  

Adriani shows that this departmental classification was not limited to the Netherlands: France, 

for instance, had l’Administration des contributions directes, l’Administration de 

l’Enregistrement, des Domaines et du Timbre, l’Administration des contributions indirectes 

                                                 

489  E.g. P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, 

Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 142. 

490  P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, 

Amsterdam: L.J. Veen’s Uitgeversmij 1954, pp. 142-143. 
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and l’Administration des Douanes. Prussia had a similar classification: “Indirekte Steuern sind 

solche, die von grünen, direkte solche, die von nicht grünen Beambten eingezogen werden.“491 

This administrative division particularly is historically relevant now that it is based on the way 

in which the tax authorities (used to) organize their activities.492 However, in my view, it does 

not constitute a solid basis for a functional and universal classification, particularly because the 

criteria on which this departmental classification is based are vague, if not entirely absent, and 

on top of that, they can (and will) vary per country and over time. This classification method 

is, therefore, too country specific and too much a product of its time. It cannot be applied 

universally. 

Another distinctive criterion also is an administrative one that does have some political 

relevance, too. Both in and outside the Netherlands, taxes that were periodically levied by name 

according to assessment rolls (kohieren) were classified as direct. All other taxes would 

consequently be indirect.493 By analogy, to characterize direct taxes from a legal perspective 

they were described as taxes for which “assessments [are; LWDW] imposed which are collected 

under an assessment roll.” (unofficial translation)494  

Here, too, it takes only a little good will to hear the voice of the Physiocrats. For instance, an 

instruction by the French Constituent Assembly in January 1790 defined direct taxes as follows: 

Toute imposition foncière ou personelle, c’est-à-dire assise directement sur les fonds de terre 

ou assise directement sur les personnes, qui se lève par les voies du cadastre ou des rôles de 

cotisations, et qui passe immédiatement du contribuable cotisé au percepteur […].495 

                                                 

491  P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, 

Amsterdam: L.J. Veen’s Uitgeversmij 1954, pp. 142-143. Unofficial translation: “Indirect taxes are those 

that are collected by green officials, direct taxes are collected by non-green officials.” 

492  Thus also H.J. Hofstra, Inleiding tot het Nederlands Belastingrecht, Deventer: Kluwer 1986, p. 34.  

493  H.J. Hofstra, Inleiding tot het Nederlands Belastingrecht, Deventer: Kluwer 1974, p. 38. 

494  P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, 

Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 144. The official Dutch text reads: “directe belasting noemt 
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495  M. Block, Dictionnaire de l’administration française (2nd edition), Paris 1881, p. 636, as quoted by Charles 

J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, No. 3 

(Sep., 1898), p. 449. The quotation included here also seems to refer to the head tax. 



7. Direct and indirect taxes: how to distinguish? 

p. 147 

Bullock observes that so a new dimension was added to this Physiocratic perspective by 

referring to “les voies du castre ou des rôles de cotisations.”496 He further reports how the 

same idea was further developed in the French Code des Contributions Directes of 1811.497  

From the administrative point of view, the periodic nature of the tax (usually a fiscal year) and 

its imposition or assessment according to assessment rolls are characteristic of direct taxation. 

Adriani, for example, mentions that three criteria should be met for a tax to be direct: taxable 

year, assessment and assessment role (belastingjaar, aanslag, kohier).498 If one of these 

elements were lacking, the tax would be indirect. Bullock speaks of indirect taxes that are levied 

“only under certain circumstances or situations, and by means of tariffs or schedules of 

charges.”499 

                                                 

496  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), p. 449. 

497  Bullock does not mention the adjective “directes”. However, on closer observation of the mentioned code 

itself, which was published in two volumes, this word was found to be part of the title as well. See: Code 

des Contributions Directes. Tome Premier, Contenant l’Exposition des principes, avec des instructions 

particulières sur les divers objets que ces Contributions embrassent. Paris: de l’Imprimerie de Valade 1811. 

See also Code des Contributions Directes. Tome Second, Contenant les Lois rendues sur les Contributions 

depuis 1789 jusqu’a 1811, avec des Notes de concordance, indicatives des changemens que leurs 

dispositions ont successivement éprouvé, Paris: de l’Imprimerie de Valade 1811.  

In the first part of book 1, entitled “notions générales sur les contributions”, the distinction between direct 

and indirect taxes is explicitly addressed. According to the wording of this tax code direct taxes were levied 

directly from landed properties and from persons by way of assessment roles or paid by name. Direct taxes 

encompassed the property tax, the personal tax, the tax on movables and taxes on windows, doors and 

patents: “Les contributions publiques se divisent en directes et indirectes. Les contributions directes sont 

assises directement sur les fonds de terres ou sur les personnes, et elles se lèvent par des rôles où les 

contribuables sont nominativement cotisés. Cette classe comprend la contribution foncière, la contribution 

personnelle et mobilière, celles des portes et fenêtres et les patentes.” (p. 3.) 

Indirect taxes were levied by virtue of tariffs, without denomination of any persons, on production, sales, 

transport and the import of various consumer goods. Such taxes were advanced by producers, retailers and 

transporters and were indirectly paid by the consumer. Examples were excises on drinks, tobacco, taxes on 

playing cards, cars, customs duties and stamp duties: “Les contributions indirectes se perçoivent en vertu 

de tarifs, sans dénominations des personnes. Elles sont assises sur la fabrication, sur la vente, le transport et 

l’introduction de plusieurs objets de consommation, dont le montant, avancé par le fabriquant, le marchand, 

le voiturier, est supporté indirectement par le consommateur, etc. Cette classe renferme les droits sur les 

boissons, sur les tabacs, sur les cartes, sur les voitures, ceux de douane, d’enregistrement, de timbre, laquelle 

celui-ci serait soumis, se trouverait toujours ; dans un nombre d’années prises au hasard, plus faible que la 

somme des contributions variables.” (pp. 3-4). 

498  P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, 

Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 144. See also M.J.H. Smeets, Directe en indirecte belastingen 

(Vervolg.), Weekblad der belastingen, No. 3943 (4 June 1949), pp. 185-186. 

499  For instance, a tax relating to the acquisition of certain goods or services. See Charles J. Bullock, Direct and 

Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, No. 3 (Sep., 1898), p. 463. 
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The administrative distinction discussed here is not free from criticism. Adriani observed that 

the term “fiscal year” is not immediately clear because it can be interpreted differently for 

different taxes.500 Moreover, in certain cases, the fiscal year will coincide with the calendar 

year, but this is certainly not always the case.501 He further observes that assessments roles are 

of merely administrative and organizational importance and notes that the criterion of 

periodicity can occasionally lead to under-inclusivity, since it would be difficult to categorize 

one-off levies (heffingen ineens) and capital accretions taxes. Smeets points out that this 

objection was accommodated in the past by classing one-off or one-time capital levies go as 

direct taxes under a legal fiction.502 Finally, it could be added that the periodicity criterion 

would also classify aperiodic taxes, such as the gift and inheritance tax and the lottery tax as 

indirect, which – in my view – is not in line with common tax parlance and is at odds with the 

legislator’s legal designation of the lottery tax (see Subsection 7.3.2).  

Furthermore, Bullock and also to some extent Adriani note that – in their days – the powers to 

impose assessments and collect taxes no longer necessarily vested in a single person, and 

administrative procedures are an external element unrelated to the intrinsic nature and economic 

effects of the tax system itself.503 The reference to the assessment rolls is merely technical 

illustrative of the way in which a national tax administration sets up – or used to set up – its 

organization. Its value as an international comparator can then be doubted, as Reugebrink has 

noted.504 Hardly surprisingly, in the past these and other authors have – in my view rightfully – 

                                                 

500  P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, 

Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 144. 

501  Under article 7, fourth paragraph of the Dutch CITA 1969, the concept of year for corporate income tax 

purposes is generally understood to mean a financial or calendar year. An exception to this rule is made, for 

instance, when a taxpayer is consolidated in a fiscal unity during the year. 

502  The relevant statutory provision contained the phrase “als een directe belasting wordt beschouwd” 

(“regarded as a direct tax”), according to M.J.H. Smeets, De economische betekenis van de belastingen, 

Amsterdam: L.J. Veen’s Uitgeversmaatschappij 1951, p. 40. 

503  Charles J. Bullock, Direct and Indirect Taxes in Economic Literature, Political Science Quarterly, Vol. 13, 

No. 3 (Sep., 1898), p. 464 and P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en 

ontwikkeling. Eerste deel, Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 144 

504  J. Reugebrink, Directe en indirecte belastingen: een achterhaalde classificatie?, in: A.K.P. Jongsma and J. 

Verburg, Cyns en Dyns. Opstellen aangeboden aan prof. mr. H.J. Hofstra, Deventer: Kluwer 1975, 

p. 131-132. 
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denied this administrative classification any and all right to exist.505 Therefore, it cannot serve 

as a universal basis for tax classification. 

7.3.3.2 Summary 

Two administrative and departmental classification methods have been discussed. The first 

classification is based on the way tax authorities (used to) organize their departments. In my 

opinion this method is unfit for universal tax classification for two reasons. Not only does it fail 

to reveal the criteria on which it is based, but also – more importantly – the organization of the 

tax authorities varies per country and over time. This renders this classification method too 

country-specific and too time-bound for universal and all-encompassing tax classification. 

The second classification discussed is based on the way taxes are levied: direct taxes are 

periodically levied by name according to assessment roles. Indirect taxes are levied by virtue 

of tariffs and without denomination of any individual. In my view, this classification is, again, 

too country-specific and too time-bound to be universally applicable. After all, the use of 

assessment roles is merely illustrative of the way tax authorities in a given country (used to) set 

up their activities. This obviously hampers international comparison. Moreover, as 

organizations are likely to change, this classification’s temporal importance is relative. 

Therefore, this approach cannot suffice for universal and all-encompassing tax classification 

 Consideration 

The above subsections show that no clear-cut and airtight criteria for universally classifying a 

tax as direct or indirect seem to be discernible from a legal or administrative and departmental 

perspective.  

The legal distinction rather seems to be based on a (possibly) arbitrary and discretionary 

legislative choice as regards the occurrence of procedural-law consequences. It was argued that 

such arbitrariness and discretion on the legislator’s part make this designation unfit for universal 

and all-encompassing tax classification.  

                                                 

505  For instance M.J.H. Smeets, Aantekeningen over de theorie der Belastingen, Tilburg: H. Gianotten 1950, 

p. 94. Smeets takes the same position in M.J.H. Smeets, De economische betekenis van de belastingen, 

Amsterdam: L.J. Veen’s Uitgeversmaatschappij 1951, p. 41. See also Brandsma, Scheltens, Huiskamp, 

Hofstra and Niessen, as referenced in Chapter 6.1.  
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Administrative and departmental classification methods are based on the way tax authorities 

organize (or used to organize) their departments and activities. It was argued that these 

classification methods are too country-specific and too time-bound to provide a universal, 

all-encompassing classification.  

So from a legal and administrative perspective there are several ways to class taxes as direct or 

indirect. However, in my view, none of these classifications suffice as a standard for universal 

tax classification. A different approach is therefore worth investigating.  

Tax law elements will obviously be viewed from a legal and administrative perspective but an 

economic approach may shed light on things as well. This likewise applies to the classification 

of taxes as direct or indirect. The economic perspective will be discussed in the next section. 
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 Economic classifications 

 Tax incidence 

The distinction between direct and indirect not only has a legal but also an economic 

interpretation. Historically, economists tend to relate the distinction direct-indirect to the 

distribution of the tax burden and the question who actually pays a tax, also called incidence of 

a tax.506  

Tax incidence can be divided into the statutory and economic incidence of a tax. The term 

statutory incidence of a tax indicates who is legally responsible to pay the tax to the tax 

authorities. The statutory taxpayer may, however, shift the tax onto someone else. 

Consequently, the person remitting the tax to the tax authorities need not be the person who 

really pays the tax by bearing its burden. The term economic incidence is used in this respect 

to indicate the change in the distribution of real private income caused by the tax. The statutory 

and the economic incidence need not be equal because taxes change behavior and relative 

prices.507  

Incidence and tax shifting are the spider in the web of tax classification on economic grounds. 

From this perspective, direct taxes are those levied from individuals who effectively bear the 

burden. The statutory and economic incidence are thus on the same person. Indirect taxes, 

however, are borne by someone else than the statutory taxpayer. The economic and statutory 

incidence are thus on different persons. Due and Friedlaender write the following about this: 

Some taxes – often called direct taxes – reduce the real incomes of the persons who pay them 

to the government (…). Other taxes may be shifted from some persons to others, [those] 

believed to be shifted in this fashion are called indirect taxes.508 

                                                 

506  See also Willem Vermeend, Rick van der Ploeg and Jan Willem Timmer, Taxes and the Economy: A Survey 

of the Impact of Taxes on Growth, Employment, Investment, Consumption and the Environment, 

Cheltenham: Edward Elgar 2008, pp. 61-62 and Harvey S. Rosen, Public Finance (sixth edition), Boston: 

McGraw-Hill/Irwin 2002, p. 254. 

507  See, e.g., Don Fullerton and Gilbert E. Metcalf, Tax Incidence, in: A.J. Auerbach and M. Feldstein (eds.), 

Handbook of Public Economics, Volume 4, 2002 Elsevier Science, p. 1789. See also Katri Kosonen, 

Regressivity of environmental taxation: myth or reality?, European Commission Taxation Working Paper 

N. 32 – 2012, p. 1. 

508  John F. Due and Ann F. Friedlaender, Government Finance: Economics of the Public Sector, Homewood, 

IL: Richard D. Irwin 1973, p. 229. 
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The strength of this classification seems to lie in its simplicity. If taxes could be classified as 

direct or indirect based on the shifting criterion, this distinction would be very practicable. But 

appearances are deceiving. Shifting as such is an impalpable phenomenon and little can be said 

about this process in advance. In my opinion, this criterion can as a result not be used for 

universal and comprehensive tax classification. There are two particular reasons why I think 

this is so.  

First of all, little is known about who actually and effectively bears the burden of tax. In their 

contribution to the Mirrlees Review, Crawford, Smith, and Keen, for instance point out a lack 

of hard evidence for the incidence of taxes, especially for broad-based commodity taxes. They 

therefore simply assume the incidence of such taxes to be fully on consumers. For the longer 

run, they claim, this may not be unreasonable.509 A review by of theoretical and empirical 

literature on the impact of the VAT on price-setting behavior by The Institute for Fiscal Studies 

likewise observes various and differing price reactions to changing VAT rates. These depend 

on, amongst other things, market conditions.510 I believe “reasonableness” and market 

conditions are too uncertain and vague for a method of tax classification. 

Secondly, shifting is not limited to taxes on consumption, which are often considered indirect 

taxes (e.g., the VAT), only. Tax shifting may in involve any tax as Smeets picturesquely 

described as early as in 1946 in his inaugural lecture (unofficial translation):  

People used to learn that solely indirect taxes could be shifted; moreover, the study was 

limited particularly to the impact on or after the first barter process that followed the taxation. 

In later years this issue was considered in a broader context; people no longer dwelled upon 

the direct consequences of a tax, but also studied its continued effect, including the 

consequences of submitting to the tax, avoiding a levy and – in particular – its spending. All 

of this was examined not only for indirect but also for direct taxes. This also shed an entirely 

                                                 

509  Ian Crawford, Michael Keen and Stephen Smith, Value Added Tax and Excises, in: J.A. Mirrlees (ed.)., 

Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford University Press 2010, p. 279, note 2. 

On the burden of taxes on capital income, see, for instance, Rachel Griffith, James Hines and Peter Birch 

Sørensen, International Capital Taxation, in: J.A. Mirrlees (ed.), Dimensions of Tax Design. The Mirrlees 

Review, Oxford: Oxford University Press 2010, p. 924 and the literature cited there. The tax incidence issue 

has been widely discussed in literature. See, e.g., H.S. Rosen and T. Gayer, Public Finance – 8th Edition, 

New York: McGraw-Hill 2008, Chapter 14 and Joseph E. Stiglitz, Economics of the Public Sector (third 

edition), New York: W.W. Norton & Company, Chapter 18. More practiced readers may refer to L.J. 

Kotlikoff and L.H. Summers, Tax Incidence, in A.J. Auerbach and M.S. Feldstein (eds.), Handbook of 

Public Economics, Vol. II, Noord Holland: Elsevier Science Publishers B.V. 1987. 

510  See Institute for Fiscal Studies, A retrospective evaluation of elements of the EU VAT system – Final report, 

TAXUD/2010/DE/328, FWC No. TAXUD/2010/CC/104, pp. 285-360 and the literature referenced there. 



7. Direct and indirect taxes: how to distinguish? 

p. 153 

different light on income tax; the aura of its non-intervention in the field, quantities and 

methods of production – which used to be regarded as an exceptional advantage – vanished 

into thin air.511, 512 

As any tax can and most likely will – eventually – be shifted to another (market) party, it is a 

fallacy to limit tax shifting to taxes on consumption only.  

Essentially, the fact that any tax can and most likely will be shifted makes this interpretation of 

the distinction between direct and indirect taxes futile: according to this criterion, every tax 

would by definition be indirect. Direct taxes would then become impossible.  

Any tax is generally shifted. Only the extent to which shifting takes place, differs. This depends 

on the elasticities of supply and demand and on general market circumstances.513 So it is well 

conceivable that a retailer may not pass on a VAT increase in his prices in times of economic 

decline and drop-off in demand. Also, one can imagine that a tax is only charged on partially. 

Smeets, for example, mentions an operator of an entertainment center who on account of a drop 

in demand for entertainment pays part of the indirect tax charged on this, so his business will 

not collapse entirely.514 Rosen, too, provides a pictorial example of the uncertainty surrounding 

the shifting of taxes when he notes how opposition against a sugar tax came from workers who 

                                                 

511  M.J.H. Smeets, De ontwikkeling van de inkomstenbelasting. Rede uitgesproken bij de aanvaarding van het 

ambt van buitengewoon hoogleraar in de leer van de openbare financiën en in het belastingrecht aan de 

Katholieke Economische Hoogeschool te Tilburg op 4 april 1946, Tilburg: W. Bergmans 1946, p. 4 

(footnotes omitted). In Dutch: “Vroeger heeft men geleerd, dat uitsluitend de indirecte belastingen konden 

worden overgedragen ; bovendien werd de bestudeering in het bijzonder beperkt tot de gevolgen bij of na 

het eerste ruilproces dat volgde op de belastingheffing. In latere jaren werd dit probleem in breeder verband 

beschouwd ; men bleef niet langer stil staan bij de rechtstreeksche gevolgen van een belasting, doch men 

bestudeerde ook haar voortgezette werking, óók de gevolgen van het zich laten wel gevallen van de 

belasting, van het ontwijken van een heffing en vooral van haar besteding. Dit alles werd niet alleen ten 

opzichte van de indirecte belastingen doch ook ten aanzien van de directe nagegaan. 

Daardoor kwam ook de inkomstenbelasting in een geheel ander daglicht te staan ; de aureool van haar niet 

ingrijpen in de productierichting, productiehoeveelheden en productiemethoden – voorheen wel aangemerkt 

als haar uitzonderlijk voordeel – verdween als sneeuw voor de zon.”  

512  Other authors also point out how any tax can (and usually will) be shifted. In the long run, the price 

mechanism will determine the ultimate incidence of tax. See, e.g., Jonathan Shaw, Joel Slemrod and John 

Whiting, Administration and Compliance, in: J.A. Mirrlees (ed)., Dimensions of Tax Design. The Mirrlees 

Review, Oxford: Oxford University Press 2010, p. 1104 

513  Jonathan Shaw, Joel Slemrod and John Whiting, Administration and Compliance, in: J.A. Mirrlees (ed)., 

Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford University Press 2010, p. 1104. 

514  M.J.H. Smeets, Directe en indirecte belastingen, Weekblad der belastingen, No. 3942 (28 May 1949), 

p. 178. 
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realized that such a tax could reduce demand for sugar and, as a consequence, hurt their jobs 

and incomes.515 

In sum, the issues of tax shifting and tax incidence are surrounded by so much uncertainty that 

we are in limbo about their degree and exact direction. As the authors of the Mirrlees Review 

state, “the final distribution of the burden is nearly always unclear to individuals concerned, 

and often difficult for economists to determine.”516 We do know, however, that any tax can 

and likely will be shifted. In my opinion this renders a distinction based on this economic 

criterion futile: every tax would per definition be indirect and, as a consequence, the distinction 

direct-indirect would be impossible. This criterion, therefore, cannot serve as a basis for tax 

classification. 

 Intended incidence 

In order to bypass the impalpability of tax shifting and shed a little light, it has been suggested 

to follow the legislator’s intention with or presumption about the incidence of a tax. In literature, 

John Stuart Mill, amongst others, made a case for this approach based on the intended 

incidence. In his Political Economy he wrote: 

A direct tax is one which is demanded from the very persons who, it is intended or desired, 

should pay it. Indirect taxes are those which are demanded from one person in the 

expectation and intention that he shall indemnify himself at the expense of another: such as 

the excise or customs.517, 518 

                                                 

515  Harvey S. Rosen, Public Finance (sixth edition), Boston: McGraw-Hill/Irwin 2002, p. 254. 

516  James A. Mirrlees, Stuart Adam et al., Tax by Design. The Mirrlees review, Oxford: Oxford University 

Press 2011, p. 28. 

517  John Stuart Mill, Principles of Political Economy with some of their Applications to Social Philosophy, 

Book V, Chapter III (Of Direct Taxes), § 1. http://www.econlib.org/library/Mill/mlP65.html (accessed 

November 17, 2017).  

518  In this context in Dutch literature the terms intended (beoogd) and addressed (geadresseerd) taxpayer can 

be found (see, e.g., A.J. van Doesum, Contractuele samenwerkingsverbanden in de btw (diss. Tilburg), 2009, 

p. 107 and M.J.H. Smeets, De economische betekenis van de belastingen, Amsterdam: L.J. Veen’s 

Uitgeversmaatschappij 1951, p. 41.) The intended taxpayer is the person who the legislature intends or 

means to effectively pay the tax. The addressed taxpayer is the one who is legally obliged to the pay the tax. 

Obviously, both capacities need not be united in the same person. Instead, the addressed taxpayer sometimes 

acts as an intermediary between the intended taxpayer and the treasury. 

 Smeets perceives a third dimension on top of what he calls statutory taxpayer (belastingbetaler) and the 

intended taxpayer (belastingdestinataris or belastingbestemmeling) and also speaks of the effective taxpayer 

(belastingdrager) – the difference between the intended and the effective taxpayer being in the intended and 

factual incidence of the tax. (See M.J.H. Smeets, Directe en indirecte belastingen, Weekblad der belastingen, 

No. 3942 (28 May 1949), p. 177.) For direct taxes the legislature assumes the three capacities to be united 
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Although actual tax shifting as such does not make or break this classification method, in my 

view it does not provide enough clarity in advance to be used for all-encompassing tax 

classification. After all, the intended incidence criterion hinges on the assumption that the 

legislature’s intentions are known. This obviously creates difficulties of its own now that such 

intentions are not always clear – if even known and recorded in parliamentary documents.519 I 

therefore agree with Ely when he argues that the intention of the legislator is “too uncertain an 

element for the characterization of a scientific conception, while the facts in regard to the 

repercussion[s] of taxation are often uncertain.”520 What is more, the market operates largely 

autonomously and does not have to bother at all about the legislature’s intentions. 

Consequently, in reality the effective taxpayer may not be the same person as the intended 

taxpayer in case of a tax considered direct. Conversely, in case of a tax considered indirect both 

may factually coincide. In my opinion this intended incidence criterion is, therefore, unfit for 

universal tax classification.  

It has further been suggested to use the subdivision between taxes on income, profit and 

property on the one hand and cost price increasing taxes on the other – the latter is applied in 

Dutch budget documents.  

 Social aspects 

Arguments have been put forward in literature for an interpretation of direct and indirect taxes 

based on the social undesirability of passing on taxes to the consumer and their impact the 

consumer prices of goods and services (commodities). The impact of such a form of tax shifting 

will generally be greater for necessities, which are characterized by a relatively inelastic 

demand. This is different for luxuries, where a relatively small price change can strongly affect 

demand. Schmölders, for instance, observes that the personal and corporate income tax have a 

                                                 

in a single person. For indirect taxes the statutory taxpayer is a person other than the intended taxpayer (that 

is, the person who the legislature meant to fully bear the tax). In this situation the intended taxpayer is 

assumed to be – but need not necessarily be – the same person as the effective taxpayer. German literature 

also refers to the “Steuerverleger”, which can be described as the withholder of the tax. (See, e.g., Mann, 

Überwälzung der Steuer, Handwörterbuch der Staatswissenschaften, VIII Bd. (1928), p. 344 as quoted by 

M.J.H. Smeets, Directe and indirecte belastingen, Weekblad der belastingen, No. 3942 (28 May 1949), 

p. 178.) 

519  Likewise see P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. 

Eerste deel, Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 147.  

520  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, p. 67. 



The Tax Tectonics 

p. 156 

regressive effect when reflected in commodity prices, all the more so because they are levied 

irrespective of the nature of the commodities in question: their rates cannot be differentiated 

like under a VAT.521 This logically results from the object (income) and the subject (the 

individual or legal entity) of these taxes.522 An indirect tax, like VAT, however, could be 

adjusted to the nature of the respective goods and services based on a differentiated rate 

structure: 

Rational betrachtet, ist die Regressionswirkung einer in den Preisen überwälzten 

Körperschaft-, Gewerbe- und Einkommensteuer, die keiner Lenkung und keiner 

Differenzierung zugänglich ist wie die der Umsatzsteuer, in der Regel sozial um so 

bedenklicher, als diese Steuern zum mindesten in den Preisen der unbedingt 

lebensnotwendigen Massengüter mit einem hohen Grade an Wahrscheinlichkeit voll 

enthalten sind, während ihre Überwälzung in den Preisen der Güter eines elastischen Bedarfs 

unter Umständen weit weniger leicht gelingen mag.523 

Based on this observation Schmölders pleads for abolition of the distinction direct-indirect and 

he suggests to apply “kontrollierbare oder nichtkontrollierbare Regression.”524 In his view, 

regressive VAT burdens can be controlled by way of rate differentiation. This is not possible 

for the personal and the corporate income tax. 

In this respect, the question as to the relationship between the taxpayer’s personal circumstances 

and the classification of a tax arises. Atkinson and Stiglitz, for instance, perceive the essential 

aspect of the distinction direct-indirect to be “the fact that direct taxes may be adjusted to the 

individual characteristics of the taxpayer, whereas indirect taxes are levied on transactions 

irrespective of the circumstances of buyer or seller.”525 Similarly, they state that an essential 

characteristic of an indirect tax is “that no characteristic of the individual, other than the amount 

                                                 

521  G. Schmölders, Finanzpolitik, Berlin: Springer-Verlag 1965, p. 503. 

522  Through tools like rate, deductible items, tax credits and exemptions the person of the taxpayer is factored 

in. Still, this capacity to take account of personal circumstances is irrelevant for the qualification of a tax as 

direct or indirect. 

523  G. Schmölders, Finanzpolitik, Berlin: Springer-Verlag 1965, p. 503. 

524  G. Schmölders, Finanzpolitik, Berlin: Springer-Verlag 1965, p. 503. 

525  Anthony B. Atkinson and Joseph E. Stiglitz, Lectures on Public Economics, London: McGraw-Hill Book 

Company 1980, p. 427. 
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that he purchases in this particular market, is relevant for the determination of his tax 

liability.”526 A comparable approach is also discussed by Sentsova.527 

This viewpoint may hold true for most taxes levied in practice. In most countries the income 

tax might indeed be tailored to the taxpayer’s personal circumstances, whereas the VAT in its 

current form does not offer this opportunity. I feel that some critical observations with regard 

to the taking account of the taxpayer’s personal circumstances are nevertheless in order. These 

observations show that this method of tax classification is not infallible either. 

First of all, from a theoretical perspective, the possibility to take into account personal 

circumstances should in my view not necessarily be alien to the VAT system, or – in that 

respect – to any tax on consumption whatsoever. Theoretically, a “tailor made” VAT rate could 

therefore be possible. However, this seems practically unfeasible and undesirable.528  

What is more, my view is that strict adherence to a consideration of personal circumstances 

would lead to under-inclusivity and result in internal inconsistency. Within this framework, the 

wage tax, the dividend tax and the lottery tax should, for instance, be regarded as indirect – 

regardless of their legal classification.529 Apart from taxpayer’s (expected) income, dividend 

or prize, these taxes often do not take account of the taxpayer’s personal circumstances. The 

tax rate is solely based on the amount of income, dividend or the prize in question. It is only in 

the income tax that personal circumstances may be taken into account by way of tax credits or 

special deductions. Contrarily, the inheritance and gift tax do take account of the person of the 

beneficiary and his or her degree of kinship to the testator or donor. And those taxes may 

                                                 

526  Anthony B. Atkinson and Joseph E. Stiglitz, Lectures on Public Economics, London: McGraw-Hill Book 

Company 1980, p. 427. 

527  Marina Sentsova, VAT and Direct Taxes: How to Distinguish, in: Michael Lang, Peter Melz and Eleonor 

Kristoffersson (eds.), Value Added Tax and Direct Taxation, Amsterdam: IBFD 2009, p. 157. 

528  The author has elsewhere already extensively discussed the undesirability of differentiated VAT rates. See 

L.W.D. Wijtvliet, A House Divided. Over de onwenselijkheid van gedifferentieerde btw-tarieven, WFR 

2012/669. 

529  To this end see art. 1 Wet op de loonbelasting 1964, art. 1 Wet op de dividendbelasting 1965 and art. 1 Wet 

op de kansspelbelasting 1961, every one of which contain the magic spell “under the name […] a direct tax 

is levied” or any of its alternatives. 
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arguably be considered taxes on (final) consumption by the testator or donor – at least in 

theory.530 

Finally, when personal circumstances set the standard for tax classification, in literature the 

curtain often comes down for the classifications direct and indirect. Instead, the literature in 

such instances rather uses the terms subjective and objective taxes.531 As explained by Van 

Doesum, objective taxes hinge on the object, for which a subject is then sought. An example is 

the property tax. Subjective taxes, such as the income tax, on the other hand focus on the person 

of the taxpayer and then link an objective criterion (income, the taxable object) to them.532 

Together, the above three critical observations are in my view weighty enough to reject the 

taking into account of personal circumstances as a basis for universal tax classification.  

 Consideration 

In this section, various economic and other classification methods were discussed. These 

methods have proliferated in number over time. Some methods seem clear, logical, consistent 

and practically applicable at first; others immediately raise questions. The issues of tax shifting 

and tax incidence play a pivotal role in the economic classifications discussed. Yet, in my view, 

these phenomena are so intangible that they cannot serve as a basis for tax classification. The 

classification based on the intended incidence could theoretically meet these objections. 

However, it was argued, this approach does not offer enough clarity because such intentions 

are not always clear – if even known and recorded in parliamentary documents at all. 

Other interpretations seem to hinge on, for instance, the taking account of taxpayers’ personal 

circumstances. Those approaches were found to be internally inconsistent and under-inclusive.  

As a result, none of the methods discussed in this section can serve as a basis for universal, 

encompassing tax classification. They cannot provide a working definition for this research 

either. As this research is about wealth inequality, it is interesting to scrutinize how taxes relate 

                                                 

530  E.g., Louis Kaplow, The Theory of Taxation and Public Economics, Princeton: Princeton University Press 

2008, p. 249. I briefly return to this in Chapter 9 when discussing the anatomy of the tax mix. 

531  For instance P.J.A. Adriani and J. van Hoorn Jr., Het belastingrecht. Zijn grondslagen en ontwikkeling. 

Eerste deel, Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 153 et seq. See also H.J. Hofstra, Inleiding tot 

het Nederlands Belastingrecht, Deventer: Kluwer 1986, p. 33. 

532  A.J. van Doesum, Contractuele samenwerkingsverbanden in de btw (diss. Tilburg), 2009, pp. 106-107. 
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to that phenomenon from a distribution perspective. From a tax point of view, two questions 

are then generally relevant: what to tax and how to distribute the tax burden. From this 

distribution perspective all taxes have in common that they attempt to tax ability to pay in its 

various appearances (income, wealth, consumption). The next section will investigate the 

merits of classification on such grounds. 
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 A different approach: ability to pay 

7.5.1.1 Discussion 

So far a number of legal, administrative and economic classification methods were passed in 

review. The common denominator of the economic classifications discussed is that they are 

essentially based on certain assumptions regarding (intended) tax shifting and (intended) tax 

incidence that need not always prove airtight upon closer examination.  

In a very abstract and general sense, governments wish to tax “something”. A related question 

is how the tax burden should be distributed.533 In tax law this concept, this “thing” governments 

wish to tax, is generally substantiated in ability to pay (income, wealth and consumption). As a 

result, the distribution of the tax burden is generally governed by the ability-to-pay principle, 

which is not only the most frequently invoked concept of tax fairness or tax equity, but also the 

primal tax principle that is to be regarded as the leading distribution principle and principle of 

tax equity.534 Musgrave, for instance, narrates how over the course of history this principle has 

been applauded by numerous writers of varying schools of thought such as Guicciardini, Bodin, 

Rousseau, Sismondi, Say, Mill, Wagner and Roosevelt.535 Grapperhaus notes how the 

ability-to-pay principle “became rooted from the moment that the first outlines of a direct tax 

were vaguely visible against the horizon”.536 And when Adam Smith wrote that “the subjects 

of every state ought to contribute towards the support of the government, as nearly as possible, 

in proportion to their respective abilities; that is, in proportion to the revenue which they 

respectively enjoy under the protection of the state”,537 he adopted this principle as one of his 

                                                 

533  Kevin Holmes, The Concept of Income: A Multi-Disciplinary Analysis, Amsterdam: IBFD Publications 

2001, p. 13. 

534  For example Arie C. Rijkers, Een inkomensbegrip voor de 21e eeuw, Tilburg University: PrismaPrint 2013, 

p. 9. See also, generally, Peter Essers and Arie Rijkers (eds.), The Notion of Income from Capital, 

Amsterdam: IBFD 2005. See also Klaus Tipke, Die Steuerrechtsordnung. Band I: 

Wissenschaftsorganisatorische, systematische und grundrechtlich-rechtsstaatliche Grundlagen, Köln: 

Verlag Dr. Otto Schmidt 1993, particularly Chapter 10 and the literature cited there. Chapter 11 of this thesis 

discusses ability to pay, its manifestations and materializations in greater detail. 

535  Richard A. Musgrave, The Theory of Public Finance: A Study in Public Economy, New York: McGraw-

Hill Book Company 1959, p. 91. 

536  See also Ferdinand H.M. Grapperhaus, Tax Tales from the Second Millennium: Taxation in Europe (1000 

to 2000), the United States of America (1765 to 1801) and India (1526 to 1709), Amsterdam: IBFD 2009, 

p. 68. 

537  Adam Smith, The Wealth of Nations, 1776, (Radford, VA: Wilder Publications 2008), pp. 593-594. 
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four maxims of taxation.538 Due and Friedlaender describe the ability-to-pay principle as 

“widely accepted as reflecting a reasonable general statement about equity.”539 Tipke 

characterizes the ability-to-pay principle as “das grundlegende Steuerverteilungsprinzip des 

sozialen Rechtsstaats.”540 He further notes how in both constitutional law and tax law the 

principle is widely recognized as the fundamental tax principle.541 Rijkers and Van Vijfeijken 

argue that the principle “warrants the level of justice and the social basis of the tax system.”542 

An abundance of other authors have also championed this principle as the epitome of tax 

equity.543  

                                                 

538  However, according to some, such as Groves, this first maxim is ambiguous because it suggests both the 

ability-to-pay and the benefit principle as the leading principle. Moreover, this maxim could in Groves’ view 

be used in support of both a gross and a net income tax measure. See Harold M. Groves, Tax Philosophers: 

Two Hundred Years of Thought in Great Britain and the United States, London: The University of 

Wisconsin Press 1974, p. 19. 

539  John F. Due and Ann F. Friedlaender, Government Finance: Economics of the Public Sector, Homewood, 

IL: Richard D. Irwin 1973, p. 236. 

540  Klaus Tipke, Die Steuerrechtsordnung. Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen (2., völlig überarbeitete Auflage), Köln: Verlag Dr. Otto 

Schmidt 2000, p. 484. 

541  Klaus Tipke, Die Steuerrechtsordnung. Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen (2., völlig überarbeitete Auflage), Köln: Verlag Dr. Otto 

Schmidt 2000, p. 491 (“Auch in der Staats- und Steuerrechtslehre erkennt die ganz herrschende Meinung 

das Leistungsfähigkeitsprinzip als steuerrechtliches Fundamentalprinzip an.”) 

542  A.C. Rijkers and I.J.F.A. van Vijfeijken, Fiscaliteit en vermogensvorming in een inkomensbelasting, in: 

Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, p. 

251. In Dutch: “Zo’n leidend verdelingsprincipe waarborgt immers het rechtvaardigheidsgehalte van én het 

draagvlak voor het stelsel.” (unofficial translation: “After all, such, a leading distribution principle 

guarantees the level of fairness of and the base of support for the tax system.”) 

543  E.g., F. Moschetti, Il principio della capacità contributiva, Padua: 1973, C. Palao Taboada, Apogeo y crisis 

del principio de capacidad contributiva, Estudios Jurídicos en homenaje al profesor Federico de Castro, vol. 

II, Madrid, 1976, p. 388, L.G.M. Stevens, Belasting naar draagkracht, Kluwer: 1979, D. Birk, Das 

Leistungsfähigkeitsprinzip als Maßstab der Steuernormen, Köln: 1983; M. Reich, Das 

Leistungsfähigkeitsprinzip im Einkommensteuerrecht, Archiv für Schweizerisches Abgaberecht, vol. 53 

(1984/85), p. 5, M. Reich, Von der normativen Leistungsfähigkeit der verfassungsrechtlichen 

Steuererhebungsprinzipien, in: Ernst Höhn et al, Steuerrecht im Rechtsstaat: Festschrift für Prof. Dr. Francis 

Cagianut zum 65. Geburtstag, Bern: Haupt 1999, pp. 97 and 104-106, and R. Oberson, Le principe de la 

capacité contributive dans la jurisprudence fédérale, in: Ernst Höhn et al, Steuerrecht im Rechtsstaat: 

Festschrift für Prof. Dr. Francis Cagianut zum 65. Geburtstag, Bern: Haupt 1999, pp. 125-135, 

H. Schaumburg, Das Leistungsfähigkeitsprinzip im internationalen Steuerrecht, in: Joachim Lang et al, Die 

Steuerrechtsordnung in der Diskussion: Festschrift für Klaus Tipke zum 70. Geburtstag, Köln: Verlag Dr. 

Otto Schmidt, pp. 125-151, C. Palao Taboada, Leistungsfähigkeitsprinzip und Gleichheitssatz im 

Steuerrecht in der Rechtsprechung des spanischen Verfassungsgerichts, in: Joachim Lang et al, Die 

Steuerrechtsordnung in der Diskussion: Festschrift für Klaus Tipke zum 70. Geburtstag, Köln: Verlag Dr. 

Otto Schmidt, pp. 583-598, K. Klett, Progressive Einkommenssteuer und Leistungsfähigkeitsgrundsatz in 

der Schweiz - 100 Jahre nach Georg Schanz, in: Joachim Lang et al, Die Steuerrechtsordnung in der 

Diskussion: Festschrift für Klaus Tipke zum 70. Geburtstag, Köln: Verlag Dr. Otto Schmidt, pp.599-615, 

P. M. Herrera Molina, Capacidad económica y sistema fical, Anális del ordenamiento español a la luz del 

Derecho alemán, Madrid/Barcelona 1998, pp. 67-69, 98, 111-112, 129, 382-386, 389-390; and J. Lang, 
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But maybe the best witness of this principle’s importance and wide-spread acceptance is the 

fact that it is even constitutionally enshrined in some countries.544 The principle can likewise 

be retraced to the 1789 French Declaration of Human Rights. Article XIII read: 

Pour l’entretien de la force publique, et pour les dépenses d’administration, une contribution 

commune est indispensable : elle doit être également répartie entre tous les Citoyens, en 

raison de leurs facultés.545 

The Weimarer Reichsverfassung of August 11, 1919 included the ability-to-pay principle, too. 

Article 134 read:546 

Alle Bürger ohne Unterschied tragen im Verhältnis ihrer Mittel zu allen öffentlichen Lasten 

nach Maβgabe der Gesetze bei. 

Mindful of ability to pay’s importance it stands to reasons to attempt to classify taxes as direct 

or indirect on the basis of this principle. Classification on such grounds touches the essence of 

taxation. To that end the ability-to-pay principle must be concretized and shaped into specific 

terms, rules and provisions and a concrete tax object so it can be used on a day-to-day basis.547 

                                                 

Konkretisierungen und Restriktionen des Leistungsfähigkeitsprinzips, Festschrift für H.W. Kruse, Köln: 

Verlag Dr. Otto Schmidt 2001, pp. 313-338, Joachim Lang, The influence of tax principles on the taxation 

of income from capital, in: Peter Essers and Arie Rijkers (eds.), The Notion of Income from Capital, 

Amsterdam: IBFD 2005, pp. 3-31, Arie C. Rijkers, Een inkomensbegrip voor de 21e eeuw, Tilburg 

University: PrismaPrint 2013, p. 9. See also, generally, Peter Essers and Arie Rijkers (eds.), The Notion of 

Income from Capital, Amsterdam: IBFD 2005. See also Klaus Tipke, Die Steuerrechtsordnung. Band I: 

Wissenschaftsorganisatorische, systematische und grundrechtlich-rechtsstaatliche Grundlagen, Köln: 

Verlag Dr. Otto Schmidt 1993, particularly Chapter 10 and the literature cited there.  

544  Tipke states that this principle is (inter alia) laid down in the Greek, Italian, Spanish, Turkish, Brazilian and 

German Constitutions. See Klaus Tipke, Die Steuerrechtsordnung. Band I: Wissenschaftsorganisatorische, 

systematische und grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 1993, 

pp. 485-489.  

545  Text derived from https://www.legifrance.gouv.fr/Droit-francais/Constitution/Declaration-des-Droits-de-l-

Homme-et-du-Citoyen-de-1789 (accessed November 17, 2017). 

546  Text derived from http://www.documentarchiv.de/wr/wrv.html#ZWEITER_ABSCHNITT02 (accessed 

November 17, 2017). 

547  E.g., Joachim Lang, The influence of tax principles on the taxation of income from capital, in: Peter Essers 

and Arie Rijkers (eds.), The Notion of Income from Capital, Amsterdam: IBFD 2005, p. 12 (“the 

ability-to-pay principle works on a very abstract level. Therefore, the fundamental decision to design the tax 

system on the ability-to-pay has to be shaped in specific terms, rules and provisions.”) Cf. W. J. de Langen, 

Grondbeginselen van ons belastingstelsel (inaugural address 15 May 1950), Alphen aan den Rijn: N. 

Samsom N.V. 1950, p. 4, who writes (unofficial translation): “Meanwhile, the principle of equality is merely 

a formal principle in that it neither reveals anything about the norm for distributing the total tax burden over 

qualifying taxpayers, nor about the criteria, tests or indices to be used in this respect.” See also R.H. Happé, 

Drie beginselen van Fiscale Rechtsbescherming, Deventer: Kluwer 1996, pp. 18-19 and Richard Happé, 

The Netherlands, in: Gerard T.K. Meussen (ed.), The Principle of Equality in European Taxation, The 

Hague: Kluwer Law International 1999.  
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In other words, an index, indicator, or metric of ability to pay is required to materialize this 

concept. 

Seligman has described how the views as to what constitutes a proper indicator of ability to pay 

have evolved over time.548 I will discuss this in greater detail in Chapter 11. Nowadays, though, 

roughly three indicators are generally distinguished, namely income, wealth and 

consumption.549 Income and consumption are dynamic flow figures (stroomgrootheid, 

periodegrootheid, dynamische Stromgröβe), whereas wealth is a stock figure (tijdstipgrootheid, 

statische Bestandsgröβe). All three are objectively observable and measurable figures. Tax 

systems attempt to strike ability to pay in these three interrelated manifestations and either one 

of them is generally used as tax base (“heffingsgrondslag”) and/or basis of assessment 

(“heffingsmaatstaf”).550 Any tax necessarily has at least one of those. 

However, Tipke has in my view convincingly argued that, empirically, – and in my view also 

logically – all taxes can only be paid from one source: (accumulated) income. After all, as long 

as taxes are paid in cash, the funds required to pay the tax bill (or to otherwise save or spend) 

must first accrue to taxpayers. All income that is not spent immediately after its accrual becomes 

saved income or, identical in content, wealth. It is only from the tax source (Steuerquelle) 

(accumulated) income that taxes can be paid. Income, here, is comprehensive income – I will 

further discuss this in the next chapter. Tipke explains: 

Nur aus dem gespeicherten Einkommen oder Vermögen können Steuern gezahlt werden. Da 

im Steuerrecht aber durchweg von Einkommensteuer und von 

Einkommenverwendungsteuern die Rede ist, sprechen wir hier weiterhin davon, daß Steuern 

nur aus dem Einkommen (eigentlich aus dem Vermögen) aufgebracht werden können. Denn 

besteuert werden soll der Vermögenszuwachs (= Einkommen), nicht das Vermögen beliebig 

oft. Alle Steuern (Geldleistungen), die es gibt und die es je gegeben hat - ganz gleich, 

welchen Namen man ihnen gegeben hat oder gibt und wie der Gesetzgeber ihr Steuerobjekt 

                                                 

548  See, generally, Edwin R.A. Seligman, Essays in taxation, New York: The Macmillan Company 1921, pp. 

1-18 and Edwin R.A. Seligman, The Income Tax: a study of the history, theory, and practice of income 

taxation at home and abroad, New York: The Macmillan Company 1914, pp. 3-38. See also Ferdinand H.M. 

Grapperhaus, Tax Tales from the Second Millennium: Taxation in Europe (1000 to 2000), the United States 

of America (1765 to 1801) and India (1526 to 1709), Amsterdam: IBFD 2009. The ability-to-pay principle 

is also discussed in Chapter 11.4. 

549  E.g., Klaus Tipke and Joachim Lang, Steuerrecht: Ein systematischer Grundriβ, Köln: Verlag Dr. Otto 

Schmidt 1989, pp. 160 et seq. and K. Tipke and J. Lang, Steuerrecht 20. Völlig überarbeitete Auflage, Köln: 

Verlag Dr. Otto Schmidt 2010, p. 92 et seq. 

550  A (more or less historical) exception is the head or poll tax that is levied as a fixed amount from every 

taxpayer.  
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bezeichnet - sind nur verschiedene Erscheinungsformen der Belastung des (gespeicherten) 

Einkommens. Daher gibt es nur eine Steuerquelle, nämlich das (gespeicherte) 

Einkommen.551 

From this perspective, taxes that affect ability to pay in its most primary manifestation, that is, 

at the Steuerquelle, can be regarded as direct. This means that taxes on income and wealth are 

direct: direct taxes include in their tax base and/or use as basis of assessment income or wealth. 

The corresponding source of the ability to pay taxes is inferred from an evident fact, such as 

the presence of employment or the possession of property. Indirect taxes, on the other hand, 

only indirectly or mediately impact ability to pay, and the Steuerquelle, and follow external 

indicators or events from which the existence of a Steuerquelle can be inferred or presumed. So 

indirect taxes follow the appropriation or spending of (accumulated) income or, at least, the 

spending of money.552 They include in their tax base expenditures and/or use expenditures as 

basis of assessment. Thus taxes on income and wealth would be direct, whereas taxes on 

consumption or the appropriation of ability to pay would be indirect.553 A small exception 

could apply to taxes levied as a lump sum or fixed amount – such as a head tax or the Dutch 

municipal sewer tax. However, as the next chapter will show, this difficulty is overcome by 

also taking into account the taxable event – which is another trait necessarily present in any tax.  

This ability-to-pay-based approach seems plausible to me. Not only does it fit any of the three, 

objectively observable and measurable figures tax systems attempt to strike (income, wealth, 

consumption), it can also in principle be applied to any tax whatsoever because a tax base and/or 

basis of assessment as well as a taxable event are traits necessarily present in any tax. They are 

laid down in tax laws. Consequently, they can easily be determined. 

This approach is therefore not restricted to a single country, but can apply worldwide. It also 

touches the essence of taxation. Moreover, this definition skips legislators’ designations and 

                                                 

551  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, pp. 15-16. 

552  This criterion ignores the person of the taxpayer, nor is tax incidence included in the consideration. Cf. Paolo 

de’Capitani di Vimercate, VAT/GST and Direct Taxes: How can We Distinguish Them? in: Michael Lang, 

Peter Melz and Eleonor Kristoffersson (eds.), Value Added Tax and Direct Taxation, Amsterdam: IBFD 

2009, p. 157. 

553  It can be noted that certain expenses - such as medical costs - in fiscalibus are an indication of a taxpayer’s 

lower ability to pay taxes. Such expenses are sometimes tax deductible, for instance expenditures for 

maintenance obligations (part 6.2 Dutch Income Tax Act 2001) and expenditures for specific health care 

costs (part 6.5 Dutch Income Tax Act 2001). 
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administrative organizations, so it is also clear from country-specific factors in that respect. 

This approach further neglects the theory and practice of (intended) tax incidence and it 

bypasses all objections previously put forward against the legal, administrative and economic 

classifications.554 I feel it is therefore worth further investigating. 

Literature offers similar points of view. Engländer555 and Schendstok’s556 ideas, for instance, 

border in this interpretation. In their view, a direct tax exists where the source from which the 

tax is paid corresponds with the object of the tax (the tax base). A tax is indirect when the source 

from which the tax paid and the object on which the tax is laid do not correspond. VAT and 

other taxes on consumption being paid from a person’s (accumulated) income or wealth but on 

the basis of the value of goods and services exchanged would consequently render such taxes 

indirect. Income taxes being paid from accumulated income would be direct. Contrary to what 

has been argued by Smeets, a wealth tax would in my view also be direct as it is paid from the 

aforementioned tax source: (accumulated) income.557 So this approach is not under-inclusive. 

In his Wealth of Nations Adam Smith also gives an indication for this link with ability to pay. 

He also seems to infer the ability to pay from a person’s income and property:558  

The state, not knowing how to tax, directly and proportionably, the revenues of its subjects, 

endeavors to tax it indirectly by taxing their expense.559 

Ely advocated a similar approach in his Taxation in American States and Cities by approvingly 

quoting Heidelberg professor Karl Gustav Adolf Knies: 

Professor Knies gives the following definition, which seems to me preferable: ‘Direct taxes 

are taxes which are based on an assessment of a person’s property and business, or bear 

directly on the person of the tax-payer. Indirect taxes are taxes not based on such an 

                                                 

554  See Chapters 7.3 and 7.4. 

555  O. Engländer, Allgemeine Steuerlehre und Steuerüberwalzung, 1935 as quoted by M.J.H. Smeets, De 

economische betekenis van de belastingen, Amsterdam: L.J. Veen’s Uitgeversmaatschappij 1951, p. 43. 

556  B. Schendstok, Enige economische grondslagen voor de belastingpolitiek, Ac. Proefschrift, Rotterdam, 

1939, as quoted by M.J.H. Smeets, De economische betekenis van de belastingen, Amsterdam: L.J. Veen’s 

Uitgeversmaatschappij 1951, p. 43. 

557  M.J.H. Smeets, De economische betekenis van de belastingen, Amsterdam: L.J. Veen’s 

Uitgeversmaatschappij 1951, p. 43. 

558  It should be noted that in his Wealth of Nations Smith seems to be going down different roads of 

classification. His exact interpretation of the terminology is opaque. 

559  Adam Smith, The Wealth of Nations, Book V, Chapter II, Article 2. (Adam Smith, The Wealth of Nations, 

Radford, VA: Wilder Publications 2008), p. 628. 
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assessment, but taxes which are levied when the existence of a taxable object, or source of 

taxes (productive property), is presumed from other evidence than that of direct assessment 

or valuation.’560 

Ely continues: 

This definition characterizes taxes according to the source whence the power to pay them is 

derived. Land is taxed because it yields an income and a tax can be paid out of this income. 

It is the source of the tax. A carriage horse kept for pleasure is not a source of income, but it 

is presumed that the owner of the horse has an income out of which the tax may be paid. The 

existence of a source of taxes is inferred from an evident fact. This is similar to the principle 

on which the Physiocrats based their classification. The direct tax, according to both the 

Physiocrats and Knies is that laid on the source of the tax.561 

Smith, Knies, as well as Ely in essence – and in my view rightly – seem to link the 

ability-to-pay-based distinction to wealth (property, capital) and income. Direct taxes are based 

on an assessment of these manifestations of ability to pay. They include in the tax base and/or 

basis of assessment income and wealth. Indirect taxes are based on a secondary expression of 

income and wealth, such as consumer expenditure.  

It has further been argued by Leroy-Baulieu that direct and indirect taxes relate differently to 

ability to pay in the sense that the former tend to seek a proportionality to the taxpayer’s ability 

to pay, whereas the latter seek no such proportion to the taxpayer’s wealth or income. 

Leroy-Baulieu put this viewpoint powerfully when he wrote about direct taxes:  

Par l'impôt direct le législateur se propose d'atteindre immédiatement, du premier bond et 

proportionnellement à sa fortune ou à ses revenus, le véritable contribuable il supprime donc 

tout intermédiaire entre lui et le fisc, et il cherche une proportionnalité rigoureuse de l'impôt 

à la fortune ou aux facultés.562 

He noted the following about ability to pay and indirect taxes: 

Par l'impôt indirect le législateur ne vise pas immédiatement le véritable contribuable et ne 

cherche pas à lui imposer une charge strictement proportionnelle à ses facultés : il ne se 

propose d'atteindre le vrai contribuable que par ricochet, par contre-coup, par répercussion : 

il met des intermédiaires entre lui et le fisc, et renonce à une stricte proportionnalité de 

                                                 

560  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, p. 67. 

The author refers to a translation of his draft notes to Knies’s lectures.  

561  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, p. 67. 

The author refers to a translation of his draft notes to Knies’s lectures. 

562  Paul Leroy-Baulieu, Traité de la science des finances – Tome premier des revenus publics, Paris: Guillaumin 

et Cie 1906, p. 305 



7. Direct and indirect taxes: how to distinguish? 

p. 167 

l'impôt dans les cas particuliers, se contentant d’une proportionnalité approximative en 

général.563 

Ability to pay and the way taxes strike the tax source (accumulated income) is also central to 

the notion of direct and indirect taxes described by de’Capitani di Vimercate. He bases a 

distinction on the way in which taxes strike taxpayer ability to pay in its various appearances. 

Direct taxes impinge on income and wealth (i.e. the Steuerquelle) directly, whereas indirect 

taxes impinge upon it only indirectly. Moreover, on the basis of the distinction thus developed 

he notes it can be possible to recognize a transaction element with indirect tax. He writes: 

[...] a tax is usually considered to be direct if it directly impinges on income or wealth, while 

it is considered an indirect tax if it impinges on income or wealth only indirectly. Under this 

method, consumption taxes, whether transaction based or based on the accounts of the firm, 

are always indirect, because consumption is considered to be only an indirect index of ability 

to pay.564 

7.5.1.2 Summary 

To sum up, the ability-to-pay-based approach discussed in this section bases tax classification 

on the way taxes impinge on the tax source (accumulated) income. This is a universal approach 

that necessarily regards every tax and tax system aimed at taxing income, wealth and/or 

consumption. The approach hinges on tax bases and the bases of assessment – which are traits 

necessarily present in any tax. They are included in tax laws. 

Not only are income, wealth and consumption objectively observable and measurable figures, 

one of them is almost always included in a given tax base. An exception for taxes levied as a 

                                                 

563  Paul Leroy-Baulieu, Traité de la science des finances – Tome premier des revenus publics, Paris: Guillaumin 

et Cie 1906, p. 305. An English translation is provided by Ely, who writes:  

 

“Paul Leroy-Beaulieu in his " Traité de la Science des Finances," gives this definition : " Direct taxes are 

those which the legislator intends should be paid at once and immediately by him who bears their burden. 

They strike at once his fortune or his revenue, and every intermediary between him and the treasury is 

suppressed, and a rigorous proportionality is sought between the tax and his fortune or ability to pay taxes." 

Indirect taxes, on the other hand, are defined by Leroy-Beaulieu as " those which the legislator does not 

intend should be paid at once and immediately by him who bears their burden, and he does not seek to 

proportion them to his revenues or fortune. The legislator seeks to lay them on the one who it is intended 

should bear their burden in a roundabout way. Intermediaries are put between him and the treasury.''” 

 

See Richard T. Ely, Taxation in American States and Cities, New York : Thomas Y Crowell & Co. 1888, 

p. 66. 

564  Paolo de’Capitani di Vimercate, VAT/GST and Direct Taxes: How can We Distinguish Them? in: Michael 

Lang, Peter Melz and Eleonor Kristoffersson (eds.), Value Added Tax and Direct Taxation, Amsterdam: 

IBFD 2009, p. 157. 
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lump sum or fixed amount can be overcome by taking into account the taxable event, which is 

also found in tax laws. This will be discussed in more detail in the next chapter.  

Hence, this ability-to-pay-based approach appears straightforward in its functioning. What is 

more, it skips the various difficulties posed by the legal, administrative and economic 

classification methods outlined earlier. Therefore, this approach should be applicable to most 

taxes, tax systems or countries whatsoever. It further hinges on the thing governments are 

actually trying to tax (i.e., ability to pay and its manifestations income, wealth and consumption) 

and centers around the way taxes impinge on the one source from which they are ultimately 

paid. This makes the ability-to-pay-based approach virtually all-encompassing. In my opinion 

it can therefore in principle serve as a basis for tax classification.  

However, a classification method is not yet a definition. It needs to be molded into one. In the 

next chapter – where the working definition is derived – the ability-to-pay-based approach will 

therefore be developed further. 
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 Conclusion 

In this chapter various methods to classify taxes as direct or indirect (the “how” of both types 

of taxes) were analyzed on the basis of a literature review and a practical case study. The 

accompanying research question was formulated as follows: 

How are direct and indirect taxes distinguished in literature and in practice? 

Broadly speaking, taxes can be classified as direct or indirect based on legal, administrative and 

economic grounds. In order to help derive an all-encompassing, universal definition of both 

types of tax, all classification methods reviewed were assessed on the basis of a number of 

criteria.  

The legal interpretation did not appear to be based on clear-cut criteria nor did this approach 

seem to be applied consistently. It rather seemed to be based on arbitrary and discretionary 

legislative choices, which make it unfit for universal and all-encompassing tax classification.  

Administratively the dichotomy direct-indirect has historical relevance within the organization 

of the tax administration and for the various ways taxes were assessed. It was argued that such 

classification methods are too country-specific and too time-bound to provide a universal 

classification.  

Next, economic classification methods were discussed. The economic classification hinges on 

the (intended) incidence and the shifting of taxes. From this perspective, direct taxes are borne 

by the person who also remits (or is intended to remit) them to the tax administration. Indirect 

taxes, on the other hand, are not borne (or not meant to be borne) by the person paying them to 

the tax authorities.  

It was shown that tax shifting and tax incidence are surrounded by so much uncertainty that 

they cannot serve as a basis for tax classification. Moreover, because any tax can (and likely 

will) be shifted, an incidence-based classification would make the distinction direct-indirect 

futile: every tax would by definition be indirect. An approach based on the intended incidence 

does not suffice either: the legislator’s intention are not always clear – if even known and 

recorded in parliamentary documents.  

Other economic interpretations deal with social aspects of taxation, such as the taking into 

account of personal circumstances. A critical analysis of such approaches showed that they are 

not infallible either.  
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The approach based on ability to pay bypasses the various difficulties posed by legal, 

administrative and economic classification. This approach bases tax classification on the way 

taxes impinge on the tax source (Steuerquelle) from which all taxes are empirically paid: 

(accumulated) income. On this view, taxes that directly affect this source are direct. They 

include in their tax base and/or basis of assessment income and/or wealth. This makes taxes on 

income and wealth direct. Indirect taxes, on the other hand, only indirectly or mediately impact 

the Steuerquelle. Indirect taxes follow the appropriation or spending of (accumulated) income 

or, at least, the spending of money. Expenditures make up their tax base or basis of assessment. 

The ability-to-pay-based approach necessarily regards every tax and tax system aimed at taxing 

income, wealth and/or consumption. Moreover, the tax base, the basis of assessment and the 

taxable event (also see the next chapter) are traits common to any tax. They are included in tax 

laws and can therefore be easily determined. As a result, this approach is neither country- nor 

jurisdiction-bound and should cover virtually any tax. This makes the ability-to-pay-based 

approach universal and all-encompassing. Furthermore, it is based on objectively observable 

and measurable figures (income, wealth, consumption). 

In Chapter 6 it was concluded that the terms direct and indirect taxes are catch-all terms that 

are used on various occasions and for various reasons. Now, it can be inferred from the above, 

it can be added that the distinction itself is all but absolute: there is no such thing as the 

distinction between direct and indirect taxes. Instead there are various classification methods 

conceivable, the practical applicability of which varies. The ability-to-pay-based approach 

proved best suited as a method for universally classifying taxes as direct or indirect. In the next 

chapter this approach will therefore be fleshed out in order to derive a working definition of 

direct and indirect taxes.  

-- 
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 Introduction 

Chapters 6 and 7 enquired into the nature, origin, meaning, uses and interpretations of the 

distinction between direct and indirect taxes. The aim of this enquiry was twofold. First, those 

chapters aimed to identify why and to what avail taxes are classified as direct or indirect. 

Second, they explored a variety of methods of classification in order to derive a universal and 

encompassing working definitions of both types of taxes. The research question covering both 

chapters read: 

To what ends or purposes are taxes classified as direct or indirect and in what manners can 

this distinction be interpreted? 

This research question was split into two sub research questions that were dealt with in 

Chapter 6 and Chapter 7 respectively. Chapter 6 showed that the terms direct and indirect taxes 

are catch-all terms that are used on various occasions and for different purposes. The 

terminology serves to order and classify taxes in the light of a certain scheme, with a view to 

certain effects, with a certain purpose in mind or to demarcate sovereignty. In line with this – as 

follows from Chapter 7 – various economic, legal and administrative classification methods are 

conceivable. These methods were examined on the basis of a number of criteria. Their practical 

applicability and consistency were found to vary, but none of them proved suitable as a 

universal and encompassing method. Subsequently, in Chapter 7.5 an approach based on ability 

to pay was introduced that seems fit for universal tax classification. This approach hinges on 

the objectively observable and measurable tax base, the basis of assessment and the taxable 

event – which are common traits to any tax and tax law – and the way taxes impinge on income 

and wealth. It is not limited to a single country and can basically be applied to any given tax 

worldwide.  

However, a tax classification method is not yet a definition: it must be molded into one. This 

chapter aims to further develop the ability-to-pay-based approach and formulate a working 

definition of direct and indirect taxes for the purposes of this research. The research question in 

the present chapter is: 

How can direct and indirect taxes be defined in light of this thesis’ central research question? 

The advantage of this working definition will prove twofold. First, as is apparent from the 

above, the definition fits neatly into ability to pay, which the previous chapter showed to be the 

“thing” governments essentially wish to tax. In this way, the definition touches the essence of 
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taxation. What is more, later chapters will reveal the ability-to-pay principle to be a connecting 

thread in this thesis. Secondly, the definition is essentially about the impact of taxes on the 

distribution of material living standards (i.e., income, wealth and – ultimately – opportunities 

to consume): it is conceptualized in light of the role taxes play in the creation of inequalities of 

wealth, which is not only one of this thesis’ major themes but also in line with the empirical 

aim of this thesis. 

It is emphasized that the working definition is necessarily relative. It only involves the impact 

of taxes on the distribution of wealth (and material living standards). So, it does not take into 

account compensating measures through social security, employment law et cetera. As a result, 

in this thesis no absolute statements will be made about the distribution of material living 

standards. Nor will this thesis comment on when and whether the tax mix is just. As noted by 

Murphy and Nagel, such analyses necessarily involve all government institutions and 

expenditures.565 They are, therefore, beyond the scope of this research. Instead, this research 

attempts to map potential distributive impacts that the tax mix as such can cause ceteris paribus. 

  

                                                 

565  See, for more details, Chapter 11.4. See also Chapter 3.5. 
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 Sailing through the Symplegades safely 

There is a saying that the meaning and definition of a word strongly depend on its use and the 

context in which it is used.566, 567 This base provides leeway to further interpret the 

ability-to-pay-based distinction between direct and indirect taxes. After all, this classification 

method is not yet a definition, let alone a universal one. It still needs to be molded into one. 

However, the given leeway does not permit total arbitrariness. The definition should match the 

objectives and the context of this research. Hence, in order to solidly define direct and indirect 

taxes, taxes should not only be consistently assessed on the basis of the ability-to-pay-based 

approach but also be considered within the context and objectives of this research.  

To shed a light on the question what concrete implications this has for the working definition, 

the reader is reminded that this definition is to take shape within the context of a research aimed 

at identifying the impact of (a shift from direct to indirect) taxes on well-being at a conceptual 

level, more in particular in relation to the distribution of wealth and wealth inequality.  

Taking into account both the ability-to-pay-based approach outlined in Chapter 7.5 and the role 

taxes play in the creation of inequalities of wealth and wealth’s distribution, roughly two 

categories can be distinguished.568 The first category of taxes can, by their nature, limit the 

accumulation of wealth and/or mitigate or even remove inequalities of wealth by including 

income and/or wealth or one or more constituents of either one (i.e. certain assets or liabilities) 

in their tax base and/or basis of assessment.569 This category of taxes, which I would classify 

as direct, hence roughly encompasses taxes on income and wealth (including taxes on assets 

and liabilities) – which the previous chapter revealed are also primary sources or manifestations 

of ability to pay. Income, here, should be understood to mean the periodic accrual of new, real 

                                                 

566  Cf. Rapport van de Commissie ter bestudering van het begrip ‘belastingen’ (Geschriften van de Vereniging 

voor Belastingwetenschap No. 184), Deventer: Kluwer 1990, p. 16. 

567  The varying meanings of a single word may best be illustrated by an “internet meme” with the revealing 

text “’I’m sorry’ and ‘my bad’ mean the same thing... Unless you are at a funeral.” See 

http://weknowmemes.com/2013/03/im-sorry-and-my-bad-mean-the-same-thing-unless/ (accessed 

November 17, 2017). 

568  I am aware of any number of borderline cases where taxes could possibly be classified in both categories. I 

briefly return to this in Chapter 9. In essence, though, the majority of cases can be said to be either direct or 

indirect. 

569  Literature has sometimes referred to this as the “limiting function of taxation”. See Reuven S. Avi-Yonah, 

And Yet It Moves: A Tax Paradigm for the 21st Century, University of Michigan Law School Law and 

Economics Working Paper 12-008, May 2012, p. 9. 
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purchasing or paying power – so corrected for inflation. Literature also dubs this concept of 

income as the comprehensive or foundation concept of income.570 It was further noted how all 

taxes are ultimately paid from one source: (accumulated) income. Wealth, here, is understood 

to mean the balance of a person’s assets and liabilities at a certain moment in time. These 

definitions of income and wealth disregard any country-specific features or elements and can 

also be applied universally. 

Direct taxation includes in the tax base and/or basis of assessment income, wealth or 

constituents thereof. It is thus independent of the use of this income or wealth. This is also 

apparent from the taxable event: direct taxation is triggered by the creation of income or by a 

certain condition of the possession or the holding of (a certain amount of) wealth or (a certain 

type of) assets or liabilities. Some examples are payroll and income tax, corporate income tax, 

tax on games of chance, and gift and inheritance tax. The next chapter will further assess their 

merits and show that the so-called bank levy and the landlord levy are also direct taxes within 

the meaning of the above definition. All other Dutch national taxes will also be classified. 

The above amounts to the following definition of direct taxes:  

Taxes that, by their nature, can limit the accumulation of wealth and/or mitigate or even 

remove inequalities of wealth by including income and/or wealth or one or more constituents 

of either one (i.e. certain assets or liabilities) in their tax base and/or basis of assessment. 

Direct taxes are thus taxes on income, wealth, or on constituents thereof. Direct taxes are 

independent of the use of this income or wealth: they are triggered by the creation of income 

or by a certain condition of the possession or the holding of (a certain amount of) wealth or 

(a certain type of) assets or liabilities, which can all constitute a taxable event. 

Note how this approach does not involve the taxpayer – be it an individual or a corporation – 

and skips the tax incidence question. 

The above perspective conceivably generates a “residual category” of taxes that bring about the 

opposite: by their nature they leave wealth and wealth accrual (i.e. income) untaxed: in principle 

they do not include either one in their tax base. These indirect taxes are not triggered (taxable 

                                                 

570  For example Kevin Holmes, The Concept of Income: A multidisciplinary analysis, Amsterdam: IBFD 

Publications 2001, p. 83. See also L.W.D. Wijtvliet, Vermogensbelasting: over gif, ongelijkheid en blind 

geloof in de heilzame werking van belastingen, WFR 2014/930, particularly Section 4. See also Arie C. 

Rijkers, Een inkomensbegrip voor de 21e eeuw, Tilburg University: PrismaPrint 2013, p. 20 who speaks of 

“objectively measurable net growth of purchasing power.” (unofficial translation) The ability-to-pay 

principle and the comprehensive income concept are discussed extensively in Chapter 11.  
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event!) by income, wealth or their constituents, but rather by consumption (i.e. the use or 

exercise of purchasing power),571 expenditure, spendings, the acquisition of or investment in 

                                                 

571  Indirect taxes hinge on “consumption” and “expenditure on goods and services”. Yet consumption is a rather 

diffuse concept that can also be clarified from a more economic perspective, different than the 

ability-to-pay-based approach. Taking this path, one arrives at a comparable perspective on the meaning of 

“consumption”. The concept of “expenditure on goods and services” should also be seen in this light. For 

completeness sake this reasoning is included in this footnote. 

At first sight, the term “consumption” seems to imply the enjoyment of drinks and foods. Consumption, 

Slemrod and Bakija explain (Joel Slemrod and Jon Bakija, Taxing Ourselves: A Citizen’s Guide to the 

Debate over Taxes (third edition), Cambridge, MA: The MIT Press 2004, p. 195.) is essentially “what people 

do when they use up goods and services.” Merriam-Webster’s dictionary, for example, defines consumption 

- insofar as relevant here - as: “[...] 2 a: the act or process of consuming <consumption of food> 

<consumption of resources> [...] 3: the utilization of economic goods in the satisfaction of wants or in the 

process of production resulting chiefly in their destruction, deterioration, or transformation.” 

(http://www.merriam-webster.com/dictionary/consumption; accessed November 17, 2017.) So, 

economically, this corresponds with satisfying private needs and wants through the use or consumption of 

goods and services. Such satisfaction – Holmes emphasizes – is expressed in terms such as “utility”, 

“psychic income” or “the pleasurable sensations that people derive from consumption.” (Kevin Holmes, 

The Concept of Income: A Multidisciplinary Analysis, Amsterdam: IBFD Publications 2001, p. 36.) The 

intensity of these enjoyments is subjective and may differ from person to person and over time. For practical 

and pragmatic reasons, taxation requires these enjoyments to translate and be evaluated in terms of money. 

So money, especially expenditure, is a means that serves as an objective metric in order to involve 

consumption into taxation. In economic and other literature, consumption is therefore linked to expenditures 

or spending. This encompasses the presence of a transaction that – cast in the mold of spending or 

expenditure – serves as a proxy or derived criterion for the actual consumer enjoyments. In his doctoral 

thesis Holmes aptly expresses this link when he writes that expenditure on goods and services “is a better 

reflection of utility or psychic income derived from consumption. In simplified terms, consumers’ decisions 

to buy or not to buy goods and services are represented by actual expenditure that consumers incur. That 

expenditure is an indicator of a consumer’s level of satisfaction derived from consumption of goods or 

services, compared with the reflex offered by the consumer’s income.” (p. 49)  

As the foregoing indicates, in order to still be able to tax such consumption a monetary value should 

objectively be assigned to it. Hence, in fiscalibus, spending is generally assumed to be the most convenient 

criterion for consumption (e.g., M.E. van Hilten and H.W.M. van Kesteren, Omzetbelasting (veertiende 

druk), Deventer: Kluwer 2014, p. 8.) In this research I intend to adhere to this premise. Ignoring the 

ability-to-pay perspective consumption can then be understood to constitute the acquisition, obtaining or 

purchasing for the use or consumption of a good or service by spendings or expenditures or its removal or 

import. Exceptions, such as a deemed self-supply pursuant to articles 16 and 18 of the Dutch VAT Code, 

are thereby ignored.  

The signature feature of consumption is the presence of a transaction. Thus, from this perspective, the 

decisive factor is not the effective use of the good or service but rather the transaction, which subsequently 

may give rise to the opportunity of effective use. For many services and non-durable consumer goods, 

spending, expenditure, acquisition and removal, respectively, will virtually always coincide with the 

effective use – a package of milk or a loaf of bread will be consumed relatively shortly after their purchase. 

This is not always the case, though, considering that the use of some durable consumer goods, such as books, 

games, computers, clothing, or cars, is spread over a longer period. In that case, expenditure and use are not 

– or no longer – in sync. A similar problem arises with immovable property for people’s own use, which 

may also be useful long – or even very long – after it has been purchased. Looking at it from this angle, a 

tax levied on the acquisition of such a house (i.e. the real estate transfer tax) constitutes a tax on consumption 

and is therefore indirect. However, this is different for a tax imposed on the effective use or ownership of 

the house (i.e. the property tax): in that case the immovable property itself (asset!) constitutes the tax base 

and the possession the taxable event and so a direct tax is levied. The same goes for taxes due on the 

registration of a motor vehicle versus taxes that are levied on account of the possession of a motor vehicle. 

See Chapter 9 for more details. 
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(a certain type of) goods, services, assets or liabilities – the amounts of which also constitute 

the tax base or base of assessment. Often, a transaction or registration element can be identified 

with indirect taxes.572 It is this transaction or registration element as such, and not necessarily 

the consequences thereof, that gives rise to taxation and is the taxable event.573 Hence indirect 

taxes are not based on primary manifestations or sources of ability to pay, but on the 

appropriation thereof. Indirect taxes follow external indicators or events from which the 

existence of a source of ability to pay can be inferred or presumed.574 As a result, indirect taxes 

are defined as:  

Taxes that, by their very nature, leave wealth and its accrual or creation (i.e. income) 

untouched by including in their tax base or basis of assessment consumption or consumer 

expenditure. Indirect taxes are thus taxes on consumption or the appropriation of ability to 

pay. Often, a transaction or registration element that as such gives rise to taxation and 

constitutes the taxable event can be identified with indirect taxes. 

Again, this definition skips the incidence question and it disregards the taxpayer.  

Indirect taxes generally cannot be viewed separately from the use of income and wealth.575 

Since an indirect tax is not levied until funds are used for consumption purposes, wealth, assets 

and income as such continue to be tax-free.576 This applies, for instance, to VAT, real estate 

transfer tax and excise duties. These – and other – taxes will be further assessed in the next 

chapter. The fact that tax is not levied until funds are spent for consumption purposes essentially 

leaves wealth, property and income untaxed and facilitates tax-free accumulation. Furthermore 

– later chapters will show –577 that this may cause low-income households to incur debts.578  

                                                 

572  See also Chapter 7.5. 

573  Contrast the sale of shares: that can give rise to taxation of a capital gain (income). There, the proceeds of 

the transaction, and not the transaction as such, are taxed. 

574  See also Chapter 7.5. 

575  See also Alastair Thomas, The Distributional Effects of Consumption Taxes in New Zealand, Working 

Papers in Public Finance WP08/2015, p. 6 who notes that indirect taxes also depend on expenditure patterns. 

576  Under the VAT invoice system the VAT payable or receivable depends on the invoices received in a given 

time period. 

577  See Chapter 15. 

578  As regards consumption taxes, cf., inter alia, Anne L. Alstott, The Uneasy Liberal Case Against Income and 

Wealth Transfer Taxation: A Response to Professor McCaffery, 51 Tax. L. Rev. 363 1995-1996, p. 364. 

See also Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev. 1 2006-2007, p. 18. See also 

Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p.424. 
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In essence, indirect taxes are straightforward in their functioning: they are levied without 

respect to persons. However, as a consequence thereof, they put a high burden on the bottom 

deciles of the income pyramid while enabling wealthy individuals to avoid them. In this regard 

an observation made by Ordower speaks volumes: 

A sales or value added tax would not eliminate tax evasion as these taxes substitute a 

regressive tax model for the progressive one [...]. Models of consumption taxes such as the 

value added taxes prevalent in Europe are regressive relative to income and wealth, and, 

accordingly, contrary to the economic interests of the bulk of the taxpaying public. Only 

relatively well-to-do individuals avoid broad-based consumption taxes by investing 

substantial portions of their income and wealth rather than consuming to acquire basic goods 

and services.579 

As noted in Chapter 7.5, taxes levied on a lump sum basis can pose a difficulty of their own. 

Such taxes need not always include income, wealth or consumption expenditures in the tax base 

or basis of assessment. Dutch municipal sewer taxes, for example, are frequently charged at 

fixed amounts per parcel of land. This lacuna is overcome by also considering what constitutes 

the taxable event. In case of the sewer tax, a tax is paid for the use of or the right to use the 

sewer, which is a form of consumption and renders the sewer tax indirect. 

 

  

                                                 

579  Henry Ordower, The Culture of Tax Avoidance, 55 St. Louis U. L.J. 47 2010-2011, pp. 116-117. 
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 Concluding comments 

The definitions of direct and indirect taxes developed in this chapter conceptualize and expand 

the ability-to-pay-based approach in light of one of this thesis’ major themes: wealth inequality. 

The definitions are essentially about the impact of taxes on the distribution of wealth. They 

hinge on the tax base and/or the basis of assessment as well as the taxable event. As any given 

tax necessarily has these elements, the working definitions should apply universally and in 

principle encompass all taxes anywhere in the world. The taxable subject – be it an individual 

or a corporation – is not included in the definition. The incidence question is also skipped. 

It should be noted that any tax – direct and indirect – will by definition cost taxpayers money. 

So, this will always encroach upon their options to accumulate wealth because it interferes with 

their paying power and spending options. As put by David Ricardo: “There are no taxes which 

have not a tendency to lessen the power to accumulate.”580, 581 Direct taxes will nevertheless 

trigger this effect sooner than indirect taxes. This is because before taxes can be paid, the funds 

required to pay the tax bill (or to otherwise save or spend) must first accrue or have accrued to 

the taxpayer. Direct taxes and their impact on accumulating wealth are therefore independent 

from the use of income or wealth (later on). Indirect taxes, though, only arise when consumption 

takes place. They do depend on the appropriation of taxpayer income, wealth as well as 

consumer loans and other debts. 

In extremis, this means that full and exclusive fiscal reliance on indirect taxes allows wealth to 

accumulate freely and people to avoid paying tax by postponing expenditures.582 When high 

income households can save more than other households – and they usually can –,583 this 

                                                 

580  David Ricardo, Principles of Political Economy and Taxation, Chapter VIII (On Taxes), Amherst, NY: 

Prometheus Books 1996, p. 106 (Original published: London; New York: J.M. Dent & Sons, 1911). It will 

nevertheless be clear that this effect will be many times more succinct with indirect taxes than with direct 

taxes as the former are dependent on the exact appropriation of income wealth whereas the latter are 

independent thereof. 

581  It should kept in mind that accumulation and a market-based distribution of resources necessarily arise in 

the context of a socio-economic infrastructure that owes its existence to taxes. Taxation should therefore be 

considered a precondition for accumulation. See also Chapters 4 and 11.4.1. 

582  “Ein Gewissen, das um so schlechter ist, als er die Existenz des Geldes nicht vor dem französischen Fiskus 

verschweigen darf. Oder, nun ja, jetzt übertreibe ich. Frankreich ist kein Land, wo die Steuerbehörden so 

gieren daβ Steuerhinterziehung zu einem schlechten Gewissen führen würde. Dennoch sollte man die 

Risiken nicht unterschätzen.” Willem Frederik Hermans, Au pair (Aus dem Niederländischen von Waltraud 

Hüsmert), Leipzig: Gustav Kiepenheuer Verlag 2003, p. 304.  

583  See Chapter 10 for more details. 
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accumulation can lead to an unbalanced growth in wealth holdings across the population. 

Schmalbeck anthropomorphizingly illustrates this process, thereby touching on some pressing 

distributive issues that will also be discussed later on in this thesis:  

Somewhat fancifully, one can even imagine replicating [rising wealth inequality; LWDW] 

in a laboratory. For instance, we give Rat A an amount of cheese equal to twice his normal 

caloric needs, while Rat B receives only a subsistence diet during the same initial time 

period. Rat A consumes some of his excess allocation, but also saves some. If we assume 

interest-bearing cheese, the dynamics of a growing disparity in wealth take off exponentially. 

And if Rat A mates exclusively at the local rat country club, and sends his little rat progeny 

to the best rat schools, where they learn the best techniques for maze-running, thereby 

winning still more cheese, we would surely obtain by no later than the third generation a 

group of young rats who, to paraphrase the words of Jim Hightower, are born on third base 

and think they’ve hit a triple. The need for a rat estate tax would at that point be clear to all, 

except perhaps for those in Rat A’s line of descent.584 

Now that the definitions of direct and indirect taxes have been developed, the question arises 

as to the size and the composition of the Dutch tax mix and the distribution of the tax burden. 

These questions will be dealt with in the following chapters. First, Chapter 9 will discuss and 

portray the tax mix in light of this research’ working definition of direct and indirect taxes. 

Next, Chapter 10 looks into distribution-related issues such as those referred to in the above 

quotation. In that chapter the burdens of direct and indirect taxes will be analyzed. Together, 

these chapters will pave the way for an empirical model developed later in this thesis to assess 

the impact of a shift from direct to indirect taxes on the distribution of wealth in the Netherlands.  

-- 

  

                                                 

584  Richard Schmalbeck, The Death of the Efficiency-Equity Tradeoff?: A Commentary on McMahon’s 

Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 1145 (2004), p. 1145. 
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De Bree bog ab zu einer neuen Klasse. Er platzte hinein wie ein Unwetter. Es war unnötig. 

Der sanfteste Friede herrschte in diesem Gewächshaus.  

Zehn Minuten, nicht länger, botanisierte er auf seinem Podest. Dann kannte er jedes 

Pflänzchen mit Namen vom Index, mit allen Eigenschaften, aufgrund seiner Erfahrung. 

            Ferdinand Bordewijk – Bint. Roman eines Senders 

            (Aus dem Niederlandischen von Marlene Müller-Haas)585 

  

                                                 

585  First published by De Gemeenschap as Bint. Roman van een zender in 1934. 
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 Introduction  

In the previous chapter a working definition of direct and indirect taxes was formulated. This 

definition serves as a connecting thread throughout this research. It takes shape in light of the 

role taxes play in wealth accumulation and the creation of inequalities of wealth. Direct taxes 

were – roughly speaking – defined as taxes that can limit wealth accumulation and/or mitigate 

or even dissolve wealth inequality.586 They strike ability-to-pay in its primary manifestations 

and also at source. In short, direct taxes are taxes on income, wealth, assets and liabilities. By 

contrast, indirect taxes leave wealth and wealth creation untaxed: they hinge on consumption, 

(consumer) expenditure, spendings or the acquisition of or investment in (a certain type of) 

assets or liabilities.587 Indirect taxes are triggered by the appropriation of ability to pay. Often 

a transaction or registration element can be identified. In this respect it was also emphasized 

that there is basically no tax without a tendency to limit the power to accumulate. However, in 

case of direct taxes this effect occurs sooner and is stronger compared with their indirect 

counterparts. In passing, examples of both categories of taxes were given.  

Now that the distinction direct-indirect has been clarified the question arises as to how Dutch 

national taxes should be classified accordingly. Moreover, in order to map the potential 

distributive consequence of a shift to indirect taxes, a picture of the initial, “current” Dutch tax 

mix is required.588 For those reasons, this chapter starts from the aforementioned working 

definition and seeks to classify the Dutch national taxes (Rijksbelastingen) and their revenues 

accordingly, thus dissecting the tax mix. As a result, this chapter also takes a quantitative 

perspective. The accompanying research question is: 

How does the Dutch national tax mix break down into direct and indirect taxes in light of 

the working definition applied in this thesis? 

This chapter proceeds as follows. Section 9.2 briefly discusses the outlines of the Dutch national 

tax mix and highlights the direct and indirect taxes that comprise it for quick reference purposes. 

Section 9.3 provides the underlying, more elaborate analysis of these taxes in the light of the 

working definition. It subsequently classifies each tax as direct or indirect. Attention is also 

                                                 

586  See Chapter 8.3. 

587  See Chapter 8.3. 

588  See also Chapter 5.6. 
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paid to tax revenues. Finally, Section 9.4 classifies the (hypothetical) consumption or 

expenditure tax and Section 9.5 answers this chapter’s research question. 
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 The tax mix at a glance 

 General overview of Dutch national taxes 

The Netherlands currently levies a wide range of national taxes (Rijksbelastingen). According 

to Article 1(2) of the General Tax Act (Algemene wet inzake rijksbelastingen; AWR) national 

taxes are levied on central government account by the government tax department.589 In 2016, 

more than 20 taxes were levied accordingly:  

Personal income tax (inkomstenbelasting) 

Wage tax (loonbelasting) 

Corporate income tax (vennootschapsbelasting) 

Dividend tax (dividendbelasting) 

Inheritance tax (erfbelasting) 

Gift tax (schenkbelasting) 

Taxes on legal transactions (belastingen van rechtsverkeer) 

o Real estate transfer tax (overdrachtsbelasting) 

o Insurance tax (assurantiebelasting) 

Value added tax, VAT (omzetbelasting, BTW) 

Tax on passenger cars and motor vehicles (belasting van personenauto’s en 

motorrijwielen, BPM) 

Motor vehicle tax (motorrijtuigenbelasting, MRB) 

Excise taxes (accijnzen) 

o On beer (bier) 

o On wine (wijn) 

o On intermediary products (tussenproducten) 

o On fermented products other than wine and beer (overige alcoholhoudende 

producten)  

o On mineral oils (minerale oliën) 

o On manufactured tobacco (tabaksproducten) 

Consumer tax on non-alcoholic beverages (verbruiksbelasting van alcoholvrije 

dranken) 

Tax on stocks of petroleum products (voorraadheffing aardolieproducten) 

Environmental taxes (milieubelastingen) 

Environmental consumer taxes (belastingen op milieugrondslag) 

o Tap water tax (belasting op leidingwater) 

o Waste tax (afvalstoffenbelasting) 

o Coal tax (kolenbelasting) 

o Energy tax (energiebelasting) 

Landlord levy (verhuurderheffing) 

Bank tax (bankenbelasting) 

Lottery tax or tax on games of chance (kansspelbelasting)  

                                                 

589  Article 1(2) of the General Tax Act reads (in Dutch): “Onder rijksbelastingen worden verstaan belastingen 

welke van rijkswege door de rijksbelastingdienst worden geheven.” Unofficial translation: “National taxes 

are considered to be taxes levied by the national tax authorities, as ordered by central government.” See also 

Chapter 5.6.2. 
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 Overview of the Dutch national tax mix 

Table 1 and Table 2 on the following pages include a breakdown of the aforementioned national 

taxes and their respective revenues into direct and indirect taxes for the years 2010 through 

2015. This breakdown is made on the basis of the working definition developed in Chapter 8. 

The tables have been drawn up for quick reference purposes. The underlying analyses and 

determination of the individual taxes as direct and indirect has been included in Section 9.3.  

As noted earlier, the revenues reported in the tables have been derived from the Dutch statistical 

agency Statistics Netherlands’s (Centraal Bureau voor de Statistiek, CBS)590 StatLine 

Database.591, 592  

Table 1, Figure 1 and Figure 2 on the following pages list the Dutch national taxes and their 

respective revenues for the years 2010-2015 – excluding social security contributions (premies 

wettelijke sociale verzekeringen; hereinafter also: ssc). Over the years reported, national tax 

revenues amounted to EUR 134,503 million (2010), EUR 130,764 million (2011), 

EUR 126,187 million (2012), EUR 129,241 million (2013), EUR 137,646 million (2014) and 

EUR 146,405 million (2015), respectively. During those years the share of direct and indirect 

taxes first converged from 52% / 48% in 2010 to 51% / 49% in 2013, only to diverge in 

subsequent years and come to approximately 54% / 46% in 2015.  

As said, a more elaborate description and classification of the individual taxes as direct or 

indirect is included in Section 9.3.   

                                                 

590  This Dutch governmental institution gathers statistical information about the Netherlands. 

591  See http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82569ned&D1=0-9,11-18,22-

30,36-37,41-45,49-52,68&D2=2&D3=27,32,37,42,47,52&HD=160820-1232&HDR=G1,G2&STB=T 

(accessed November 17, 2017) for tax revenues and 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82570ned&D1=0-

17&D2=63,68,73,78,83,88&HD=160827-1202&HDR=G1&STB=T (accessed November 17, 2017) for 

social security contributions. StatLine is Statistics Netherlands’s statistical database. 

592  See also Chapter 5.6.3. 
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Table 1: national tax revenues 2010 - 2015 (EUR million; excluding ssc) 

National Tax Classification 2010 2011 2012 2013 2014 2015 

Value added tax Indirect 42,654 41,610 41,699 42,424 42,708 44,879 

Wage and personal income tax 

(excluding other levies on wages) 
Direct 48,178 46,693 44,305 44,209 45,466 51,387 

Corporate income tax Direct 12,782 12,409 11,854 12,447 14,511 16,108 

Excise taxes Indirect 11,120 11,268 11,289 10,885 11,598 11,207 

Environmental consumer taxes Indirect 4,606 4,480 4,013 4,997 4,810 5,024 

Environmental taxes Indirect 365 437 410 108 211 214 

Motor vehicle tax Direct 3,628 3,616 3,577 3,553 3,902 3,973 

Tax on passenger cars and motor vehicles593 Indirect 2,096 1,978 1,500 1,159 1,121 1,462 

Real estate transfer tax Indirect 2,785 1,935 1,128 1,104 1,566 1,772 

Dividend tax Direct 2,400 2,590 2,481 2,191 3,474 3,116 

Capital taxes Direct 1,721 1,536 1,382 1,730 1,525 1,614 

Insurance tax Indirect 861 1,020 1,145 2,343 2,366 2,375 

Lottery tax Direct 442 475 459 477 440 476 

Bank levy Direct - - 536 507 1,453 932 

Landlord levy Direct - - - 48 1,224 1,345 

Other levies on wages Direct 609 541 165 804 951 208 

Consumer tax on non-alcoholic beverages Indirect 156 159 158 154 213 207 

Tax on stocks of petroleum products Direct 100 89 86 101 107 106 

        
Total tax revenue  134,503 130,764 126,187 129,241 137,646 146,405 

        
Total direct taxes  69,860 67,949 64,845 66,067 73,053 79,265 

Total indirect taxes  64,643 62,815 61,342 63,174 64,593 67,140 

Share or direct taxes  51.94% 51.96% 51.39% 51.12% 53.07% 54.14% 

Share of indirect taxes  48.06% 48.04% 48.61% 48.88% 46.93% 45.86% 

 

 

                                                 

593  Among environmentally related taxes a shift towards more polluting activities, cars et cetera is also taking 

place. This shift occasionally coincides with the shift from direct to indirect taxes. However, it can also be 

perceived among individual direct taxes. An example is the increased additional income tax liability 

(bijtelling) on environmentally polluting company cars and reduced liabilities for environmentally friendly 

ones in the Dutch wage and income tax.  
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Figure 1 
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Figure 2 
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For reasons further explained in Subsection 9.3.4, a case can be made for also counting social 

security contributions as (direct) taxes. Table 2 on the next page includes these contributions, 

which amounted to EUR 82,732 million (2010), EUR 88,470, million (2011), EUR 94,844 

million (2012), EUR 97,372million (2013), EUR 98,616 million (2014) and EUR 96,386 

million (2015), respectively. Accordingly, national tax revenues totaled EUR 217,235 million 

(2010), EUR 219,234 million (2011), EUR 221,031 million (2012), EUR 226,613 million 

(2013), EUR 236,262 million (2014) and EUR 242,791 million (2015), respectively. Direct 

taxes then make up an increasing share of approximately 70% to 72% of the total national tax 

revenue. The share of indirect taxes comes down from roughly 30% to 28% over the period 

under investigation. Figure 3 and Figure 4 on the following pages illustrate the development of 

the tax mix with social security contributions included. See Section 9.3 for a more elaborate 

description and classification of the individual taxes as direct or indirect. 
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Table 2: national tax revenues 2010 - 2015 (EUR million; including ssc) 

National Tax Classification 2010 2011 2012 2013 2014 2015 

Value added tax Indirect 42,654 41,610 41,699 42,424 42,708 44,879 

Wage and personal income tax 

(excluding other levies on wages) 
Direct 48,178 46,693 44,305 44,209 45,466 51,387 

Social security contributions Direct 82,732 88,470 94,844 97,372 98,616 96,386 

Corporate income tax Direct 12,782 12,409 11,854 12,447 14,511 16,108 

Excise taxes Indirect 11,120 11,268 11,289 10,885 11,598 11,207 

Environmental consumer taxes Indirect 4,606 4,480 4,013 4,997 4,810 5,024 

Environmental taxes Indirect 365 437 410 108 211 214 

Motor vehicle tax Direct 3,628 3,616 3,577 3,553 3,902 3,973 

Tax on passenger cars and motor vehicles Indirect 2,096 1,978 1,500 1,159 1,121 1,462 

Real estate transfer tax Indirect 2,785 1,935 1,128 1,104 1,566 1,772 

Dividend tax Direct 2,400 2,590 2,481 2,191 3,474 3,116 

Capital taxes Direct 1,721 1,536 1,382 1,730 1,525 1,614 

Insurance tax Indirect 861 1,020 1,145 2,343 2,366 2,375 

Lottery tax Direct 442 475 459 477 440 476 

Bank levy Direct - - 536 507 1.453 932 

Landlord levy Direct - - - 48 1.224 1.345 

Other levies on wages Direct 609 541 165 804 951 208 

Consumer tax on non-alcoholic beverages Indirect 156 159 158 154 213 207 

Tax on stocks of petroleum products Direct 100 89 86 101 107 106 

        
Total tax revenue  217,235 219,234 221,031 226,613 236,262 242,791 

        
Total direct taxes  152,592 156,419 159,689 163,439 171,669 175,651 

Total indirect taxes  64,643 62,815 61,342 63,174 64,593 67,140 

Share or direct taxes  70.24% 71.35% 72.25% 72.12% 72.66% 72.35% 

Share of indirect taxes  29.76% 28.65% 27.75% 27.88% 27.34% 27.65% 
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Figure 3 
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Figure 4 
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From the tables and figures in this section it thus appears that direct taxes are gaining ground 

in terms of tax revenue during the years discussed – and not indirect taxes. This is possibly due 

to a variety of developments, including the economic crisis and falling consumption. Given the 

various inequality-related downsides to indirect taxes, such a shift in revenues towards direct 

taxes does not seem unwelcome. After all, direct taxes are better at curbing inequality than their 

indirect counterparts. This will be discussed in-depth in Chapters 14 and 15. See also 

Chapter 8.3. 

The various taxes that make up this tax mix are discussed next. 
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 The tax mix dissected 

 General 

In this section the national taxes that together comprise the Dutch tax mix are discussed in 

greater detail. Their revenues are also reported. Each individual tax is classified as direct or 

indirect tax on the basis of the working definition. The working definition hinges on the tax 

base and/or base of assessment as well as on the taxable event. These are traits common to any 

tax and they are necessarily laid down in tax laws, so they can easily be determined.  

According to working definition, direct taxes are taxes on income and/or wealth. They include 

in their tax base or basis of assessment income and/or wealth or one or more constituents of 

either one (i.e. certain assets or liabilities). The taxable event is the creation of income, a certain 

condition of the possession or the holding of (a certain amount of) wealth or (a certain type of) 

assets or liabilities.594 

Indirect taxes, on the other hand, are taxes on consumption. They include in the tax base or 

basis on assessment consumption or consumption expenditure. The taxable event is a 

transaction or registration element that as such gives rise to taxation.595 

 Value Added Tax (VAT) (belasting over de toegevoegde waarde, btw, 

omzetbelasting) 

The Value Added Tax or VAT (Omzetbelasting) is paid by producers when they deliver goods 

or services. It is ultimately passed on to the end-user of the product. The taxable event is, by 

and large, the supply of goods and services as well as the intra-Community acquisition and 

imports of goods.596 These are transactions that as such give rise to taxation. The base of 

assessment is the reimbursement paid to the supplier, which is a consumption expenditure from 

the perspective of the end-user or final consumer (buyer).597 

As the taxable event is a transaction and the base of assessment encompasses consumption 

expenditure, the VAT is considered an indirect tax for the purposes of this research. 

                                                 

594  See also Chapter 8.2 and 8.3. 

595  See also Chapter 8.2 and 8.3. 

596  See Article 1 of the Dutch Value Added Tax Act 1968. 

597  See Article 8 of the Dutch Value Added Tax Act 1968. 
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Between 2010 and 2015 the proceeds from the VAT amounted to: 

 2010: EUR 42,654 million 

 2011: EUR 41,610 million 

 2012: EUR 41,699 million 

 2013: EUR 42,424 million 

 2014: EUR 42,708 million 

 2015: EUR 44,879 million 

 Wage and personal income tax (loon- en inkomstenbelasting) 

The wage tax is withheld on employees’ wages.598 It is an advance tax to the personal income 

tax, which is a more encompassing levy on, inter alia, wages, allowances and pension 

payments. The wage tax is transferred to the government by a withholding agent, usually the 

employer.  

The tax base is taxable wage, which is a part of income.599 The tax is (generally) withheld when 

wages are paid out (taxable event).600 So the taxable event is closely linked to the creation of 

income. The wage tax being a tax on (a part or constituent of) income makes it a direct tax in 

this research. 

The personal income tax is a tax on income. It is due on an individual’s taxable income from 

work (labor), owner occupied housing, substantial interests and savings and investments.601 

The tax also encompasses levies that have (usually) already been withheld at source (e.g. wage 

tax and periodical advances to the income tax). Included in its tax base are (deemed) income 

                                                 

598  A short description by the Dutch tax authorities is available at 

http://www.belastingdienst.nl/wps/wcm/connect/bldcontenten/belastingdienst/business/payroll_taxes/you_

are_not_established_in_the_netherlands_are_you_required_to_withhold_payroll_taxes/what_are_payroll_

taxes/what_are_payroll_taxes#Wagetax (accessed November 17, 2017). 

599  See Articles 9 and 10 of the Dutch Wage Tax Act 1964. 

600  See Article 27 of the Dutch Wage Tax Act 1964. 

601  See Article 2.3 of the Dutch Personal Income Tax Act 2001. 
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and – arguably – also wealth.602 The income tax is quintessentially a tax on income. The 

taxable event arises when income is earned.603 It is therefore a direct tax. 

Between 2010 and 2015 the combined proceeds from the wage and income tax amounted to: 

 2010: EUR 48,178 million 

 2011: EUR 46,693 million 

 2012: EUR 44,305 million 

 2013: EUR 44,209 million 

 2014: EUR 45,466 million 

 2015: EUR 51,387 million 

 Social security contributions (premies wettelijke sociale verzekeringen) 

and national insurance contributions (premies volksverzekeringen) 

Social security contributions and national insurance contributions are collected from employers, 

employees, self-employed and non-working individuals in conjunction with the wage and 

income tax. They serve to finance a variety of social security benefits. Examples are the Old 

Age Pension Act (Algemene Ouderdomswet, AOW), the Surviving Dependents Act (Algemene 

Nabestaandenwet, ANW), the Exceptional Medical Expenses Compensation Act (Algemene 

Wet Bijzondere Ziektekosten, AWBZ), the Unemployment Insurance Act (Werkloosheidswet, 

WW) and the Health Insurance Act (Zorgverzekeringswet, ZVW).  

Although social security contributions resemble insurance premiums, it has been argued by the 

Hofstra Committee that – from a legal perspective – the original contributions collected have 

the nature of taxes.604 Following this notion of social security contributions as taxes, they 

would have to be considered direct taxes: as they are collected in conjunction with the wage 

and income tax, they share the same taxable event and – to an extent – tax base. Moreover, 

                                                 

602  A case can be made for the Dutch regime for taxing income from savings and investments (see Chapter 5 

of the Dutch Personal Income Tax Act 2001: “Heffingsgrondslag bij sparen en beleggen”) in fact being a 

type of wealth tax. See, e.g., S.M.H. Dusarduijn, Vermogensrendementsheffing, Deventer: Kluwer 2010, 

pp. 12-15. This regime is also briefly discussed in Chapter 14. 

603  See also Article 3.146 of the Dutch Personal Income Tax Act 2001. 

604  Rapport van de Commissie ter bestudering van het begrip ‘belastingen’ (Geschriften van de Vereniging voor 

Belastingwetenschap No. 184), Deventer: Kluwer 1990, pp. 35-36 and p. 45. 
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social security contributions are either withheld from the employees’ or beneficiaries’ income, 

or they are levied from employers, thereby reducing their profits. 

Over the years reported, the social security contributions amounted to:605 

 2010: EUR 82,732 million 

 2011: EUR 88,470 million 

 2012: EUR 94,844 million 

 2013: EUR 97,372 million 

 2014: EUR 98,616 million 

 2015: EUR 96,386 million 

StatLine also provides separate data on the amounts paid by employees, employers et cetera. 

Occasionally, these data report higher amounts than those stated above. However, due to 

limitations in these data (e.g. double counting and estimates) and potential differences between 

the definitions used, these data cannot be included in their entirety.606 Moreover, certain social 

security contributions only regard employees’ rights that are not available for other groups of 

working and non-working individuals. Therefore, this research will focus on national insurance 

contributions (premies volksverzekeringen), that are paid by more than 95 percent of all 

households and are in principle open to all qualifying individuals, working and non-working. 

These include the Old Age Pension Act (Algemene Ouderdomswet, AOW), the Surviving 

Dependents Act (Algemene Nabestaandenwet, ANW), the Exceptional Medical Expenses 

Compensation Act (Algemene Wet Bijzondere Ziektekosten, AWBZ). Over the years reported 

they amounted to:607 

 2010: EUR 38,289 million 

 2011: EUR 38,810 million 

 2012: EUR 39,186 million 

 2013: EUR 40,474 million 

                                                 

605  http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82570ned&D1=0-

17&D2=63,68,73,78,83,88&HD=160903-1333&HDR=G1&STB=T (accessed November 17, 2017). 

606  See http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=70991ned&D1=a&D2=16-

125&D3=0,115-124&D4=9&HD=160903-1338&HDR=G3,T,G2&STB=G1 (accessed November 17, 

2017). 

607  See 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=80840NED&D1=2&D2=26&D3=0

&D4=4-7&HD=160903-1403&HDR=G3,T&STB=G2,G1 (Accesses November 17, 2017). 
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 2014: N/A 

 2015: N/A 

When only national insurance contributions are included, national tax revenue totals 

EUR 172,792 million in 2010.608 Revenues from direct taxes then amount to EUR 108,149 

million (or 62.59% of national tax revenue).609 The other EUR 64,643 million (or 37.41% of 

national tax revenue) is raised by indirect taxes. 

 Corporate income tax (vennootschapsbelasting) 

Just like individuals, certain corporations are taxed, too – on their profits. In short, the corporate 

income tax is a tax levied on the profits of corporations. As its name implies, this tax aims to 

tax corporate income (profits), which is the tax base.610 The taxable event arises when profits 

are made or losses are incurred in a given year.611 The corporate income tax is also an advance 

payment to the dividend tax612 and the personal income tax levied from substantial interests 

(Box 2). Ultimately, the tax reduces the profits available for distribution to shareholders or other 

beneficiaries.613 Being a tax on income (tax base) that is also triggered by earning (the creation 

of) corporate income (both profits and losses), the corporate income tax is thus a direct tax. The 

same is true to the extent this tax actually burdens shareholders – foreign and domestic.  

                                                 

608  See the amounts reported in the third column in Table 1. Ignoring social security contributions national taxes 

amounted to EUR 134.503.000.000 in 2010. Adding national insurance contributions (EUR 38.289.000.000 

in 2010) yields EUR 172.792.000.000. 

609  See the amounts reported in the third column in Table 1. Including national insurance contributions direct 

tax revenues come to EUR 69.860.000.000 +/+ EUR 38.289.000.000 = EUR 108.149.000.000. 

(108.149.000.000 / 172.792.000.000) * 100% = 62.59%. Revenue from indirect taxes equals 

EUR 64.643.000.000. (64.643.000.000 / 172.792.000.000) * 100% = 37.41%. 

610  See Articles 7 and 17 of the Dutch Corporate Income Tax Act 1969. 

611  See also Article 7(2) and (4) of the Dutch Corporate Income Tax Act 1969. 

612  See Chapter 9.3.12. 

613  Note that corporations are legal shells that can pay but not bear taxes per se. Ultimately, all taxes are borne 

by individuals. Griffith, Hines and Birch Sørensen note, for instance: “A distinction to be made when 

considering any tax, which is particularly important when considering capital taxes, is between who the tax 

is levied on and who the tax is incident on. The incidence of all taxes ultimately falls on individuals in their 

capacity as capital owners, workers, and consumers. For a variety of reasons it may be preferable to levy 

the taxes at the corporate level (for example, it may be administratively cheaper to collect), but this does not 

tell us who ultimately pays the tax. For example, in the UK personal income taxes are generally collected 

from employers via the PAYE system, but we think of the incidence of this tax as falling on the workers, 

not the owners of the firm.” See Rachel Griffith, James Hines, and Peter Birch Sørensen, International 

Capital Taxation, in: J.A. Mirrlees (ed.), Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford 

University Press 2010, p. 924. With regard to the incidence of individual and corporate income taxes, see 

pp. 925 et seq. I briefly return to this in Chapter 10. 



The Tax Tectonics 

p. 204 

Over the years reported, the corporate income tax amounted to: 

 2010: EUR 12,782 million 

 2011: EUR 12,409 million 

 2012: EUR 11,854 million 

 2013: EUR 12,447 million 

 2014: EUR 14,511 million 

 2015: EUR 16,108 million 

 Excise taxes (accijnzen) 

Excise taxes are product-related taxes on production. Examples are excises on fuel, tobacco and 

alcohol. They are payable upon the removal (roughly speaking the supply, the sale) of goods 

and imports of specific products such as beer, wine or tobacco. Therefore, the removal and 

imports constitute the taxable event.614 An element of a transaction is clearly present. 

Moreover, excise taxes are closely related to acts of consumption, expenditures, spending and 

acquisitions of specific goods.615 The base of assessment is generally the quantity of the 

product removed or imported. As such excise taxes and their bases of assessment are unrelated 

to income or wealth. Excise taxes are therefore considered indirect. 

Over the years reported, excises taxes yielded the following amounts: 

 2010: EUR 11,120 million 

 2011: EUR 11,268 million 

 2012: EUR 11,289 million 

 2013: EUR 10,885 million 

 2014: EUR 11,598 million 

 2015: EUR 11,207 million 

                                                 

614  See Article 1(2) in conjunction with Article 2 of the Dutch Excise Tax Act. 

615  For a detailed study of the Dutch excise taxes, see W.M.G. Visser, Accijnzen, Deventer: Kluwer 2008.  
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 Environmental consumer taxes (verbruiksbelastingen op 

milieugrondslag) 

Environmental consumer taxes are a catch-all term that covers a number of product-related 

taxes: on tap water, on waste, on coal and on energy.  

The taxable events and bases of assessment of these taxes are closely related to acts of 

consumption, consumptive outlays, expenditures and the use of scarce natural resources. The 

tap water tax is, for instance, levied per cubic meter of water used.616 So the taxable event is 

the use of tap water. The base of assessment is the quantity of water used. The taxable event 

and the base of assessment are therefore closely related to a transaction and to consumption 

expenditures. The tax base bears no relevant relation to income or wealth. All this makes the 

tap water tax an indirect tax. 

The waste tax is triggered by the disposal of waste.617 The base of assessment is the weight of 

the waste in question.618 Again, both are closely linked to a transaction and to consumption and 

consumption expenditures. The tax base does not include income or wealth. Therefore, the 

waste tax is also an indirect tax. 

The coal tax is payable upon the removal and import of coal (taxable event) and in accordance 

with the coal’s weight (base of assessment).619 Again, the link with a transaction element and 

consumption is strong. Moreover, the tax base is unrelated to income and wealth. As a result, 

the coal tax is an indirect tax. 

Finally, the energy tax is a tax on the use natural gas and electricity.620 The use of those 

(natural) resources is consumption pur sang. The base of assessment is the quantity of natural 

gas or electricity consumed.621 Given the taxable event and the tax base, energy taxes are taken 

to be indirect in this research. 

Over the years reported, environmental consumer taxes yielded the following amounts: 

                                                 

616  See Article 16(1) of the Dutch Environmental Taxes Act. 

617  See Article 23 of the Dutch Environmental Taxes Act. 

618  See Article 25 of the Dutch Environmental Taxes Act.  

619  See Articles 36 and 42 of the Dutch Environmental Taxes Act. 

620  See Article 48 of the Dutch Environmental Taxes Act.  

621  See Article 55 of the Dutch Environmental Taxes Act. 
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 2010: EUR 4,606 million 

 2011: EUR 4,408 million 

 2012: EUR 4,013 million 

 2013: EUR 4,997 million 

 2014: EUR 4,810 million 

 2015: EUR 5,024 million 

 Environmental taxes (milieuheffingen) 

Environmental taxes also cover a number of taxes. They were introduced in order to finance 

specific environmental measures undertaken by the government. The environmental taxes 

include sewage charges, water pollution taxes and water board rates. They can further be levied 

because of, for example, the periodical collection and processing of household and industrial 

waste, noise pollution by civil aviation, the extraction of ground water, after care of dumping 

grounds, the collection, transport and disposal of household and industrial wastewater and 

precipitation, and the disposal of waste products into the sewer or a sewage treatment plant. 

Leaving aside the question whether these levies are actually taxes,622 they are paid for the use 

of – or the right to use – certain amenities and facilities, e.g. a sewage facility or to dispose of 

waste. In other words, the taxes are levied because taxpayers use certain services. This can be 

considered consumption within the typology described in the Chapter 8. The tax base is 

                                                 

622  It can be doubted whether such levies are taxes or actually fees that give payers the right or entitlement to a 

specific quid pro quo. Shaviro has, for instance, noted: “In common usage, not all laws requiring value to 

be transferred to governments are taxes. We speak of income, sales, and property taxes; business, excise, 

and severance taxes; gift, estate, and inheritance taxes; and the like. Yet items such as highway tolls, public 

transit fares, tuition charged by state universities, and fines for criminal behavior commonly are not called 

taxes. More generally, transfers of value to the government are not called taxes when they have either of 

two characteristics. First, if paid directly in exchange for specific services (such as a subway ride or college 

education), they are called user fees. Second, if levied principally to affect behavior rather than to raise 

revenue, they are called regulation.” See Daniel Shaviro, An Economic and Political Look at Federalism in 

Taxation, 90 Mich. L. Rev. 895 1991-1992, p. 903. Such distinctions are not addressed in great detail in this 

thesis. On the definitions of taxes, levies, et cetera see, e.g., Rapport van de Commissie ter bestudering van 

het begrip ‘belastingen’ (Geschriften van de Vereniging voor Belastingwetenschap No. 184), Deventer: 

Kluwer 1990, M.J.H. Smeets, Het juridisch begrip “belastingen”. Openbare les gehouden bij het aanvaarden 

van het lectoraat in het belastingrecht aan de R.K. Handelshoogeschool te Tilburg op maandag 26 januari 

1931, ’s-Hertogenbosch: L.C.G. Malmberg 1931 and R.E.C.M. Niessen, Inleiding tot het Nederlands 

belastingrecht, Deventer: Kluwer 2010, pp. 32-47. 
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frequently a fixed amount. In any case, it is unrelated to income or wealth. These environmental 

taxes are therefore considered indirect.623 

It should be emphasized that the bulk of all environmental taxes are levied by provincial and 

municipal governments as well as water boards – and not by the national government.624 To 

illustrate, in 2013 total national tax revenue from environmental taxes amounted to EUR 108 

million whereas they yielded a total of EUR 3,889 million at the provincial and local level.625 

For a large part, revenues from environmental taxes are therefore provincial and local, and not 

national tax revenues. These taxes are therefore largely outside the scope of this thesis. 

Over the years reported, environmental taxes yielded the following amounts at the national 

level: 

 2010: EUR 365 million 

 2011: EUR 437 million 

 2012: EUR 410 million 

 2013: EUR 108 million 

 2014: EUR 211 million 

 2015: EUR 214 million 

 Motor vehicle tax (motorrijtuigenbelasting) 

The Netherlands has a range of car taxes. The motor vehicle tax is one of them. This tax is a 

tax on account of the possession of a motor vehicle (asset!), which constitutes the taxable 

event.626 The tax rate is a set amount that varies with the weight and fuels used.627 So, the base 

of assessment is the vehicle in question. To its owner or holder, this vehicle is an asset and, 

therefore, a constituent of wealth. 

                                                 

623  A case can be made that such taxes – as far as they are levied because of the possession or holding of (user) 

rights and not the acquisition thereof – are in fact direct taxes.  

624  See also Peter Kee, Toelichting IndirecteBelasting Calculator, p. 5, available at 

http://www.cbs.nl/NR/rdonlyres/E508A272-8E75-416A-AEE8-

0636EF372585/0/20130722toelichtingibc.pdf (in Dutch; accessed January 14, 2015). See also Arjan Bruil, 

De LokaleLastenVergelijker, p. 1 et seq., available at http://www.cbs.nl/NR/rdonlyres/B5FACDEC-9DCF-

4F37-8A4E-675CD042CB6F/0/2011lokalelastenvergelijkertotaalart.pdf (in Dutch; accessed January 14, 

2015).  

625  http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=82569ned&D1=6&D2=2,4-

6&D3=27,32,37,42,47,52&HD=160831-2057&HDR=G1,G2&STB=T (accessed November 17, 2017). 

626  See Article 1(1) of the Dutch Motor Vehicle Tax Act 1994. 

627  See Article 23 of the Dutch Motor Vehicle Tax Act 1994. 
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Thus, the possession or holding of certain vehicles is decisive for the motor vehicle tax. 

Vehicles are assets or – in light of the working definition – constituents of wealth. The motor 

vehicle tax is therefore considered a direct tax in this research.  

Over the years reported, motor vehicle taxes yielded the following amounts: 

 2010: EUR 3,628 million 

 2011: EUR 3,616 million 

 2012: EUR 3,577 million 

 2013: EUR 3,553 million 

 2014: EUR 3,902 million 

 2015: EUR 3,973 million 

 Tax on passenger cars and motor vehicles (belasting van 

personenauto’s en motorrijwielen, BPM) 

Another member of the family of car taxes is the tax on passenger cars and motor vehicles. This 

tax is due on the registration of passenger cars, delivery vans and motorcycles in the 

Netherlands. The taxable event is a registration element.628 The tax is declared and paid by the 

importer of the vehicle and subsequently shifted to the buyer. The amount of tax payable 

depends on the vehicle’s catalog value and its carbon emission levels.629 Hence, the base of 

assessment is the vehicle in question.  

The tax on passenger cars and motor vehicles is linked to the registration of a vehicle. It is 

therefore considered an indirect tax. 

Over the years reported, this tax yielded the following amounts: 

 2010: EUR 2,096 million 

 2011: EUR 1,978 million 

 2012: EUR 1,500 million 

 2013: EUR 1,159 million 

 2014: EUR 1,121 million 

                                                 

628  See Article 1(1) and (2) of the Dutch Passenger cars and motor vehicles tax act 1992. 

629  See Article 9 of the Dutch Passenger cars and motor vehicles tax act 1992. 
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 2015: EUR 1,462 million 

 Real estate transfer tax (overdrachtsbelasting) 

The real estate transfer tax is generally levied upon the transfer of immovable property. The 

taxable event is the acquisition of – amongst other things – real estate.630 It is not levied 

because of the possession or ownership of real estate as such. The base of assessment is the 

value of the acquired property.631  

The acquisition of real estate is basically a consumptive act by the acquiring party. Moreover, 

an element of a transaction can clearly be recognized. The real estate transfer tax is therefore 

an indirect tax in this thesis. 

Over the years reported, real estate transfer tax yielded the following amounts: 

 2010: EUR 2,785 million 

 2011: EUR 1,935 million 

 2012: EUR 1,128 million 

 2013: EUR 1,104 million 

 2014: EUR 1,566 million 

 2015: EUR 1,772 million 

 Dividend tax (dividendbelasting) 

Provided certain conditions are met, profit distributions can be subject to dividend tax. The 

dividend tax is levied on the proceeds from certain designated shares, profit-sharing certificates 

and loans. These proceeds form the tax base.632 The taxable event is the distribution of the 

proceeds.633 Qualifying entities paying the dividends are required to withhold the tax and 

subsequently remit it to the tax authorities. In the first instance the tax is borne by the 

beneficiaries of the dividends, whose net dividends are reduced by the amount of taxes 

withheld. Together with the corporate income tax the dividend tax represents the lion’s share 

of taxes on corporate income and wealth.  

                                                 

630  See Article 2 of the Dutch Transfer and Registration Duty Act 1970. 

631  See Article 9 of the Dutch Transfer and Registration Duty Act 1970. 

632  See Article 2 of the Dutch Dividend Tax Act 1965. 

633  See Articles 2 and 7 of the Dutch Dividend Tax Act 1965. 
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The tax base of the dividend tax consists of the amounts of corporate revenues distributed. To 

their beneficiaries these distributions are income. So, the dividend tax is a tax on income. The 

taxable event is the distribution of this income to its beneficiaries, i.e. the creation of income. 

The dividend tax is therefore considered a direct tax.  

Over the years reported, the dividend tax raised the following revenues: 

 2010: EUR 2,400 million 

 2011: EUR 2,590 million 

 2012: EUR 2,481 million 

 2013: EUR 2,191 million 

 2014: EUR 3,474 million 

 2015: EUR 3,116 million 

 Capital taxes (vermogensheffingen) 

Capital taxes are a catch-all term covering mandatory, non-periodical payments to the 

government that are based on (transfers of) taxpayer wealth. According to Statistics 

Netherlands’s revenue statements capital taxes only cover the inheritance tax in practice.634 In 

my opinion, the gift tax should likewise be included. This is not only because both taxes are 

included in the same tax act (the Dutch Inheritance Tax Act 1956), but also because they only 

attempt to differentiate between the warm and the cold hand of the donor or testator.  

Inheritance and gift taxes are based on a taxpayer’s wealth, most commonly on the amount 

transferred to an individual taxpayer.635 Pursuant to Dutch tax law, inheritance and gift taxes 

are levied from the beneficiary,636 to whom an inheritance or gift represents income in the 

comprehensive sense outlined in Chapters 7.5 and 8.2. So, the tax base consists of, by and large, 

income (i.e., wealth transferred to and received by the taxpayer).637 The taxable event is the 

                                                 

634  See also https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=c#id=capital-taxes (accessed 

November 17, 2017). 

635  This can be different in case of an estate tax. The question whether an estate tax could be classified as a 

capital tax as described by Statistics Netherlands is not answered in this thesis. After all, the Netherlands 

has no such tax.  

636  See also Article 5 of the Dutch Inheritance Tax Act 1956. 

637  See also Article 1 of the Dutch Inheritance Tax Act 1956. 
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acquisition (i.e., the receipt and creation) of this income. From this perspective, capital taxes 

are direct taxes in this research.  

Theoretically, inheritances and gifts could arguably be perceived as (final) consumption from 

the perspective of the donors or testators.638 Kaplow notes, for instance, that “under a cash-flow 

consumption tax, gifts could be deemed consumption of donors, donees, or both; the latter is 

not ordinarily proposed but nevertheless seems most consistent with the notion of taxing all 

‘consumption,’ understood in the case of donors in accordance with revealed preferences (by 

contrast to exhaustive use of resources).”639 I find this approach farfetched because inheritance 

and gift taxes generally take the perspective of the heirs and donees, and not of the donor. To 

the former, gifts and inheritances obviously constitute income in the comprehensive sense set 

out in Chapters 7.5 and 8.2. Moreover, theory is just… theory. I am unaware of any countries 

actually applying this consumption-based approach to inheritance and gift taxes in practice. By 

the same token, the consumption tax is merely a hypothetical phenomenon (see Chapter 3). 

Over the years reported, capital taxes raised the following revenues: 

 2010: EUR 1,721 million 

 2011: EUR 1,536 million 

 2012: EUR 1,382 million 

 2013: EUR 1,730 million 

 2014: EUR 1,525 million 

 2015: EUR 1,614 million 

 Insurance tax (assurantiebelasting) 

Insurance tax is due for insurances of which the insured risk is situated in the Netherlands 

(taxable event).640 It has a clear transaction element. The insured risk is deemed situated in the 

                                                 

638  See for more details James Edward Meade, The Structure and Reform of Direct Taxation. Report of a 

Committee chaired by Professor J.E. Meade, London: George Allen & Unwin 1978, pp. 40-42 and pp. 

183-185. 

639  Louis Kaplow, The Theory of Taxation and Public Economics, Princeton: Princeton University Press 2008, 

p. 249. See also Louis Kaplow, Taxation, NBER Working Paper 12061, February 2006, pp. 33-34. See also 

Chapter 3 of this thesis. 

640  See Article 20 of the Dutch Transfer and Registration Duty Act 1970. 
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Netherlands if the individual policy holder lives there.641 In case of a corporate policy holder, 

the insured entity should be located in the Netherlands. The tax is paid by the provider of the 

insurance and is levied when the insurance premium is due.642 The base of assessment is the 

insurance premium and the remuneration for all services rendered with respect to the 

insurance.643 Generally, the provider charges the tax to the policy holder.  

The insurance tax is connected with the payment for services and the acquisitions of an 

insurance. The taxable event and the base of assessment are closely related to a transaction and 

to consumption. The insurance tax is, thus, an indirect tax. 

Over the years reported, the insurance tax raised the following revenues. The increasing 

revenues are likely the result of the tax rate increase from 9.7% to 21% on as per 

January 1st, 2013. 

 2010: EUR    861 million 

 2011: EUR 1,020 million 

 2012: EUR 1,145 million 

 2013: EUR 2,343 million 

 2014: EUR 2,366 million 

 2015: EUR 2,375 million 

 Lottery tax, tax on games of chance (kansspelbelasting) 

Winnings from gambling and games of chance can be covered by the lottery tax (also labelled 

tax on games of chance). The tax is paid by casinos and the organizers of or the winners in 

lotteries and other games of chance, depending on the nature and the location of the game or 

lottery in question.644 As a result, there are roughly two taxable events: organizing games of 

change and winning a prize.645 Irrespective of who is deemed taxpayer and under what 

circumstances, suffice to say that the tax – roughly – includes in its tax base prizes won or the 

                                                 

641  See Article 21 of the Dutch Transfer and Registration Duty Act 1970. 

642  See Article 26 of the Dutch Transfer and Registration Duty Act 1970. 

643  See Article 22 of the Dutch Transfer and Registration Duty Act 1970. 

644  A thorough analysis of this tax is obviously beyond the scope of this research. For an analysis of the Dutch 

lottery tax, the reader is kindly referred to T. Enter, Kansspelbelasting, Deventer: Kluwer 2009. 

645  See Article 1 of the Dutch Tax on Games of Chance Act. 
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difference between bets placed and prizes paid in a certain period, thereby reducing either the 

winners’ net prizes (income) or corporate (casino) profits.646 Either way, the tax base consists 

of income. The lottery tax is thus a tax on income. Moreover, the taxable event is closely related 

to the creation of income: a prize won constitutes income to the winner, bets placed are part of 

the organizer’s income. This tax is therefore a direct tax. 

Over the years reported, the lottery tax had the following yield: 

 2010: EUR 442 million 

 2011: EUR 475 million 

 2012: EUR 459 million 

 2013: EUR 477 million 

 2014: EUR 440 million 

 2015: EUR 476 million 

 Bank levy (bankenbelasting) 

Confronted with the consequences of the credit crunch, the bank levy was introduced in 2012. 

The tax is levied from certain designated banks.647 It is a tax on their unsecured debts (tax 

base).648 Such debts are liabilities and constituents of (corporate) wealth. As a result, the tax 

bases includes constituents of wealth. The bank tax is therefore a direct tax. 

Over the years reported, revenues from the bank levy were: 

 2012: EUR    536 million 

 2013: EUR    507 million 

 2014: EUR 1,453 million 

 2015: EUR    932 million 

 Landlord levy (verhuurderheffing) 

A levy targeting the regulated housing sector was introduced in 2013. This tax was introduced 

as an austerity measure: it was intended to raise additional revenue and to cream off windfall 

                                                 

646  See Article 3 of the Dutch Tax on Games of Chance Act.  

647  See Article 3 et seq. of the Dutch Bank Tax Act. 

648  See Articles 6-9 of the Dutch Bank Tax Act. 
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profits from income-related rent increases.649 The tax is levied from landlords on an annual 

basis. Tax liability arises from the enjoyment of rental homes in the regulated sector by virtue 

of ownership, possession or a limited right.650 The tax base is the value of the stock of said 

rental homes in the regulated sector.651 The landlord levy is thus a tax on assets (constituents 

of wealth). Moreover it is closely linked to the possession or holding of such assets. This makes 

the land lord levy a direct tax in this research. 

Over the year reported, the landlord levy had the following yield: 

 2013: EUR      48.000.000 

 2014: EUR 1.224.000.000 

 2015: EUR 1.345.000.000 

 Other levies on wages (loonkostenheffing) 

For certain wage components the wage tax is not withheld from the employees’ wages but it is 

a final levy payable by the employer.652 The wage components on which this final levy is 

imposed are not necessarily part of the employees’ wages and are not always included in the 

employees’ total taxable incomes. Examples of these taxes are taxes on income from salary 

savings schemes (spaarloonregelingen) and taxes on presents. Another example is the 

temporary 16% employer-paid tax on high incomes (crisisheffing) that was in force in 2013 and 

2014. 

Even though the tax is levied from the employer, the wage components involved that constitute 

the tax base represent comprehensive income to the recipient (employee). From this perspective 

these are therefore taxes on income, even if they are employer-paid. However, the taxes do not 

so much reduce the employees’ ability to accumulate.653 They do, however, reduce corporate 

profits (corporate income). Moreover, the other levies on wages are part of the Dutch Wage 

                                                 

649  For a critical discussion of the landlord levy see the conclusion by advocate-general Wattel of September 

20, 2016, No. 16/00967, ECLI:NL:PHR:2016:970. 

650  See Article 1.4 of the Dutch Housing Market Measures Act 2014-II. 

651  See Articles 1.5 and 1.6 of the Dutch Housing Market Measures Act 2014-II. 

652  See Chapter V of the Dutch Wage Tax Act 1964. 

653  Unless they are somehow shift to or discounted in employees’ wages. 
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Tax Act 1964.654 Considering the scope of the working definition, the other levies on wages 

must therefore be considered direct taxes in this research. 

Over the years reported, these “other levies on wages” had the following yield: 

 2010: EUR 609 million 

 2011: EUR 541 million 

 2012: EUR 165 million 

 2013: EUR 804 million 

 2014: EUR 951 million 

 2015: EUR 208 million 

 Consumer tax on non-alcoholic beverages (verbruiksbelasting van 

alcoholvrije dranken) 

This tax is due upon the removal and import of non-alcoholic beverages, including fruit and 

vegetable juices, mineral water and lemonade. The removal and imports of such goods 

constitute the taxable event.655 An element of a transaction is clearly present. The tax is 

assessed on the basis of the number hectoliters removed or imported.656 For each hectoliter a 

fixed amount of EUR 8.83 is charged (amount 2017). 

Considering the taxable event and the base of assessment, this tax is closely related to 

transactions, acts of consumption, expenditures, spendings and acquisitions of non-alcoholic 

beverages. The consumer tax on non-alcoholic beverages is therefore considered an indirect tax 

in this thesis. 

Over the years reported this tax had the following yield: 

 2010: EUR 156 million 

 2011: EUR 159 million 

 2012: EUR 158 million 

 2013: EUR 154 million 

 2014: EUR 213 million 

 2015: EUR 207 million 

                                                 

654  See also Chapter 9.3.3. 

655  See Article 1 of the Dutch Consumer Tax on Non-Alcoholic Beverages Act. 

656  See Article 10 of the Dutch Consumer Tax on Non-Alcoholic Beverages Act. 



The Tax Tectonics 

p. 216 

 Tax on stocks of petroleum products (voorraadheffing 

aardolieproducten) 

Certain companies that keep (mandatory) stocks of petroleum products pay this tax. Fuel oils 

are excluded. The revenue from this tax is used to manage the Netherlands’s strategic oil 

reserves.657  

The tax is charged at a fixed amount per 1,000 liters of petroleum.658 The tax base is the size 

of the stock of petroleum products a company keeps.659 The taxable event is the keeping of 

stocks of petroleum itself.660 

Stocks of petroleum products can be considered assets. Hence, the tax base includes 

constituents of wealth. The taxable event involves the possession or the holding of those 

constituents. This renders the tax on stocks of petroleum products a direct tax. Over the years 

reported, this tax had the following yield: 

 2010: EUR 100 million 

 2011: EUR   89 million 

 2012: EUR   86 million 

 2013: EUR  101 million 

 2014: EUR  107 million 

 2015: EUR  106 million 

 

  

                                                 

657  Pursuant to Article 26(2) of the Petroleum stockpiling act 2012 (Wet voorraadvorming aardolieproducten 

2012) this tax is collected as if it were an excise tax. Moreover, according to Article 26(3) of the same act, 

its revenues are distributed to the Netherlands Petroleum Stockpiling Agency (Centraal Orgaan 

Voorraadvorming Aardolieproducten, COVA). 

658  See Article 27 of the Petroleum stockpiling act 2012.  

659  See Article 27 of the Petroleum stockpiling act 2012. 

660  See Article 27 of the Petroleum stockpiling act 2012. 
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 What about the consumption or expenditure tax? 

Chapter 3 discussed the so-called consumption or expenditure tax – which is a hypothetical tax. 

Essentially, such a tax encompasses a full, 100% shift from a system that combines taxes on 

income, wealth and consumption, to a tax on consumption only. The question arises as to 

whether such a consumption tax should be deemed direct or indirect.  

To answer this question, the tax base and taxable event must be examined. However, as this 

consumption tax is not an existing tax, at least not in the Netherlands, there is no actual tax code 

to derive these particulars from. Still, with a little imagination and creative thinking, both can 

easily be figured out. After all, the consumption tax has been described a tax on a person’s 

income minus his non-consumption expenditures. So, on balance, the tax base or base of 

assessment consists of consumptive expenditures (consumption!). The taxable event is 

relatively straightforward, too: the tax is triggered by incurring of having incurred consumption 

expenditures. Such expenditures constitute transactions. As a result, the consumption or 

expenditure tax would, in my view and according to the working definition, be an indirect tax. 
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 Conclusion 

In this chapter the Dutch national taxes were analyzed and classified as direct or indirect in light 

of the working definition that was developed in Chapter 8. This definition is based on the 

ability-to-pay principle – which is the leading tax distribution principle. It classifies taxes in 

light of the role they play in relation to economic inequality. Attention was also paid to tax 

revenues and the shares of direct and indirect taxes in the tax mix. The accompanying research 

question was formulated as follows: 

How does the Dutch national tax mix break down into direct and indirect taxes in light of 

the working definition applied in this thesis? 

The working definition hinges on the tax base and/or base of assessment as well as on the 

taxable event. According to this definition, direct taxes include in their tax base or basis of 

assessment income and/or wealth or one or more constituents of either one (i.e. certain assets 

or liabilities). The taxable event is the creation of income, a certain condition of the possession 

or the holding of (a certain amount of) wealth or (a certain type of) assets or liabilities. As a 

result, direct taxes are suitable instruments to distribute the tax burden among taxpayers and to 

reduce post-tax differences in income and wealth in the long run. 

Indirect taxes, on the other hand, are taxes on consumption. They include in the tax base or 

basis on assessment consumption or consumption expenditure. The taxable event is a 

transaction or registration element that as such gives rise to taxation. As such taxes do not tax 

income of wealth as such, they have virtually no potential to redress post-tax income and wealth 

differences. 

On the basis of the working definition and the analysis performed the following taxes are 

deemed direct: 

- Wage and personal income tax 

- Social security contributions 

- Corporate income tax 

- Motor vehicle tax 

- Dividend tax 

- Capital taxes (a.o. inheritance and gift taxes) 

- Lottery tax, tax on games of chance 

- Bank levy 

- Landlord levy 

- Other levies on wages (final levies) 

- Tax on stocks of petroleum products 
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Excluding social security contributions, direct taxes accounted for approximately 51 to 54 

percent of the Dutch national tax revenues over the years 2010–2015. Over the years reported, 

the combined revenue from the bank levy, landlord levy, the other levies on wages, and the tax 

on stocks of petroleum products varied between 0.93 percent (2010) and 5.11 percent (2014).661 

If social security contributions are included, the share of direct taxes approximates 70 to 72 

percent over those years. 

Roughly speaking, indirect taxes were defined as taxes on consumption. With that in mind, the 

following Dutch national taxes are considered indirect: 

- Value added tax 

- Excise taxes 

- Environmental consumer taxes 

- Environmental taxes 

- Tax on passenger cars and motor vehicles 

- Real estate transfer tax 

- Insurance tax 

- Consumer tax on non-alcoholic beverages 

Indirect taxes account for the remaining 46 to 49 percent of national tax revenue during all years 

observed (excluding social security contributions). Their share drops to roughly 30 percent if 

social security contributions are included.  

Different tax bases apply for levying direct and indirect taxes. However, all taxes have a single 

common trait: they are ultimately borne by individuals by way of a reduction of their real 

incomes.662 Moreover, empirically, all taxes can only be paid from one source: (accumulated) 

income.663 However, direct taxes immediately impact this source, whereas indirect taxes only 

mediately strike it. As a result, direct taxes are in my view better suited than indirect taxes to 

distribute the tax burden among taxpayers and to reduce post-tax differences in income and 

wealth in the long run. This diverging impact not only underscores the importance of solid tax 

classification, it also illustrates that an examination of the burdens of direct and indirect taxes 

is feasible. 

                                                 

661  Note that the bank levy was introduced as per 2012, the landlord levy as per 2013. 

662  See, e.g., Harvey S. Rosen, Public Finance (sixth edition), Boston: McGraw-Hill/Irwin 2002, p. 254 et seq. 

and Joel Slemrod and Jon Bakija, Taxing Ourselves: A Citizen’s Guide to the Debate over Taxes 

(4th edition), Cambridge, MA: The MIT Press 2008, pp. 78 et seq. 

663  See Chapter 7.5. 
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In proportion to people’s income, the burden of tax can be distributed progressively, 

regressively or proportionally. Hence arises the question how the burdens of the taxes classified 

in this chapter are distributed among taxpayers, which is the next research question. The next 

chapter is devoted to this topic. 

-- 

 



10. On the tax burden 

p. 221 

 

 

 

 

 

 

 

 

10 On the tax burden 

  



The Tax Tectonics 

p. 222 

 

 

 

[page intentionally left blank] 

  



10. On the tax burden 

p. 223 

 Introduction  

The previous chapter has already outlined the tax mix and classified Dutch national taxes as 

direct or indirect on the basis of the working definition. Even though some of these taxes are 

(also) paid by corporations, all taxes are ultimately borne by individuals. Legal entities may 

make actual tax payments but in the end taxes fall on individuals, reducing their real income.664 

Moreover, empirically, all taxes can only be paid from one source: (accumulated) income.665 

For taxes levied directly from individuals, the individual bearing the tax and the statutory 

taxpayer, i.e. the individual or entity that is legally obliged to remit the tax, may coincide. 

However, a tax may ultimately siphon off money from the pockets of a person other than the 

statutory taxpayer. One example is corporate income tax, which is levied from corporations, 

but – initially – reduces the profits available for distribution to the shareholders. Taxes may also 

be passed on or shifted to someone else than the statutory taxpayer or the shareholders of 

corporations. Think, for instance, of the value added tax which an entrepreneur can charge to 

the final consumer.  

It is generally accepted that taxes not only raise revenue but also affect the distribution of 

income and wealth.666 Hence, a shift from direct to indirect taxes may change the distribution 

of the tax burden and impact on households’ abilities to accumulate. In order to facilitate 

understanding thereof it is expedient to study the distribution of the burdens of the Dutch 

national taxes that were classified earlier. Moreover, in this way it is also possible to formulate 

verifiable hypotheses about the potential impact of a tax shift on the distribution of the tax 

burden and the distribution of material living standards.667 

In this regard the incidence of a tax and the tax burden are key. The incidence of a tax covers 

the allocation of the tax between the statutory taxpayer and the individual on whom the 

economic burden of the tax effectively falls.668 Overall, this burden can be progressive, 

                                                 

664  See Chapter 7.4 and Chapter 9.3.5. 

665  See Chapter 7.5 and Chapter 11.4.2.5. 

666  See Chapters7.4.1 and 7.4.2. On the various goals of taxation, see, e.g., Reuven S. Avi-Yonah, The Three 

Goals of Taxation, 60 Tax L. Rev 1 2006-2007. 

667  See also the research hypothesis in Chapter 4. 

668  See Chapters 7.4.1 and 7.4.2 and the literature cited there. 
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regressive or proportional. Who ultimately bears a tax depends on various market conditions 

such as price elasticity of supply and demand.669  

This chapter deals with the distributional impacts of direct and indirect taxes. It aims to assess 

the burden of various direct and indirect Dutch national taxes in relation to household income 

by comparing the amounts of taxes paid by households to gross household income. After all, 

all taxes are ultimately paid from this source. Such an analysis skips the question of tax shifting 

and simply looks at the amounts of taxes paid by households. The data presented are derived 

from Statistics Netherlands. They cover the taxes paid and the tax burdens on gross income on 

a household level. Households are defined as private households, or “a collection of one or 

more people sharing the same living space, who provide their own everyday needs in a private, 

non-commercial way.”670 Individual taxpayer data are not available. 

The research question is as follows: 

How are the burdens of direct and indirect Dutch national taxes distributed in relation to 

gross household income? 

There are three reasons why a discussion of the tax burden is appropriate in this research.  

Not in the least this research intends to outline the potential distributional impact of a shift in 

the tax mix. As noted before, such an exercise would be futile without a basic understanding of 

the distribution of tax burdens. Such insights further, and secondly, help construct a baseline 

measurement of tax burdens to be used in the empirical model in Chapter 15, paint a picture of 

the status quo and help to gain an intuitive understanding of how a shift in the tax mix might 

affect the distributions of income and wealth. For instance, increasing the share of taxes on 

income and wealth would intuitively make the tax system overall more progressive, thereby 

potentially reducing inequalities vis-à-vis the status quo. Conversely, as indirect taxes are 

triggered by expenditures and also depend on expenditure patterns,671 their burden is generally 

                                                 

669  See also Chapter 7.4. 

670  See https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=p#id=private-household (accessed 

November 17, 2017). 

671  See also Alastair Thomas, The Distributional Effects of Consumption Taxes in New Zealand, Working 

Papers in Public Finance WP08/2015, p. 6 and the literature cited there. 
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regressive. A shift towards indirect taxes may therefore reduce the progressivity of the tax 

system and stir up inequality. 

Finally, – as was already hinted at in earlier chapters – several authors have stigmatized indirect 

taxes in the past: indirect taxes have been said to put a severe burden on the poorer classes and 

to allow wealthy individuals to escape taxation.672 Seligman, for instance, has related indirect 

taxation to tax liberty for the wealthier classes. He notes: 

In democratic communities, where the legislation is influenced by the mass of the people, 

we commonly discern a tendency to oppose indirect taxes on consumption. In the early 

mediaeval towns the democratic instincts were strong, because of the more equal distribution 

of property. We accordingly find that the revenue system was based largely on direct 

payments, and that the populace rebelled against indirect imposts. But on the continent, 

where aristocratic influences gradually became powerful enough to break down the 

communal liberty and democracy, the mass of the people were ground down by taxes on the 

necessaries of life, while the wealthier or governing classes practically escaped. When the 

democratic upheaval took place, as in the Italian towns, we find an attempt to reintroduce 

the old order of things and to reach the wealthy by a system of direct taxes. But with the 

downfall of the mediaeval democracy, the property and income taxes disappeared, while the 

octroi and municipal indirect taxes again came to the front. Only in England, where the 

democratic instincts maintained themselves somewhat more strongly, and where the power 

of the aristocracy was held in check by a strong monarchy, do we find continued opposition 

to the general excises and to local taxes on the necessaries of life.673 

Today’s literature strikes similar notes. Schenk argues, for instance, that consumption taxes 

allow wealthy individuals to escape their civic duty of paying taxes.674 She illustrates this by 

discussing a concept of what it means to be a good citizen. This strand of civic republicanism675 

                                                 

672  See Chapter 7.2 and Chapter 7.4.3. 

673  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 7. 

674  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, pp. 

467-470. 

675  It is difficult to assign a unitary meaning to the terms liberalism and republicanism. With respect to both 

doctrines Fallon observes (footnotes omitted): “Because of the diversity of views among persons counted 

as liberal, liberalism is much easier to decry than to define. Most versions, however, insist that individual 

human beings are ultimate subjects of moral value, that they are capable of being oppressed by other human 

beings and by government, and that a society, in order to be just, must therefore recognize a system of 

individual rights and enforce those rights evenhandedly. The republicanism that is currently being revived 

is also difficult to define. As with liberalism, there is a problem about assigning a unitary meaning to a 

tendentious term used loosely and divergently by many people over a long span of time. But nearly all 

accounts of historical republicanism would encompass a few core tenets: that human beings are essentially 

political animals, that they can fulfil their natures only by participating in self-government, and that the most 

important aims of the political community should be to promote virtue among the citizenry and to advance 

the common good.” See Richard H. Fallon, What Is Republicanism, and Is It Worth Reviving?, 102 Harv. 

L. Rev. 1695 1988-1989. 
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“focuses on responsibilities as well as rights and treats community obligations as a ‘virtue’. The 

core idea”, Schenk explains, “is that all citizens have civic and personal responsibilities as well 

as rights.”676 She argues that one of those responsibilities is “the obligation to participate in the 

funding of public goods by paying an appropriate share of their costs.”677 Her argument goes 

that the nature of this obligation is such that all able citizens should in principle “carry out this 

obligation on a regular basis.”678 Therefore, “the government should not adopt a system of 

taxation that permits able citizens to escape this responsibility.”679 However, under a 

consumption or expenditure tax (see Chapter 3) a beggar who possesses no wealth and has only 

limited consumption would contribute equally to the fisc as the rich property owner who allows 

himself the same consumption. And as there is no tax liability absent consumption, a 

consumption tax would allow savers to defer or even avoid their citizenship obligation and shift 

it to future generations.680 A tax that permits citizens to do so is, in Schenk’s view, 

“incompatible with democracy.”681 She finds unacceptable the argument that a saver or rich 

property owner would merely defer his taxes as he would ultimately be taxed upon disposal of 

his property at death,682 because “the interval between participation events is simply too 

great.”683 

Schenk’s claim, i.e. that taxing consumption enables the high(er) incomes or wealthier 

individuals to – temporarily – escape the obligation to pay tax, implies that indirect taxes would 

mostly burden lower income taxpayers whilst putting a relatively mild tax charge – if any – on 

wealthier taxpayers. These claims will also be examined. 

This chapter continues as follows. Section 10.2 takes a closer look at the above-mentioned 

adjectives progressive, regressive and proportional and defines them in the context of the tax 

burden. Subsequently, Section 10.3 analyzes the burden of indirect taxes in relation to 

household income. As indirect taxes are primarily associated with expenditures, Section 10.4 

                                                 

676  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p. 468. 

677  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p. 468. 

678  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p. 469. 

679  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p. 469. 

680  Arguably the same is true for an income tax that can be avoided by not working. Such avoidance could only 

be remedied by, for instance, taxing leisure or by imposing lump-sum capitation taxes. 

681  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p. 470. 

682  That is, provided some kind of tax is due upon the transfer of the deceded’s property to his or her heirs. 

683  Deborah H. Schenk, Saving the Income Tax With a Wealth Tax, 53 Tax L. Rev. 423 1999-2000, p. 470. 



10. On the tax burden 

p. 227 

takes a closer look at household expenditures in relation to household income. Next, 

Section 10.5 portrays the burden of direct taxes, mainly the personal income tax and the 

corporate income tax. The chapter is concluded in Section 10.6, where this chapter’s research 

question is answered. 
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 Nomenclature: of progression, regression and proportionality 

Generally speaking, the tax burden expresses “a mathematical relation between the amount of 

the tax and the amount of the thing taxed”,684 although a different denominator may also be 

used. The burden of a tax is usually expressed as a percentage of income. This makes sense as 

all taxes – both direct and indirect – are ultimately paid from this source.685 Other standards 

(or denominators) – such as expenditures – are sometimes also used.686 

Judged by its burden, a tax is proportional “when the mathematical relation between the amount 

of the tax and that of the thing taxed remains the same” for all levels of the thing taxed.687 For 

instance, an income tax is proportional when the ratio of taxes paid to income is constant 

irrespective of the level of income.688 Thus, a tax is proportional when the factual amount of 

the tax paid as a percentage of the amount of the thing taxed (hereinafter also: the average 

effective tax rate) does not change when the amount of the thing taxed changes. 

Apart from being proportional, a tax may also be graduated.689 Graduated means that the 

average effective tax rate is different on all quantities of the thing taxed. This graduation can 

be upward or downward: the average effective tax rate can either increase or decrease. A tax is 

progressive (or graduated upward) if the mathematical relation between the amount of a tax 

                                                 

684  Edwin R.A. Seligman, Progressive Taxation in Theory and Practice, Princeton, N.J.: American Economic 

Association 1908, p. 3. 

685  Edwin R.A. Seligman, Progressive Taxation in Theory and Practice, Princeton, N.J.: American Economic 

Association 1908, p. 3. See also Chapters 7.5 and 11.4.2.5. 

686  An example being the retrospective evaluation of elements of the EU VAT system that was conducted by 

the Institute for Fiscal Studies on behalf of the European Commission. In this evaluation the VAT is also 

expressed as a percentage of expenditures. See Institute for Fiscal Studies, A retrospective evaluation of 

elements of the EU VAT system – Final report, TAXUD/2010/DE/328, FWC No. TAXUD/2010/CC/104, 

pp. 377 and 379. 

687  Proportionality, progression and regression can also be judged by looking at the statutory tax rates. We then 

speak of statutory tax rate progression et cetera. I return to this at the end of this section. 

688  E.g., Harvey S. Rosen and Ted Gayer, Public Finance – 8th edition, New York: McGraw Hill 2008, p. 307. 

689  Seligman has noted: “In a certain sense the distinction between proportional and progressive taxation is 

illogical, for progression is also a kind of proportion. In the one case the tax may increase by a proportionate 

increment of the tax, the rate remaining the same; in the other case the tax may increase by a proportionate 

increment of the rate, the rate changing pari passu with the amount. In both cases we have a proportion, 

although the results of the proportion are very different. Strictly speaking, therefore, the distinction ought to 

be drawn, not between proportion and progression, but between two kinds of proportion—regular proportion 

and progressive proportion. Again, the progression, if we adopt the term, may itself be either proportional 

or progressive: a proportional progression being an increase of the rate at an arithmetical ratio, a progressive 

progression being an increase at a geometrical ratio.” See R.A. Seligman, Progressive Taxation in Theory 

and Practice, Princeton, N.J.: American Economic Association 1908, pp. 2-3. 
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paid and that of the thing taxed (or any other denominator) “varies in such a way that, as the 

amount taxed itself increases, the tax will represent a continually larger fraction of that 

amount.”690 For example, a progressive income tax will effectively take out of the pockets of 

the taxpayer an increasing share of his income when income increases. In other words, the 

average effective tax rate increases with income. Thus, progressive taxes place a relatively 

higher burden on taxpayers if the amount of the thing taxed rises.691 

Regression expresses an opposite relationship between the amount of tax paid and the amount 

of the thing taxed. A regressive tax is graduated downward: the aforementioned relationship 

varies in such a way that the amount of tax paid represents a continually smaller fraction of the 

thing taxed as the latter increases. An income tax is regressive if the average effective tax rate 

decreases with income, thereby placing a relatively heavy burden on low income taxpayers. 

Regressive taxes place a relatively lighter burden on taxpayers if the amount of the thing taxed 

increases.  

Ambiguities in the definition can cause confusion. Such confusion often arises when people 

think of proportion, progression and regression in terms of statutory tax rate schedules and the 

marginal statutory tax rate – that is, the statutory tax rate with respect to the last unit of a change 

in the thing taxed.692 These rates can also be proportional or graduated, but they need not 

coincide with the effective tax rates. Moreover, statutory rate schedules and marginal statutory 

tax rates need not necessarily correspond to the actual or effective tax rate. Alterations to the 

                                                 

690  Edwin R.A. Seligman, Progressive Taxation in Theory and Practice, Princeton, N.J.: American Economic 

Association 1908, p. 3. For a discussion of various aspects of progressive taxation, see, e.g., A.J. Cohen 

Stuart, Bijdrage tot de theorie der progressieve inkomstenbelasting, ‘s-Gravenhage: Martinus Nijhoff 1889, 

Elmer D. Fagan, Recent and Contemporary Theories of Progressive Taxation, Journal of Political Economy, 

Vol. 46, No. 4 (Aug., 1938), pp. 457-498, Walter J. Blum and Harry Kalven, Jr., The Uneasy Case for 

Progressive Taxation, U. Chi. L. Rev. 417 1951-1952 (also reprinted as Walter J. Blum and Harry Kalven, 

Jr., The Uneasy Case for Progressive Taxation, Chicago: The University of Chicago Press 1953), O.I.M. 

Ydema, Het afnemend grensnut van de progressie, WFR 2004/1815 and O.I.M. Ydema, Het dilemma van 

de progressieve inkomstenbelasting, WFR 2005/1319. 

691  See also, e.g., Joel Slemrod and Jon Bakija, Taxing Ourselves: A Citizen’s Guide to the Debate over Taxes 

(fourth edition), Cambridge, MA: The MIT Press 2008, p. 60 who write that “a tax structure is called 

progressive if a family’s total tax liability, as a fraction of income, rises with income. (…) If, on the other 

hand, everyone pays the same percentage of income in tax, regardless of income, then the tax is called 

proportional. Finally, a tax that takes a smaller percentage of income from those with higher incomes is 

called regressive. Loosely speaking, one tax structure is more progressive than another if the average tax 

rate (tax liability as a percentage of income) rises more rapidly with income.” (footnotes omitted)  
692  In popular speech the marginal statutory tax rate is the percentage of tax a person should statutorily pay on 

the Euro last earned or spent. 
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amounts assessed (e.g. changes to the tax base or tax deductions) or tax credits can cause the 

statutory and effective tax rates to diverge.693 To circumvent such ambiguities, in this thesis 

the terms proportionality, progression, regression et cetera denote the average effective tax rate 

and not the statutory or marginal tax rate, unless stated otherwise. The next section is about the 

burden of indirect taxes.  

                                                 

693  Think of the so-called Bentham progression. See, e.g., A.C. Rijkers, Naar een proportioneel 

inkomstenbelastingtarief in de 21e eeuw (inaugural address Tilburg), Deventer: Kluwer 1991, Section 2. See 

also H.W.C. Bordewijk and J.H. Bast, De Theorie der Belastingen en het Nederlandse Belastingwezen 

(tweede druk), Zwolle: W.E.J. Tjeenk Willink 1939, pp. 284-341. For examples, see, e.g., Harvey S. Rosen, 

Public Finance (sixth edition), Boston: McGraw-Hill/Irwin 2002, pp. 256-257. 
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 A mapping of the tax burdens – indirect taxes  

 Introduction  

In this section the burdens of Dutch indirect taxes (classified on the basis of the working 

definition) are analyzed. As goes for most data used in this thesis, the data presented are derived 

from the Statistics Netherlands’ StatLine Database.694 First, Subsection 6.3.2 portrays the 

burdens of indirect taxes for which data are available, both in their entirety and for those taxes 

separately. These taxes are the VAT, the consumer tax on non-alcoholic beverages, excise 

taxes, environmental consumer taxes and the insurance tax.  

Data regarding the burdens of the environmental taxes, the real estate transfer tax and tax on 

passenger cars and motor vehicles are not available. Subsection 10.3.3 will briefly address this 

lacuna.  

This section will show that the burden borne by households in the first decile tends to be 

disproportionate compared to the other nine deciles. A few words of caution with regard to this 

decile are therefore in order. Enquiries with Statistics Netherlands showed for instance that the 

first decile reflects families who contract debt, who use up their savings, or who temporarily 

earn a lower income (e.g. students) while their expenditures remain relatively high.695 

Moreover, remissions of municipal taxes and other local taxes, which mostly benefit the lowest 

decile(s), are not subtracted from household expenditures. Conversely, subsidies and other 

allowances are discounted in household disposable income. It has further been noted in 

literature that the first decile should be treated with caution, as it may very well largely comprise 

self-employed people, who may declare income tax losses while spending freely.696, 697 It 

might also include high-wealth households with a comparatively small taxable income. The 

first decile is therefore not a “typical” decile and it shall not be considered in-depth in this 

thesis.  

                                                 

694  Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160902-1306&HDR=G2,G1&STB=T (accessed November 17, 2017). 

695  E-mail from Statistics Netherlands Infoservice dated August 7, 2013. An anonymized copy is available upon 

request. 

696  See R. Stephens, The Economic and Equity Effects of GST in New Zealand, in: R. Krever and D.I. White 

(eds.), GST in Retrospect and Prospect, Wellington: Brookers 2007, p. 79. 

697  Statistics Netherlands offers a similar explanation in an e-mail sent to the author on December 20, 2016. An 

anonymized copy of this e-mail is available upon request.  
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What is more, the tables and figures are snapshots that disregard income mobility and changes 

in the expenditures of individual households over the years. In reality people’s income and, 

consequently, their tax burden, is likely to change over time.  

 The burdens of indirect taxes 

10.3.2.1 The combined, overall burden of indirect taxes 

Statistics Netherlands provides data on the burdens of various indirect taxes for each decile of 

the income distribution.698 In this thesis, these burdens are assessed relative to gross household 

                                                 

698  Apart from income, (annual) expenditures are sometimes used as the denominator. According to some, these 

may be better indicator of lifetime living standards than income, which may be more volatile. However, the 

model that is developed in Chapter 15 is static (and not dynamic): it only regards the 2010 distribution of 

income (status quo) – and not income mobility that occurs over time. In this study, the burden of indirect 

taxes will therefore not be assessed against household expenditures. For more on the distributional impact 

of indirect taxes on expenditures, see, e.g., Stuart Adam, James Browne, and Christopher Heady, Taxation 

in the UK, in: J.A. Mirrlees (ed.), Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford 

University Press 2010, pp. 35-36, who note: “Indirect taxes bear heavily on those with high expenditures, 

and will clearly target those with high incomes in any particular year less precisely than, say, an income tax 

does. But much low income observed at a point in time is temporary and need not reflect low lifetime living 

standards: while some people are persistently poor, many have volatile earnings, are temporarily 

unemployed, are studying, are taking a break from the labour market to raise children, are retired with hefty 

savings, and so on. People’s ability to borrow and save means that those with low current incomes will 

typically have high expenditure relative to their income, and many of those who in a particular year have 

low income but pay a lot in indirect taxes are people we would not ordinarily think of as ‘poor’. Over a 

lifetime, income and expenditure must be equal (apart from inheritances), and indeed annual expenditure is 

arguably better than annual income as a guide to lifetime living standards. If we were to look at the effect 

of the tax and benefit system on lifetime income inequality, the contrast between ‘progressive’ direct taxes 

and ‘regressive’ indirect taxes would appear much less stark. This is not to say that indirect taxes are 

progressive relative to lifetime income—that depends on whether goods consumed disproportionately by 

the lifetime-poor are taxed more heavily (via tobacco duty, for example) or less heavily (as with VAT 

zero-rating of most food) than other goods—but certainly their effect on the distribution of annual income 

gives only a partial, and arguably misleading, impression of their overall effect.” Adam, Browne, and Heady 

(see above) also list a number of (other) studies that examine the use of expenditures instead of income for 

looking at distributional outcomes. These include Alissa Goodman, Paul Johnson, and Steven Webb, 

Inequality in the UK, Oxford: Oxford University Press 1997, Alissa Goodman and Zoë Oldfield, Permanent 

differences? Income and expenditures inequality in the 1990s and 2000s, IFS Report No. 66 (2004) 

(http://www.ifs.org.uk/comms/r66.pdf; accessed November 17, 2017), Richard Blundell and Ian Preston, 

Consumption Inequality and Income Uncertainty, The Quarterly Journal of Economics, 113, pp. 603-40, 

Bruce D. Meyer and James X. Sullivan, Measuring the Well-Being of the Poor Using Income and 

Consumption, Journal of Human Resources, 38 (2003), pp. 1180-1220 and Bruce D. Meyer and James X. 

Sullivan, The Effect of Welfare and Tax Reform: The Material Well-Being of Single Mothers in the 1980s 

and 1990s, Journal of Public Economic, 88, 7-8, July 2004, pp. 1387-1420. See also Alastair Thomas, The 

Distributional Effects of Consumption Taxes in New Zealand, Working Papers in Public Finance 

WP08/2015, available at http://www.victoria.ac.nz/sacl/about/cpf/publications/pdfs/2015-

pubs/WP08_2015_Distributional_effects-of-consumption-taxes-NZ.pdf (accessed November 17, 2017). 

Thomas argues that “expenditure provides a better measure of the lifetime distributional impact of a 

consumption tax” and concludes that “the lifetime impact of the GST is either proportional or at worst 

slightly regressive.” In his view, this suggests that “public concerns regarding a highly regressive GST are 

unwarranted. Excise taxes are also found to be roughly proportional or slightly regressive, though they are 
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income. These data include the burden of the following taxes: the Value Added Tax (VAT), 

consumer tax on non-alcoholic beverages, excise taxes (on alcohol, tobacco and fuels), 

environmental consumer taxes (on electricity, gas and tap water), and the insurance tax. It is 

emphasized Statistics Netherlands also – and in my view incorrectly – lists the motor vehicle 

tax as indirect, whereas it is considered direct in light of the working definition used in this 

research.699 This tax is therefore not included in the tables and figures below.  

Table 3 lists the combined, overall burdens of indirect taxes (excluding the motor vehicle tax, 

which I consider a direct tax) on gross household income for ten income groups in 2010.700 

According to Statistics Netherlands, in 2010 the number of private households in the 

Netherlands totaled 7,371,000. These households have been divided into ten equally large 

groups (deciles) according to the size of their gross income. Each decile therefore encompasses 

approximately 737,000 households. For each decile the average household gross income, the 

average household expenditures and the average amounts of indirect taxes paid are reported in 

columns 3, 4, 5, and 6, respectively. Column 7, labelled “Tax burden”, expresses the amounts 

of indirect taxes paid as a percentage of average gross household income.  

  

                                                 

of far smaller magnitude than GST burdens.” (pp. 2-3). In a similar vein: Institute for Fiscal Studies, A 

retrospective evaluation of elements of the EU VAT system – Final report, TAXUD/2010/DE/328, FWC 

No. TAXUD/2010/CC/104, pp. 367-383. See also L.W.D. Wijtvliet, A House Divided. Over de 

onwenselijkheid van gedifferentieerde BTW-tarieven, WFR 2012/6954. 

699  See also Chapter 9.3.9. Revenues from this tax have therefore been removed. 

700  This year was chosen considering the model in Chapter 15: at the time this model was developed (late 2012, 

early 2013), 2010 was the most recent year for which all necessary data regarding household income, wealth, 

expenditures, taxes paid et cetera were available. In this chapter, data regarding later years are therefore 

only included in the analysis for illustrative purposes. Unless stated otherwise, they will not be included in 

the aforementioned model. 
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Table 3: The burden of indirect taxes (2010)701 

Income 

classes 

# of 

households 

Gross 

income 

Disposable 

income 
Expenditures 

Indirect 

taxes 

Tax 

burden 

(gross 

income) 

(1) (2) (3) (4) (5) (6) (7) 

2010 * 1,000 * 1,000 

euro 

* 1,000 * 1,000  % 

Total  7.371 55,7 33,2 32,5 3,930 7.06 

1st 10% 737 9,0 6,8 22,5 2,640 29.33 

2nd 10% 737 19,0 15,3 17,9 1,995 10.5 

3rd 10% 737 25,0 19,3 21,3 2,510 10.04 

4th 10% 737 31,8 22,7 25,3 2,970 9.34 

5th 10% 737 40,1 26,1 28,7 3,585 8.94 

6th 10% 737 49,6 30,6 32,8 3,845 7.75 

7th 10% 737 60,5 35,8 35,3 4,680 7.74 

8th 10% 737 73,8 42,1 38,5 4,960 6.72 

9th 10% 737 93,1 51,2 46,1 5,595 6.01 

10th 10% 737 155,2 81,9 57,1 6,545 4.22 
Source: Statistics Netherlands’ StatLine Databank. The amounts of indirect taxes exclude the motor vehicle tax, 
which has been removed from the data. The tax burden has been derived by dividing the amount of indirect taxes 
(column 6) by gross income (column 3). Note that all amounts and percentages reported are per-decile averages. 
Actual numbers may be more widely dispersed. 

 

It follows from the above table that, overall, indirect taxes tend to be regressive in proportion 

to gross income. This is also illustrated by the slope of the trend line included in Figure 5. The 

tax burden peaks in the first decile, where indirect taxes amount to 29.33% of gross household 

income, compared to (approximately) 10% in the second and the third decile, only to decrease 

to roughly 7.8% in the sixth decile and 6% and 4.2% in the ninth and tenth decile, respectively. 

In proportion to gross household income the indirect tax burden borne by the second decile 

amounts to almost 250% of that borne by the top decile.702 

                                                 

701  In this table, indirect taxes include VAT, consumer tax on non-alcoholic beverages, excise taxes, 

environmental consumer taxes, insurance tax and motor vehicle tax. Source: CBS StatLine Databank and 

author’s calculations. Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160910-1219&HDR=G2,G1&STB=T (accessed November 17, 2017). 

702  (10.5 / 4.22) * 100% = 248.82%. 
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The slopes of trend lines included in Figure 5 illustrate the tax burden’s overall downward 

evolution.  
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Figure 5 
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The circumstance that the combined burden of indirect taxes is regressive does not allow for 

generalized statements about the burdens of every single indirect tax: these need not 

automatically follow the same pattern. This is why the following subsections consider in 

isolation the burdens of the VAT, the consumer tax on non-alcoholic beverages, excise taxes, 

environmental consumer taxes, and the insurance tax. 

10.3.2.2 The burden of the VAT 

Yielding some 66% of all revenue from indirect taxes in 2010, the VAT is the most important 

indirect tax.703 Relevant data regarding this tax are included in Table 4 on the next page. Figure 

6 visualizes the accompanying distribution of the tax burden.  

In proportion to gross household income, the burden of the VAT appears to (almost) 

continuously decline as income increases. The ratio of VAT paid to gross income peaks in the 

first decile, where the burden amounts to 19.06%, only to incessantly fall and reach a minimum 

of 2.92% for households in the top decile. The burden borne by the second decile amounts to 

more than 240% of that borne by the richest 10%.704 When gross income is the denominator, 

the VAT is therefore regressive. The regressive nature also follows from the downward sloping 

trend line in Figure 6. 

  

                                                 

703  See third column in Table 1 in Chapter 9.2.2. In 2010, revenue from VAT amounted to EUR 42,654 million. 

In the same year, revenue from indirect taxes totaled EUR 64,643. (42,654 / 64,643) * 100% = 65.98%. 

704  (7.05 / 2.92) * 100% = 241.44%. 
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Table 4: The burden of the VAT (2010)705 

Income 

classes 

# of 

households 

Gross 

income 

Disposable 

income 
Expenditures VAT 

Tax 

burden 

(gross 

income) 

(1) (2) (3) (4) (5) (6) (7) 

2010 * 1,000 * 1,000 

euro 

* 1,000 * 1,000  % 

Total  7,371 55.7 33.2 32.5 2,560 4.60 

1st 10% 737 9.0 6.8 22.5 1,715 19.06 

2nd 10% 737 19.0 15.3 17.9 1,340 7.05 

3rd 10% 737 25.0 19.3 21.3 1,600 6.40 

4th 10% 737 31.8 22.7 25.3 1,935 6.08 

5th 10% 737 40.1 26.1 28.7 2,250 5.61 

6th 10% 737 49.6 30.6 32.8 2,515 5.07 

7th 10% 737 60.5 35.8 35.3 2,860 4.73 

8th 10% 737 73.8 42.1 38.5 3,155 4.28 

9th 10% 737 93.1 51.2 46.1 3,730 4.01 

10th 10% 737 155.2 81.9 57.1 4,532 2.92 
Source: Statistics Netherlands’ StatLine Databank. The tax burden has been derived by dividing the amount of 
taxes (column 6) by gross income (column 3). Note that all amounts and percentages reported are per-decile 

averages. Actual numbers may be more widely dispersed. 

 

 

                                                 

705  Source: CBS StatLine Databank and author’s calculations. Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160902-1306&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 6 
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10.3.2.3 The burden of the consumer tax on non-alcoholic beverages 

Table 5 and Figure 7 portray the burden of the consumer tax on non-alcoholic beverages. 

Overall, this burden appears to decline in gross household income – despite the increases in 

some deciles. The burden peaks at 0.11% in the first decile. It amounts to 0.0526% in the second 

decile and reaches a minimum of 0.0193% for households in the top decile. The burden borne 

by the second decile exceeds that of the top decile almost threefold.706 When gross income is 

used as a denominator, overall, this tax is regressive. This also follows from the downward 

sloping trend line in Figure 7. 

Table 5: The burden of the consumer tax on non-alcoholic beverages (2010)707 

Income 

classes 

# of 

households 

Gross 

income 

Disposable 

income 
Expenditures 

Consumer 

tax on 

non-

alcoholic 

beverages 

Tax 

burden 

(gross 

income) 

(1) (2) (3) (4) (5) (6) (7) 

2010 * 1,000 * 1,000 

euro 

* 1,000 * 1,000  % 

Total  7,371 55.7 33.2 32.5 20 0.0359 

1st 10% 737 9.0 6.8 22.5 10 0.1111 

2nd 10% 737 19.0 15.3 17.9 10 0.0526 

3rd 10% 737 25.0 19.3 21.3 15 0.0600 

4th 10% 737 31.8 22.7 25.3 15 0.0472 

5th 10% 737 40.1 26.1 28.7 20 0.0499 

6th 10% 737 49.6 30.6 32.8 25 0.0504 

7th 10% 737 60.5 35.8 35.3 30 0.0496 

8th 10% 737 73.8 42.1 38.5 25 0.0339 

9th 10% 737 93.1 51.2 46.1 30 0.0322 

10th 10% 737 155.2 81.9 57.1 30 0.0193 
Source: Statistics Netherlands’ StatLine Databank. The tax burden has been derived by dividing the amount of taxes 
(column 6) by gross income (column 3). Note that all amounts and percentages reported are per-decile averages. 
Actual numbers may be more widely dispersed. 

 

                                                 

706  (0.0526 / 0.0193) = 2.73. 

707  Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160902-1306&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 7 
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10.3.2.4 The burden of excise taxes 

The excises taxes covered by the data retrieved from Statistics Netherlands are those on alcohol, 

tobacco and fuels. The amounts paid and the accompanying tax burdens are portrayed in Table 

6 and Figure 8.  

Peaking for the first decile when expressed in proportion to gross income (8.33%), overall the 

burden appears to decline – with the exception of a few deciles. Again, the burden is at its 

minimum for households in the tenth decile, for whom the burden is less than a third708 of that 

borne by households in the second decile. The excise taxes’ declining tax burden is also 

apparent from the downward sloping trend line in Figure 8 on the next page. When gross income 

is used as a denominator, excises taxes are therefore regressive. 

Table 6: The burden of excise taxes (2010)709 

Income 

classes 

# of 

households 

Gross 

income 

Disposable 

income 
Expenditures 

Excise 

taxes 

Tax 

burden 

(gross 

income) 

(1) (2) (3) (4) (5) (6) (7) 

2010 * 1,000 * 1,000 

euro 

* 1,000 * 1,000  % 

Total  7,371 55.7 33.2 32.5 960 1.72 

1st 10% 737 9.0 6.8 22.5 750 8.33 

2nd 10% 737 19.0 15.3 17.9 485 2.55 

3rd 10% 737 25.0 19.3 21.3 655 2.62 

4th 10% 737 31.8 22.7 25.3 710 2.23 

5th 10% 737 40.1 26.1 28.7 990 2.47 

6th 10% 737 49.6 30.6 32.8 905 1.82 

7th 10% 737 60.5 35.8 35.3 1,330 2.20 

8th 10% 737 73.8 42.1 38.5 1,255 1.70 

9th 10% 737 93.1 51.2 46.1 1,225 1.32 

10th 10% 737 155.2 81.9 57.1 1,285 0.83 
Source: author’s calculations and Statistics Netherlands’ StatLine Databank. The tax burden has been derived 
by dividing the amount of taxes (column 6) by gross income (column 3). Note that all amounts and percentages 
reported are per-decile averages. Actual numbers may be more widely dispersed. 

                                                 

708  (0.83 / 2.55) * 100% = 32.55%. 

709  Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160902-1306&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 8 
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10.3.2.5 The burden of environmental consumer taxes 

Environmental consumer taxes include taxes on gas, electricity, and tap water. Their combined 

burden and the amounts involved are included in Table 7 and Figure 9.  

Using gross income as a denominator, the tax burden peaks in the bottom decile, at 1.56%. The 

burden subsequently shows a downward sloping trend, reaching a minimum in the tenth decile, 

where it amounts to 0.39%. The burden borne by the second decile is almost twice the burden 

of the upper decile.710 In some deciles the burden may slightly increase compared to the 

predecessor. However, overall, the environmental consumer taxes are regressive in proportion 

to gross income, which also follows from the downward sloping trend line in Figure 9.  

Table 7: The burden of environmental consumer taxes (2010)711 

Income 

classes 

# of 

households 

Gross 

income 

Disposable 

income 
Expenditures 

Environmental 

consumer 

taxes 

Tax 

burden 

(gross 

income) 

(1) (2) (3) (4) (5) (6) (7) 

2010 * 1,000 * 1,000 

euro 

* 1,000 * 1,000  % 

Total  7,371 55.7 33.2 32.5 330 0.59 

1st 10% 737 9.0 6.8 22.5 140 1.56 

2nd 10% 737 19.0 15.3 17.9 140 0.74 

3rd 10% 737 25.0 19.3 21.3 200 0.80 

4th 10% 737 31.8 22.7 25.3 265 0.83 

5th 10% 737 40.1 26.1 28.7 270 0.67 

6th 10% 737 49.6 30.6 32.8 340 0.69 

7th 10% 737 60.5 35.8 35.3 395 0.65 

8th 10% 737 73.8 42.1 38.5 460 0.62 

9th 10% 737 93.1 51.2 46.1 530 0.57 

10th 10% 737 155.2 81.9 57.1 610 0.39 
Source: Statistics Netherlands’ StatLine Databank. The tax burden has been derived by dividing the amount of taxes 
(column 6) by gross income (column 3). Note that all amounts and percentages reported are per-decile averages. 
Actual numbers may be more widely dispersed. 

 

                                                 

710  0.74 / 0.39 = 1.90. 

711  Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160902-1306&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 9 
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10.3.2.6 The burden of the insurance tax 

On average, the insurance tax is regressive when measured as a percentage of gross household 

income. Detailed numbers are included in Table 8. The burden peaks in the first decile, where 

it amounts to 0.3333%. It comes to 0.1316% in the second decile. Its low is in the tenth decile. 

There, it amounts to 0.0548%, or a little over a third of the burden borne by households in the 

second decile. 

The regressive burden also follows from Figure 10. Although the pattern depicted appears 

rugged on occasion, the trend line is downward sloping. Hence, and by and large, the insurance 

tax is regressive when gross income is used as the denominator. 

Table 8: The burden of the insurance tax (2010)712 

Income 

classes 

# of 

households 

Gross 

income 

Disposable 

income 
Expenditures 

Insurance 

tax 

Tax 

burden 

(gross 

income) 

(1) (2) (3) (4) (5) (6) (7) 

2010 * 1,000 * 1,000 

euro 

* 1,000 * 1,000  % 

Total  7,371 55.7 33.2 32.5 55 0.0987 

1st 10% 737 9.0 6.8 22.5 30 0.3333 

2nd 10% 737 19.0 15.3 17.9 25 0.1316 

3rd 10% 737 25.0 19.3 21.3 40 0.1600 

4th 10% 737 31.8 22.7 25.3 45 0.1415 

5th 10% 737 40.1 26.1 28.7 50 0.1247 

6th 10% 737 49.6 30.6 32.8 60 0.1210 

7th 10% 737 60.5 35.8 35.3 70 0.1157 

8th 10% 737 73.8 42.1 38.5 65 0.0881 

9th 10% 737 93.1 51.2 46.1 80 0.0859 

10th 10% 737 155.2 81.9 57.1 85 0.0548 
Source: author’s calculations and Statistics Netherlands’ StatLine Databank. The tax burden has been derived 
by dividing the amount of taxes (column 6) by gross income (column 3). Note that all amounts and percentages 
reported are per-decile averages. Actual numbers may be more widely dispersed. 

 

                                                 

712  Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=0,2-4,16-

32&D2=0,40-49&D3=4&HD=160902-1306&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 10 
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10.3.2.7 Summary: indirect taxes are regressive in proportion to gross income 

In this subsection the burdens of various Dutch national indirect taxes were discussed. These 

burdens were expressed as percentages of gross household income.  

The burden was first considered for the VAT, the consumer tax on non-alcoholic beverages, 

excise taxes and the insurance tax combined. Overall, these indirect taxes were found to be 

regressive when gross income is used as the denominator. Next, the burdens of these taxes were 

studied in isolation. Expressed as a percentage of gross household income, each tax reviewed 

was found to be regressive. Beware, the pattern between deciles can fluctuate. This depends 

– amongst other things – on household expenditure patterns, which will be discussed in 

Chapter 10.4. But first, the next subsection will briefly address the indirect taxes not considered 

because sufficient data are unavailable.  
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 Other indirect taxes 

Apart from the taxes considered above in Chapter 10.3.2, environmental taxes, the real estate 

transfer tax and the tax on passenger cars and motor vehicles are indirect taxes, too. However, 

and unfortunately, the data available to the author do not permit a per-decile breakdown of the 

amounts of those taxes paid by individual households. It is therefore not possible to make any 

exact inferences about the tax burden of these respective taxes. 

There are two explanations for these lacunae. 

First, the category of environmental taxes is not included in the data reported by Statistics 

Netherlands, presumably because the bulk of such taxes is frequently levied by provincial or 

municipal governments as well as water boards.713 For a large part, these revenues are therefore 

local tax revenues, and not national tax revenues.714 Technically, they are largely outside the 

scope of this research. However, as the empirical model developed later in this thesis is 

restricted to the VAT, this lack of data seems not prohibitive.  

Second, Statistics Netherlands does not account for indirect taxes that are generally levied only 

incidentally from individual taxpayers, i.e. the real estate transfer tax and tax on passenger cars 

and motor vehicles. On closer scrutiny inclusion of the tax on passenger cars and motor vehicles 

and the real estate transfer tax in an empirical model would not be expedient considering the 

sparse occasions when a typical taxpayer has to deal with these taxes in his or her life. After 

all, an average household will most likely only register a motor vehicle or buy real estate only 

a few times. This is different for other indirect taxes like the VAT and the environmental 

consumer taxes – they are triggered by purchases or transactions that take place more 

frequently. Basically they are paid almost every day. Suffice to say that in any year when a 

taxpayer pays the “incidental” indirect taxes, the indirect taxes’ burden will likely increase for 

that household. Both taxes are not included in the model Chapter 15 either. As noted in Chapter 

5.6, this model only considers de personal income tax and the VAT. 

                                                 

713  See also Chapter 9.3.8. 

714  Cf. Peter Kee, Toelichting IndirecteBelasting Calculator, p. 5, available at 

http://www.cbs.nl/NR/rdonlyres/E508A272-8E75-416A-AEE8-

0636EF372585/0/20130722toelichtingibc.pdf (in Dutch; accessed January 14, 2015). See also Arjan Bruil, 

De LokaleLastenVergelijker, p. 1 et seq., available at http://www.cbs.nl/NR/rdonlyres/B5FACDEC-9DCF-

4F37-8A4E-675CD042CB6F/0/2011lokalelastenvergelijkertotaalart.pdf (in Dutch; accessed January 14, 

2015).  
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 Conclusion 

In this subsection the distribution of the burden of various indirect taxes was reviewed on the 

basis of data reported by Statistics Netherlands. As all taxes ultimately fall on income, the tax 

burden was expressed as a percentage of gross income. It was shown that indirect taxes tend to 

fall mostly on the lower incomes: as a percentage of gross household income, the combined and 

individual burdens generally appeared to be regressive.  

It was emphasized that the available data do not permit a specific, per-decile breakdown of the 

burden of environmental taxes. The same goes for real estate transfer tax and for the tax on 

passenger cars and motor vehicles. As the typical taxpayer will only occasionally pay the latter 

two taxes, this lacuna in the data is not prohibitive. Environmental taxes are predominantly 

local taxes and, consequently, outside the scope of this research. Moreover, none of these three 

taxes is included in the model developed in Chapter 15.  

Indirect taxes are identified with consumption and household expenditures. These expenditures 

depend on various factors, such as the financial means available, the size and composition of a 

household as well as its preferences. Not in the least is a household’s ability to spend determined 

and – ultimately – restricted by its income. The next section briefly discusses the relation 

between household income and household expenditures.   
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 Household expenditures in proportion to income 

Different households have different expenditures – this can depend on matters such as a 

household’s size and composition, the ages of its members and on personal preferences. 

Moreover, household expenditures are related to household income.  

Instinctively, the relationship between a household’s income and its expenditures is generally 

positive: when income increases people are likely to spend larger amounts. However, a 

doubling of income is unlikely to be counterbalanced by an equivalent increase in expenditures: 

the rate with which expenditures grow is intuitively not proportionate to the growth of income. 

As Ely already put forward more than 125 years ago, “[a] man with two hundred thousand a 

year will not consume twenty times as much as one with two thousand a year, much less will 

he consume one hundred times as much.”715 This observation feeds the thought that the 

regressivity of indirect taxes might possibly be connected with the ratio of household 

expenditures to household income, which justifies a closer look at both elements. 

To this end, Table 9 tracks the development of household expenditures as a percentage of gross 

household income in the Netherlands during the years 2006-2010 and 2012-2013.716 Figure 11 

illustrates the year 2010. Table 10 also covers the period 2006-2010 and 2012-2013, but this 

time expressing household expenditures as a percentage of disposable household income. 

Figure 12 again illustrates the year 2010. As was noted earlier, percentages exceeding 100 

percent reflect families who contract debt, who use up their savings, or who temporarily earn a 

lower income while their expenditures remain high.717 

It follows from both tables and figures that the fraction of income spent declines in proportion 

to income. Chapter 15 will show that this circumstance can explain part of the potential 

distributive consequences of a shift from direct to indirect taxes. However, it is emphasized that 

the tables and figures merely reflect a trend: causal relationships or correlations have not been 

investigated. 

 

                                                 

715  Richard T. Ely, Taxation in American States and Cities, New York: Thomas Y Crowell & Co. 1888, p. 81. 

716  The data available to the author do not include the year 2011. 

717  See Chapter 10.3 for more details.  
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Table 9: Household expenditures as a percentage of gross household income 

Income 
group 

2006 2007 2008 2009 2010 2012 2013 

1st 10% 196.88% 200.00% 207.07% 214.29% 250.00% 209.28% 207.22% 

2nd 10% 95.45% 99.45% 102.12% 108.85% 94.21% 94.85% 96.43% 

3rd 10% 87.45% 87.08% 89.60% 90.91% 85.20% 97.64% 94.53% 

4th 10% 79.53% 76.30% 77.88% 78.33% 79.56% 83.54% 85.19% 

5th 10% 67.29% 67.70% 70.79% 70.69% 71.57% 69.29% 71.46% 

6th 10% 63.20% 64.36% 64.04% 62.40% 66.13% 64.55% 63.26% 

7th 10% 60.47% 57.54% 58.17% 57.33% 58.35% 56.94% 55.27% 

8th 10% 53.39% 51.93% 53.91% 54.67% 52.17% 52.16% 52.08% 

9th 10% 49.18% 47.79% 50.55% 47.84% 49.52% 45.64% 47.80% 

10th 10% 37.27% 36.04% 36.35% 35.14% 36.79% 37.26% 34.48% 

Source: author’s calculations and Statistics Netherlands’ StatLine Database.718 

 

 

                                                 

718  Data available at http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=2-

4&D2=40-49&D3=a&HD=160902-1758&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 11 
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Table 10: Household expenditures as a percentage of disposable household 
income 

Income 
group 

2006 2007 2008 2009 2010 2012 2013 

1st 10% 245.45% 250.63% 262.82% 272.73% 330.88% 270.67% 268.00% 

2nd 10% 115.86% 120.67% 124.52% 133.97% 116.99% 117.95% 120.38% 

3rd 10% 110.99% 110.58% 114.87% 117.35% 110.36% 127.18% 123.47% 

4th 10% 111.27% 106.82% 110.13% 110.00% 111.45% 115.95% 119.48% 

5th 10% 103.27% 102.75% 108.75% 108.71% 109.96% 106.42% 110.57% 

6th 10% 102.46% 103.02% 103.59% 100.65% 107.19% 105.50% 103.87% 

7th 10% 102.42% 96.23% 98.03% 96.13% 98.60% 98.33% 95.58% 

8th 10% 94.76% 90.55% 94.02% 95.06% 91.45% 94.09% 93.69% 

9th 10% 90.67% 86.48% 91.47% 86.52% 90.04% 85.77% 90.17% 

10th 10% 72.83% 67.63% 69.06% 66.75% 69.72% 73.73% 68.79% 

Source: author’s calculations and Statistics Netherlands’ StatLine Database.719 

It follows from the above table that over time expenditures have been taking up an increasing 

share of disposable income for households in deciles 1 through 6. Their share has been falling 

among households in the upper deciles of the income distribution. This implies that – over 

time – the burden of indirect taxes has increased for deciles 1 through 6, whereas it has fallen 

for households 7 through 10. This in turn suggests that indirect taxes have become more 

regressive throughout the years. Other things equal this would likely make the distribution of 

wealth more unequal. 

                                                 

719  Data available at http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=81290NED&D1=2-

4&D2=40-49&D3=a&HD=160902-1758&HDR=G2,G1&STB=T (accessed November 17, 2017). 
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Figure 12 
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In my view, the explanation for the declining proportion of income spent is twofold. First, 

measured in absolute amounts, expenditures tend to grow as income increases: when income 

increases people are likely to spend more in absolute amounts. This also follows from the tables 

included in the previous section.720 Thus, on average, higher income households spend more 

than lower income households. However, and secondly, the income tends to increase 

comparatively more than the expenditures. Therefore, a doubling of income is unlikely to be 

met with an equivalent increase in expenditures: the rate with which expenditures grow in 

proportion to income is diminishing. This means that high(er) income households do not spend 

their entire income and can thus save more than lower income households, both absolutely and 

comparatively. This observation will play a pivotal role when modelling the potential impact 

of a shift in the tax mix on the distribution of wealth in Chapter 15. 

  

                                                 

720  See Chapter 10.3. 
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 The burdens of direct taxes 

 Introduction 

In the previous sections it was illustrated that indirect taxes are regressive. This section is about 

the burden of direct taxes. In Section 10.5.2 the personal income tax is discussed. In 

Section 10.5.3 a few remarks are made about the other direct taxes. 

 The personal income tax and national insurance contributions 

10.5.2.1 Revenues and shares of direct taxes 

The most obvious and fiscally significant example of a direct tax is the personal income tax – 

including the wage tax withheld on income from (former) employment.721 Yielding 

EUR 48,178 million or 69% of all revenue from direct taxes in the Netherlands in 2010, the 

personal income tax accounts for the bulk of all tax revenues when social security contributions 

(premies sociale verzekeringen) are not included.722 When the social security contributions 

paid by households are considered, the combined revenue from the personal income tax and 

social security contributions comes to EUR 130,910 million – or 86% of all revenue from direct 

taxes.723  

As noted in Section 9.3.4, social security contributions are collected from employees, 

employers et cetera. Due to limitations in the data and potentially different definitions used, 

they cannot be traced to individual households in their entirety. Therefore, this research will 

focus on national insurance contributions (premies volksverzekeringen) paid by households: for 

these contributions more specific data are available. According to Statistics Netherlands 

national insurance contributions paid by households amounted to EUR 38,289 million in 2010. 

When these revenues are considered, the combined revenue from personal income tax and 

                                                 

721  See Chapter 9.3.3. 

722  Author’s calculations based on the numbers reported in Chapter 9.2.2 Note that “other levies on wages” are 

not included in the amount reported. In 2010, the personal income tax yielded EUR 48,178 million. Total 

revenue from direct taxes amounted to EUR 69,860 million. (48,178 million / 69,860 

million) * 100% = 68.96%. 

723  Author’s calculations based on the numbers reported in Chapter 9.2.2 Note that “other levies on wages” are 

not included in the amount reported. In 2010, the personal income tax and social security contributions 

yielded EUR 48,178 million + 82,732 million = EUR 130,910 million. Total revenue from direct taxes 

amounted to EUR 152,592 million. (130,910 million / 152,592 million) * 100% = 85.79%. 
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national insurance contributions comes to EUR 86,467 million – or roughly 57% of all revenue 

from direct taxes.724  

As personal income tax is levied on various kinds of individuals’ income – e.g. wages, profit 

from a Dutch enterprise or regular payments and provisions – most households are to face this 

tax at various points in time: over the period 2010-2013 more than 90 percent of all Dutch 

households paid income taxes in some form, including national insurance contributions.725 

When national insurance contributions are not accounted for, the percentage of households 

paying increases to over 95%.726 

10.5.2.2 Tax burdens 

Figure 13 through Figure 15 map the average burdens of the personal income tax and national 

insurance contributions combined for households in 2010, as reported by Statistics Netherlands. 

The averages reported by this agency are based on all households – also those that do not 

effectively pay the tax. This may project a somewhat distorted image. Therefore, Figure 16 

through Figure 18 also report the averages for households that actually pay these taxes. The 

underlying numbers are based on the author’s calculations using the aforementioned data from 

Statistics Netherlands’s StatLine Database.727 Online Appendix 3 to this thesis provides a more 

detailed breakdown per decile. 

It follows from Figure 13 and Figure 16 that the overall burden of the personal income tax 

(excluding national insurance contributions) increases with income. A small drop can be noted 

when moving from the first to the second decile, but from thereon the burdens increase 

                                                 

724  Author’s calculations based on the numbers reported in Chapter 9.2.2. Note that “other levies on wages” are 

not included in the amount reported. In 2010, the personal income tax and national insurance contributions 

yielded EUR 48,178 million + 38,289 million = EUR 86,467 million. Total revenue from direct taxes 

including social security contributions was EUR 152,592 million. (86,467 million / 152,592 

million) * 100% = 56.67%. 

725  See the numbers reported under “Aandeel particuliere huishoudens” (“share of private households”) at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=80840NED&D1=1-4&D2=0,24-

29&D3=0,87-96&D4=4-7&HD=160909-1034&HDR=G3,T&STB=G2,G1 (accessed November 17, 2017). 

Recall that for reasons explained in Chapter 9.3.3 social (and national) insurance contributions are 

considered taxes in this research.  

726  Ibid. 

727  Data available at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=80840NED&D1=a&D2=0,24-

29&D3=0,87-96&D4=4&HD=160905-2016&HDR=G3,T&STB=G2,G1 (accessed November 17, 2017). 
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continuously. This is confirmed by the positive slopes of the trend lines. Overall, the personal 

income tax is progressive in proportion to gross income. 

The burden of the national insurance contributions appears to increase or remain roughly stable 

when moving through most parts the income pyramid (Figure 14 and Figure 17). It only 

diminishes among the three top deciles: when moving from decile 8 to decile 10 the insurance 

contributions are therefore regressive. This is due to a cap in the income on which national 

insurance contributions are levied. However, overall, the burden of the national insurance 

contributions is distributed progressively – as evidenced by the slope of the companion trend 

lines.  

Figure 15 and Figure 18 illustrate how – save the first decile in Figure 18 – the combined 

personal income tax/national insurance contributions’ burden is distributed progressively, too. 

Again, the slopes of the trend lines are positive. This makes the personal income tax a 

progressive tax overall. 
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Figure 13 
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Figure 14 
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Figure 15 
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Figure 16 
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Figure 17 
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Figure 18 
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 Other direct taxes  

10.5.3.1 Introduction 

Apart from the personal income tax, in line with this research’s working definition the Dutch 

corporate income tax, the motor vehicle tax, the dividend tax, capital taxes (i.e. gift and 

inheritance tax), the lottery tax, the bank levy, the landlord levy, the other levies on wages, and 

the tax on stocks of petroleum products are considered direct taxes.728 Although these taxes are 

also ultimately borne by individuals, to trace their amounts and burdens to individual 

households and deciles is a less straightforward affair.  

There are various reasons for this difficulty in zeroing in. For example, many direct taxes are 

not limited to individuals only: the statutory taxpayer can also be a corporation or another entity. 

Examples are the motor vehicle tax, the dividend tax and the lottery tax, which can be levied 

from individuals and entities alike. Other taxes, such as the corporate income tax and the bank 

levy are levied from (certain) corporations or entities only. Not only do the available data not 

allow for the respective revenues to be traced to individual households, also the process of tax 

shifting can further obfuscate the analysis. This makes it difficult – if not impossible – to trace 

such taxes to individual households.  

Moreover, while the personal income tax’s reach covers most households every year, things are 

more subtle where other direct taxes are involved. Many of these taxes require the individual 

or corporation to possess certain character traits, to own certain assets or liabilities, or to display 

a certain behavior to be potentially perceived as a taxpayer at all. The imposition of the 

corporate income tax is, for instance, limited to certain designated entities. The lottery tax 

requires the (potential) taxpayer to engage in certain games of chance. And in order for 

taxpayers to be confronted with the dividend tax (and indirectly with corporate income tax) 

they need to possess shares or other qualifying profit sharing titles. It can easily be imagined 

that these requisites are less widespread than the number of individuals earning (taxable) 

income of some kind. The number of taxpayers is therefore limited compared to the personal 

income tax. To illustrate, in 2011 the number of personal income tax returns filed amounted to 

                                                 

728  See Chapter 9. 
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11,243 million according to the Dutch tax authorities.729 For that year, the number of corporate 

income tax returns filed totaled 695,000.730 The Dutch tax authorities further report a category 

of “Overige aangiften” (Other tax returns), which also encompasses returns filed for the lottery 

tax. In this category only 331,000 returns were filed.731  

Finally, the number of taxable events can be limited as they only occur a-periodically, such as 

transfers of wealth, a corporation distributing a dividend or a contestant in a game of chance 

actually winning a prize. Such taxable events may not occur that frequently. The personal 

income tax, on the other hand, is a tax that basically recurs annually and on a large scale.  

Thus, often a number of preconditions must be met in order for direct taxes other than the 

personal income tax to be levied. The methodology applied for these taxes means it is less 

straightforward to quantitatively analyze and trace the levy to individual households and income 

groups. That is likely the reason why Statistics Netherlands has no data about these tax burdens. 

A quantitative analysis of the burden of the remainder of direct taxes would therefore require a 

large number of assumptions, which is likely to obscure the representativeness of the results. 

Moreover, the policy briefs discussed in Chapter 2 suggest that a shift to indirect taxes is likely 

to involve mainly the personal income tax and the VAT. For that reason, the burden of the other 

direct taxes is not analyzed from a quantitative perspective in this thesis. These taxes will 

therefore not be included in the empirical model in Chapter 15 either.  

However, from a qualitative perspective, a few things can be said about the burdens of the other 

direct taxes, especially about the corporate income tax.  

10.5.3.2 A qualitative analysis of the corporate income tax burden 

As noted in Chapter 9.3.5 the corporate income tax is a direct tax on the profits of certain 

corporations. Corporation are legal shells that can only pay but not bear taxes per se: ultimately, 

all taxes are economically borne by individuals. In first instance these individuals are likely the 

shareholders, as the corporate income tax is an advance levy on their income tax. The corporate 

income tax reduces the net returns on their investments. Still, the price mechanism can pass on 

                                                 

729  Belastingdienst, Beheerverslag 2011, p. 31. 

730  Belastingdienst, Beheerverslag 2011, p. 32. 

731  Belastingdienst, Beheerverslag 2011, p. 32. 
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the tax to other individuals, for instance by adjusting employee wages. Who effectively bears 

the Dutch corporate income tax is thus a relevant question.  

Theoretically this question may appear simple: corporate income tax is borne either by the 

owners of capital (shareholders), by employees, or by both. In his inaugural address De Mooij 

shows the exact answer to this question to still be unclear, though.732 Griffith, Hines and Birch 

Sørensen, too, write this in their contribution to the Mirrlees Review.733 So, as yet there is no 

consensus among economists, tax lawyers and policy makers.  

This lack of consensus is largely due to the phenomenon of international capital mobility. One 

of the things De Mooij points out is how, in a globalized financial world, countries can – in 

theory – ill afford to offer lower net returns on capital than the global money market. Investors 

can withdraw their investments from a country if they can get higher returns elsewhere. If one 

countries’ taxes are higher, companies are forced to generate higher gross returns in order to 

attract investors. This would imply that capital mobility is infinite. If so, according to De Mooij, 

the owners of capital will pass on the tax to others – in full. For small countries like the 

Netherlands, with an open economy where product prices are determined by the world market, 

this means taxes are passed on to the production factor labor. Corporate income tax thus means 

employees see their income drop – again, in theory. 

Reality, though, is intractable. De Mooij is right in noting that a full passing on to employees is 

improbable. Capital, too, will bear the tax: in practice capital turns out to be less mobile than is 

usually assumed. Chang, for instance, points out the home bias many investors have:734 for 

several reasons they prefer to invest in their country of residence. Capital, he argues, has a 

nationality. De Mooij refers to the circumstance of the number of shares being traded halving 

in proportion to the distance between investors and stock exchange to illustrate this point: 

investors appear reluctant to invest abroad. According to De Mooij this is because they are (or 

cannot be) properly informed on the risks and expected returns abroad. Add to that the wish of 

                                                 

732  R.A. de Mooij, Heeft de vennootschapsbelasting een toekomst? (inaugural address Rotterdam), 2003, pp. 

7-10. 

733  Rachel Griffith, James Hines and Peter Birch Sørensen, International Capital Taxation, in: J.A. Mirrlees 

(ed.), Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford University Press 2010, pp. 923 et 

seq. 

734  Ha-Joon Chang, 23 Things They Don’t Tell You About Capitalism, London: Allen Lane 2010, pp. 73 et 

seq. 
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institutional investors in particular to spread their portfolios across multiple countries (risk 

diversification). As domestic and foreign investments are thus imperfect substitutes, the 

production factor capital will have to bear part of the tax as well. Another important issue to 

note is the nature of corporate income tax, which is a tax on excess profits (rents). 

This raises the question about the ratio according to which Dutch corporate income tax is borne 

by labor and capital. As noted, opinions are divided on this. De Mooij lists the views among tax 

and economic scholars and policy makers and estimates the share of the tax borne by capital to 

be between 40% and 70%. The tax incidence on labor mirrors this and varies between 60% and 

30%. This leaves a margin of some 30% to be attributed to each of them. 

Now consider Table 11 below. This table shows the shareholdings among Dutch households in 

2013, when they totaled EUR 249.1 billion. The 10% richest Dutch households held around 

65%. The share capital of the remaining households was considerably less. Insofar as corporate 

income tax burdens the owners of capital, most of it will therefore effectively be charged to the 

10% richest households. So any corporate income tax reduction will mutatis mutandis 

specifically reduce the burden borne by these rich households. It means a corporate income tax 

reduction can incite the creation of wealth by these households. I will come back to this in 

Chapter 11.  

As yet the current data of Statistics Netherlands cannot be used to create a link between 

corporate income tax and concrete, individual shareholders and households. This may change 

in the future. 
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Table 11 Shareholdings of Dutch households (2013) 

Income class Total amount of share 

capital  

Percentage of share capital 

   

2013 EUR bn % 

Total  249.1 100 

1st 10% 13.3 5.34 

2nd 10% 2.8 1.12 

3rd 10% 3.1 1.28 

4th 10% 4.5 1.81 

5th 10% 6.2 2.49 

6th 10% 9 3.61 

7th 10% 10.4 4.18 

8th 10% 14.6 5.86 

9th 10% 23.4 9.39 

10th 10% 161.6 64.87 
Source: Statistics Netherlands’ StatLine Databank. The percentage of share capital was calculated 

by the author by dividing an income class’s amount of share capital by the total amount of share 

capital (EUR bn 249.1). Slight differences may be due to rounding. 

 Concluding comments 

This section included a discussion of the personal income tax burden. The burden of national 

insurance contributions was also studied. Overall, the income tax was found to be a progressive 

tax when gross household income is used as the denominator. National security contributions 

were found to be progressive up to and including the seventh decile of the income distribution. 

From thereon they appear regressive. Overall, they are progressive. An in-depth quantitative 

analysis of the remainder of the other direct taxes is beyond the possibilities and the scope of 

this research. A qualitative analysis of the Dutch corporate income tax showed that it is likely 

borne by both the owners of capital (40%-70%) and employees (30%-60%).  
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 Conclusion 

This chapter is about the tax burden. It was investigated what proportion the burdens (in terms 

of effective tax rates) of various direct and indirect taxes bear on gross household income. The 

central research question reads:  

How are the burdens of direct and indirect Dutch national taxes distributed in relation to 

gross household income? 

The tax burden can be progressive, regressive or proportional. It was emphasized that the actual 

incidence, or who ultimately bears a tax, depends on various market conditions such as the price 

elasticity of supply and demand. The tax burden may be shifted from the statutory taxpayer to 

another party. As they are subjects of great uncertainty, tax shifting and the ultimate incidence 

were ignored.  

The analysis showed that, in relation to gross household income, the combined, overall burden 

of indirect taxes is regressive. Considered in isolation, the VAT, the consumer tax on 

non-alcoholic beverages, the excises taxes, and the environmental consumer tax are also 

regressive. 

As indirect taxes are closely linked to expenditures, household expenditures were studied in 

relation to gross and disposable household income. Household expenditures tend to increase in 

absolute terms as household income grows. However, the percentage of income spent declines 

as income increases. Hence higher income households save a larger part of their income than 

lower-income households, both absolutely and comparatively. In other words: they have a 

higher propensity to save and a lower propensity to consume. For lower-income households the 

opposite holds: they have a lower propensity to save and a higher propensity to consume. 

The personal income tax being the most prominent direct tax, the burden of this tax was 

subsequently analyzed and found to be progressive in proportion to income. Roughly the same 

can be said about national insurance contributions, which, on balance, were found to be 

progressive for most parts of the income distribution. Other direct taxes, such as the corporate 

income tax, the dividend tax, and the lottery tax, were not studied in-depth from a quantitative 

perspective in this chapter. Not only do the available data not allow for the revenues of these 

taxes to be traced to individual households, also these taxes are conditional on an individual 

having certain character traits or displaying certain behavior. A qualitative analysis of the Dutch 

corporate income tax showed that this tax is likely borne by both employees (30%-60%) and 
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the owners of capital (40%-70%). As far as the corporate income tax’ incidence is on the owners 

of capital, it is predominantly borne by households in the top decile of the income distribution, 

who own approximately 65% of all share capital in the Netherlands. This implies that a 

reduction of the corporate income tax would benefit these households the most in absolute and 

relative terms. 

The observed regressivity of indirect taxes and the progressivity of the personal income tax are 

not sufficient to confirm or reject the research hypothesis (Chapter 4) that a shift towards 

indirect taxes would likely further skew the distribution of wealth. In order to meaningfully 

assess the potential impact of a shift in the tax mix to indirect taxes (at the expense of their 

direct counterparts), a more thorough quantitative and a simple empirical analysis is required. 

This analysis is postponed until Chapter 15 where a model will be developed. First, the next 

chapters provide the final building blocks of the conceptual part of this thesis. To this end, 

Chapter 11 analyzes of the concept of well-being and the meaning of distribution principles. 

Chapter 12 subsequently scrutinizes from a theoretical perspective if, how and when tax 

instrumentalism can be consonant with the multidimensional pursuit of well-being. Finally, 

Chapter 13 concludes the conceptual part of this research by contemplating on the pros and 

cons of economic inequality as referred to literature and linking them to well-being. 

-- 
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 Introduction 

This research is about well-being, wealth inequality and a shift from direct to indirect taxes. It 

attempts to map the well-being-related trends that a shift from direct to indirect taxes might 

give rise to through the shift’s (potential) impact on the distribution of wealth. Given a changing 

distribution of wealth, potential spillovers to various dimensions of well-being are identified. 

Well-being is thereby studied at an objective and conceptual level; subjective, individual 

well-being and its measurement are beyond the scope of this research. The well-being-related 

trends are assessed on the basis of economic and social science literature on the pros and cons 

of economic inequality. 

The previous chapters have already addressed a number of theoretical and conceptual topics. 

Chapter 2 showed, for instance, how the promoted shift in the tax mix is primarily motivated 

by a desire to foster a tax environment conducive to economic growth. This pursuit of economic 

growth was contrasted with a host of opposing forces that emphasize the downsides of 

economic growth in general and the shortcomings of traditional economic indicators in 

particular. Brief attention was also paid to the unequal sharing of the benefits of growth – which 

literature has linked to certain societal, economic, and democratic drawbacks. Chapter 10, the 

previous chapter, further highlighted direct and indirect taxes’ divergent distributive impacts 

which, combined with rich households’ higher propensity to save, nurture this research’ 

hypothesis that a shift from direct to indirect taxes is likely to sharpen wealth inequality.735  

Thus, the pursuit of economic growth through an economically less-distortionary tax system 

could come at the cost of increased economic inequality. This conjecture justifies the question 

how economic growth and economic inequality relate to well-being from a tax perspective. 

However, before fully addressing this relationship in this thesis’ final chapter (Chapter 17), the 

concept of well-being and its link to economic growth and taxation must be scrutinized first. 

To this end, this chapter explores said concept and establishes its relation to (traditional 

indicators of) economic growth and taxation on the basis of a literature review. In that respect, 

this study’s tax nature warrants special attention for the relationship between the distribution of 

the tax burden and well-being. In this chapter, that relationship will also be established on the 

basis of a literature review. Later, Chapter 13 will further examine economic inequality in 

                                                 

735  See Chapter 4. 
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relation to well-being from a theoretical perspective. Two of this thesis’ empirical chapters 

(Chapters 14 and 15) will subsequently study the factual impact of taxation and the tax shift on 

economic inequality.  

The present chapter thus consists of two parts that each aim to answer a different subquestion. 

First, Section 11.2 identifies the limits to economic growth and traditional money indicators of 

economic progress and illustrates how a need for more encompassing measures of 

socio-economic progress and well-being that “go beyond GDP” has arisen in recent years. 

Section 11.3 subsequently focuses on the mother of all such initiatives and outlines the concept 

of well-being and its many facets.736 The relevant subquestion central to these sections is: 

What is well-being and how do economic growth and traditional indicators thereof relate to 

it? 

It will be shown that well-being is a multidimensional notion that covers everything that is of 

importance to people’s lives. Despite its many facets and virtually limitless nature, well-being 

can be reduced to a surveyable number of domains and universal dimensions that are commonly 

shared among countries and constituencies worldwide and for each of which various objective 

and subjective indicators exist. Well-being’s dimensions include not just material living 

standards (i.e. income, consumption and wealth), but also health, education, personal activities 

including work, political voice and governance, social connections and relationships, and 

security.737 Well-being – it will be argued – is therefore not limited to the material aspects of 

life only: it also has a host of immaterial dimensions.  

All dimensions may mutually interact and reinforce each other. They should therefore in 

principle be considered simultaneously in order to fully grasp the impact of a tax shift on 

(objective, conceptual) well-being. This is imperative especially because policy reforms 

tailored at one dimension may cause spillover effects to other dimensions. Economic growth 

may, for instance, increase people’s average standards of living and thereby reinforce the 

dimension material living standards. However, as such, growth is not at stake here. Instead, the 

benefits of growth are often shared unequally and various authors point out how economic 

                                                 

736  Note that this topic was also discussed in Chapter 2.4. The current chapter may therefore partially overlap. 

Given the need to outline well-being at this stage, this overlap is inevitable. 

737  These dimensions were briefly mentioned in Chapter 2.4. 
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inequality may, in turn, entail societal, economic, and democratic deficiencies that also affect 

other dimensions of well-being. Hence, the impact of a growth-oriented tax shift may extend 

beyond the dimension material living standards and its distribution and involve other 

dimensions, too. In other words, it is the distribution of material living standards and the efforts 

involved in obtaining them that matters.738 A more equal distribution of these benefits need not 

necessarily lead to higher individual incomes, but to improvements to the institutions that bring 

about this distribution, including collective goods and the tax system. Hence, in order to obtain 

a comprehensive view of the impact of changes in the tax mix and other tax policy measures 

on well-being at a conceptual level, all relevant dimensions should be taken into account.  

Such a multidimensional analysis requires a demarcation of the area of enquiry and a starting 

point from which spillovers to other dimensions are identified. Because this thesis is primarily 

about taxation, the analysis departs from the dimension most circumscribed by taxation 

– material living standards (income, wealth, consumption) – and its distribution. After all, as 

long as taxes are paid in cash, they are paid from (accumulated) income739, thereby affecting 

(disposable) income, wealth and opportunities to consume. In that way, taxes can affect material 

living standards and their distribution. 

Differences in material living standards materialize in economic inequality. Hence, economic 

inequality is about the distribution of material living standards, i.e. the distribution of income, 

the distribution of wealth and – ultimately – opportunities to consume. As a result, economic 

inequality is not a separate dimension of well-being: it regards the distribution of one of its 

dimensions. Given this link, a later chapter (Chapter 13) will study economic inequality in 

relation to well-being and identify potential spillovers from an unequal distribution of material 

living standards (economic inequality) to dimensions of well-being. Literature reveals that 

those spillovers include various societal, economic, and democratic deficiencies. These 

spillovers can be both beneficial and detrimental to well-being. It goes without saying that they 

involve various dimension other than just material living standards.  

Section 11.4 gives the initial impetus to the analysis of spillovers by investigating the relevance 

of tax distribution principles and an equitable distribution of the tax burden for well-being at 

                                                 

738  This will be discussed in greater detail in Chapters 12 and 14. 

739  See Chapter 7.5 and Chapter 11.4.2. 
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the conceptual level. Here, an equitable distribution is to be interpreted in terms of distributive 

justice (iustitia distributiva), i.e. a sharing of the overall tax burden by all taxpayers in such a 

way that it reflects the ability-to-pay principle. It will be argued that neglect of this principle 

can itself be at odds with well-being. Moreover, as later chapters will empirically illustrate, 

when direct taxes (i.e. on income and wealth) are in involved, neglect of the ability-to-pay 

principle is synonymous with the unequal treatment of income. And the unequal treatment of 

income in turn contributes to economic inequality. It should nevertheless be noted that the 

ability-to-pay principle is not absolute: it need not be invariably pursued at all cost. Some 

criticisms of the ability-to-pay principle will therefore also be addressed. The accompanying 

subquestion is: 

What is the importance of the ability-to-pay principle for well-being? 

Section 11.5 concludes and answers both subquestions.  
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 Disputing the undisputed champion: from GDP to well-being 

 Pars pro toto? 

Chapter 2 discussed how the shift to indirect taxes is primarily inspired by a call for increased 

competitiveness and a desire to reduce the distortionary impact of the tax system on the 

economy, thus fostering a tax climate that is conducive to economic growth and employment. 

Hence, a shift from taxes on labor or capital to taxes on consumption is believed to have positive 

effects on the levels of GDP, GDP per capita and material living standards in societies. Still, 

empirics discussed in Chapter 2 showed that the positive economic impact of a tax shift on 

GDP, the trade balance and employment is likely limited.740 This raises the question what the 

importance of growth and its indicators can be for well-being.  

Traditionally, money measures such as GDP and GDP per capita have been used as standard 

measures for the economic and sometimes even the general well-being of people.741 GDP is 

about a country’s total economic output.742 In the same sense, GDP per capita informs us about 

the income and expenditures of the average individual in the economy. The main focus of GDP 

is thus on market activities and the resources individuals have at their disposal. As most people 

would generally prefer to receive a higher income for a given job743 and would typically like 

to enjoy higher expenditures, GDP per capita might seem a natural measure for the standard of 

living or the well-being of the average individual.744 

                                                 

740  See Chapter 2.2 for a critical assessment. 

741  Cf., e.g., Romina Boarini and Marco Mira d’Ercole, Going beyond GDP: An OECD Perspective, Fiscal 

Studies, Vol. 34, No. 3 (2013), p. 289 and Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, 

Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New Press 2010, pp. 11 and 23. 

742  Mankiw notes that “GDP measures two things at once: the total income of everyone in the economy and the 

total expenditure on the economy’s output of goods and services.” He explains that for an economy as a 

whole, total income must equal expenditure. See N. Gregory Mankiw, Principles of Economics (Fifth 

Edition), South-Western Cengage Learning 2008, p. 494. 

743  For a given job, as the individual’s preferences for and opportunities to obtain a better paying job need not 

necessarily align. 

744  Such is not to say that more income automatically increases people’s happiness. On the one hand, work and 

income are positively related to various attributes of well-being, beyond material living standards only. 

These dimensions will be discussed in-depth below. Having a paid job can, for instance, boost an 

individual’s self-esteem, increase economic security, and simply provide a pastime. On the other hand, paid 

work sometimes crowds out other, non-monetary aspects of well-being. For example, time spent in formal 

labor markets cannot be devoted to family life or to maintaining social relations. Research in behavioral 

sciences has further shown that the relationship between income (money) and happiness is rather quirky. 

See, e.g., Thomas D. Griffith, Progressive Taxation and Happiness, 45 B.C.L. Rev 1363 (2004), p. 1371 et 

seq. who explains how “the relationship between income and well-being is not uniform throughout the 
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Stiglitz, Sen and Fitoussi point out that the widespread use of money measures of economic 

performance and living standards can be explained by the ease with which monetary valuation 

of goods and services allows for the aggregation of quantities of a different nature.745 When 

the prices of, for instance, video games, sneakers and juice boxes are known, they can be added 

up and combined into a composite index to make statements about production, consumption 

and living standards. Using a single measure to express GDP and track its development over 

time can then indeed be attractive.  

Moreover, in perfectly efficient markets, the market price reflects the relative appreciation of 

different commodities.746 On top of that, the price mechanism is a means of communication 

between producers and consumers: it enables them to make informed decisions about the 

transactions they contemplate.747 The market price informs market participants about the costs 

                                                 

income distribution.” Griffith notes how for poor nations additional income can have a significant impact 

on well-being. In rich countries, however, beyond some point of financial security a higher income will not 

matter much for people’s well-being and the contribution of high economic growth to long-term happiness 

may only be modest. This phenomenon has been named the “Easterlin paradox” or “happiness paradox”, 

after the economist Richard Easterlin. Easterlin found that richer people tend to have a higher level of life 

satisfaction than those with less financial means at their disposal. However, for countries with incomes 

sufficient to meet the level of subsistence, increases in the income of all people did not very much increase 

reported happiness. See Richard A. Easterlin, Does Economic Growth Improve the Human Lot? Some 

Empirical Evidence, in: Paul A. David and Melvin W. Reder (eds.), Nations and Households in Economic 

Growth: Essays in Honor of Moses Abramovitz, New York: Academic Press 1974, pp. 89-125. Easterlin 

observed that within a given country people with higher incomes were more likely to report being happy. 

However, in international comparisons, the average reported level of happiness did not vary much with 

national income per person, at least for countries with income sufficient to meet basic needs. Instead, relative 

income and concerns with one’s relative position in the pecking order could be a determinant of variations 

in people’s happiness, as is for example illustrated by a survey by Solnick and Hemenway (Sara J. Solnick 

and David Hemenway, Is more always better?: A survey on positional concerns, Journal of Economic 

Behavior & Organization Vol. 37 (1998), pp. 373-383). Participants to this survey were asked to choose 

between two worlds. In the first world, they would earn an annual income of $ 50.000 and others would 

make half that amount. In the second world, their annual salaries would amount to $ 100.000, whereas 

everyone else would get two and a half times that income. Half of the respondents preferred living in the 

first world where they would have 50% less real income but a high relative income. When it comes to 

vacation time, respondents appeared to have less positional concerns. 

745  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 23. 

746  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 23. See also Bas Jacobs, De prijs van gelijkheid, Amsterdam: 

Uitgeverij Bert Bakker 2008, p. 30. 

747  See generally, e.g., Bas Jacobs, De prijs van gelijkheid, Amsterdam: Uitgeverij Bert Bakker 2008, pp. 11-44. 

Jacobs refers to amongst others Friedrich von Hayek who described the price system as a mechanism for 

communicating information between buyers and sellers. See F.A. von Hayek, The Use of Knowledge in 

Society, The American Economic Review, Vol. 35, No. 4 (Sep., 1945), pp. 519-530. 
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of production as well as the relative scarcity and people’s appreciation of the respective 

commodities. 

However, in my view, GDP’s relative simplicity also reveals some of its weaknesses: the limits 

to GDP and other indicators of economic performance as measures of well-being have long 

been widely recognized.748 Stiglitz, Sen and Fitoussi warn us, for instance, that “GDP has often 

been treated as if it were a measure of economic well-being.”749 However, they continue, 

“conflating the two can lead to misleading indications about how well-off people are and entail 

wrong policy decisions.”750  

I believe the use of GDP as a measure of well-being is seriously flawed. There are two particular 

reasons. First, it presupposes that economic growth and material living standards are the 

measures of all things. However, in a society where immaterial aspects of life matter just as 

much – or even more –, they are clearly not.  

Second, to use GDP as a metric for well-being is to assume that the multidimensional notion of 

well-being – which ranges from environmental health to friendship and from physical safety to 

democratic representation – can be captured in a single economic output statistic.751 

Consequently, to use GDP is to reduce the diversity of well-being to economic aspects only: 

material elements serve as a proxy for a largely immaterial concept. Such an approach cannot 

do justice to the multidimensional nature of well-being. 

                                                 

748  For a discussion of the limits to GDP, see, e.g.¸ William D. Nordhaus and James Tobin, Is Growth obsolete?, 

in: M. Moss (ed.), The Measurement of economic and Social Performance, Studies in Income and Wealth, 

Vol. 38, Cambridge, MA: National Bureau of Economic Research 1972; Amartya K. Sen, Commodities and 

Capabilities, New York: Oxford University Press 1999; OECD (2008), Statistics, Knowledge and Policy 

2007: Measuring and Fostering the Progress of Societies, OECD Publishing, Paris; Joseph E. Stiglitz, 

Amartya Sen and Jean-Paul Fitoussi, Report by the Commission on the Measurement of Economic 

Performance and Social Progress, www.stiglitz-sen-fitoussi.fr (2009). See also Romina Boarini and Marco 

Mira d’Ercole, Going beyond GDP: An OECD Perspective, Fiscal Studies, Vol. 34, No. 3 (2013), p. 292, 

who speak of “the need to address the critical limitations of GDP as a welfare metric: namely, its focus on 

the aggregate value of the goods and services exchanged on the market in a given period of time; the fact 

that it ignores information on the distribution of resources and achievements between people with different 

characteristics within the same community; and the fact that it does not say anything about the sustainability 

of current well-being over time.” 

749  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 10. 

750  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 11. 

751  Well-being’s various dimensions were discussed in Chapter 2.4. They will also be addressed in Chapter 11.3 

below. 
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Hence, the biggest flaw in GDP as a measure for well-being is the gap between the information 

included in GDP and that which is not included but does matter for people’s well-being. 

Literature generally highlights five such gaps. 

First of all, GDP being a monetary measure, it is preoccupied with market prices and market 

transactions. It generally does not cover non-paid activities and goods and services provided 

outside the market.752 Prices for such commodities may not always exist.753 Consequently, 

free entrance to public beaches or natural parks is not included. Nor does GDP account for a 

government that provides free universal health care and for household activities for people’s 

own use.754 The same goes for volunteer labor, which economists generally consider leisure 

and non-productive because such activities fail to produce a person’s maximum wage rate.755 

However, as Sugin in my view correctly emphasizes, leisure need not necessarily be 

non-productive, self-regarding, or chosen.756 Instead, activities that take place outside the 

market may very well benefit society and contribute to people’s well-being. Think of volunteer 

firemen, disaster-relief workers and stay-at-home moms. These people may not be maximizing 

their wage rates, but that does not mean they are non-productive and do not contribute to society 

and people’s well-being. In other words, GDP’s preoccupation with the market price and market 

transactions ignores the fact that many people take up unpaid work that is still productive and 

provides social value. 

                                                 

752  Services provided by public administration that are not provided through market mechanisms are sometimes 

included. 

753  See also Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP 

Doesn’t Add Up, New York: The New Press 2010, pp. 23-26. 

754  See also http://ec.europa.eu/environment/beyond_gdp/FAQ_en.html#faq2 (accessed November 17, 2017). 

755  E.g., Mike Brewer, Emmanuel Saez and Andrew Shephard, Means-testing and Tax Rates on Earnings, in: 

James. A. Mirrlees (ed.), Dimensions of Tax Design: The Mirrlees Review, Oxford: Oxford University Press 

2010, p. 99 (“A basic labour supply model assumes that, when deciding whether and how much to work, 

people trade off the financial reward to working (plus any intrinsic benefits from working) with the loss of 

leisure time (by ‘work’ we mean ‘participate in the labour market’, rather than doing unpaid work at home 

or elsewhere).”) Meghir and Phillips characterize leisure as “non-market time.” (Costas Meghir and David 

Phillips, Labour Supply and Taxes, in: James. A. Mirrlees (ed.), Dimensions of Tax Design: The Mirrlees 

Review, Oxford: Oxford University Press 2010, p. 206). Crawford, Keen and Smith likewise emphasize the 

non-market character of leisure and describe it as “time not spent in formal labour markets.” (Ian Crawford, 

Michael Keen, and Stephen Smith, Value Added Tax and Excises, in: James. A. Mirrlees (ed.), Dimensions 

of Tax Design: The Mirrlees Review, Oxford: Oxford University Press 2010, p. 286. Varian qualifies “time 

that isn’t labor time” as leisure. See H. R. Varian, Intermediate Microeconomics, New York: W.W. Norton 

& Company 2010, p. 174. 

756  Linda Sugin, A Philosophical Objection to the Optimal Tax Model, 64 Tax L. Rev. 229 2010-2011, p. 245. 
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But even if market prices are readily available, there can be a mismatch between the social 

value generated by activities and the way they are compensated.757 An example is provided by 

Byrne, who mentions a mismatch between society’s appreciations for certain jobs and the 

rewards those jobs command in the market place. Byrne observes how most parents would 

consider their children and their obligations towards them highly important. But, she adds, the 

daycare workers and teachers, entrusted with the upbringing and education of future generations 

of leaders, nevertheless receive relatively low or moderate salaries in the United States.758 She 

finds it hard to maintain that such jobs would add little value to society and concludes that “this 

‘value’, apparently, is not something the market rewards.”759 Benshalom and Stead note how 

markets may further be poor at identifying the long-term value of talents and outputs.760 They 

describe how markets may not have valued highly Van Gogh and Kandinsky as artists back in 

their days, whereas the outputs they produced are nowadays highly valued. It has further been 

observed by, for instance, Piketty that market income does not necessarily track with the 

marginal productivity it is supposed to reflect.761 Noting that the vast majority of US top 

earners are senior managers of large firms, he observes how it is often hard to estimate these 

individuals’ marginal productivity because frequently a comparator is not available.762 He 

argues that other factors, such as manager bargaining power and evolving social norms, might 

also be at work.763  

A second limit to GDP described in literature is about its amoral character: GDP is solely 

concerned with markets and output per se. As markets lack morals and maximize output 

                                                 

757  Similarly, Joseph E. Stiglitz, Amartya Sen and Jean-Paul Fitoussi, Report by the Commission on the 

Measurement of Economic Performance and Social Progress, www.stiglitz-sen-fitoussi.fr (2009), p. 141. 

758  Donna M. Byrne, Locke, Property, and Progressive Taxes, 78 Neb. L. Rev. 700 1999, p. 712. 

759  Donna M. Byrne, Locke, Property, and Progressive Taxes, 78 Neb. L. Rev. 700 1999, p. 712. 

760  Ilan Benshalom and Kendra Stead, Values and (Market) Valuations: A Critique of the Endowment Tax 

Consensus, 104 Nw. U. L. Rev. 1511 2010, p. 1545. 

761  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, p. 331 et seq. 

762  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: 2014, p. 331 (“But when an 

individual’s job functions are unique, or nearly so, then the margin of error is much greater.”) 

763  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: 2014, p. 332. 
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regardless of the moral worth of the commodities traded,764, 765 GDP only reflects total output 

and does so without passing judgment on the elements that constitute it and that contribute to 

its growth.766 From this perspective it is irrelevant whether growth is the result of increased 

bicycle repairs, vegetable sales, fitness equipment bought and sold or whether it is inflated by 

arms sales, increased spending on health care or cleanup after an oil spill. All that GDP is 

concerned with is the total value of the economy’s output. As a consequence, GDP can give a 

false impression of a country’s success and progress in other areas. 

As a third objection it has been noted that GDP suffers from myopia. Stiglitz explains that GDP 

focuses on the here and now and is only concerned with current levels of output and 

spending.767 It does not incorporate sustainability factors that determine whether current levels 

of output and well-being can be sustained over time.768 Negative externalities are also ignored. 

GDP itself does not go “green” by accounting for the depletion of non-renewable natural 

resources, overfishing, erosion or climate change. Nor does it incorporate reductions in public 

                                                 

764  E.g., Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. xlii (“... the power of 

markets is enormous, but they have no inherent moral character.”) and Jules L. Coleman, Markets, Methods, 

Morals and the Law, 66 Ala. L. Rev. 169 2014-2015, pp. 170-171 (“Markets cannot determine which 

decisions should be made by markets. Some objects change their character in virtue of their being 

exchangeable in markets. In many cases, that is reason enough to resist permitting them to be subject to 

market exchange.”) 

765  By “commodities” economists generally mean both goods and services. See, e.g., Ian Crawford, Michael 

Keen, and Stephen Smith, Value Added Tax and Excises, in: James. A. Mirrlees (ed.), Dimensions of Tax 

Design: The Mirrlees Review, Oxford: Oxford University Press 2010, p. 283. 

766  Lack of morals is considered objectionable by some. In his book What Money Can’t Buy: The Moral Limits 

of Markets, Sandel emphasizes, for instance, that when markets reach into immaterial and sometimes 

morally charged spheres of life such as friendship, love, sex, politics, environmental protection or health, it 

can be doubted whether preferences should be satisfied without reference to their moral worth. He describes 

how the promotion of the influence of markets in these spheres and the sale or other exchanges of such 

attributes change their inherent meaning. He explains how there is a moral difference between selling and 

donating an organ, between a paid-for and self-written wedding speech and how paid-for companionship is 

different from true friendship. But Sandel’s examples extend beyond the more or less self-evident ones. For 

example, discussing the scalping of papal mass tickets he points out that from a religious perspective the 

spirit of the sacrament is tainted if the experience is up for sale: “Treating religious rituals, or natural 

wonders, as marketable commodities is failure of respect. Turning sacred goods into instruments of profit 

values them in the wrong way.” See Michael J. Sandel, What Money Can’t Buy. The Moral Limits of 

Market, London: Penguin Books 2013, pp.37 and 89. 

767  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, pp. 228-232. Stiglitz notes how 

GDP “doesn’t take into account sustainability – both individuals and countries can live beyond their means, 

but only for a time.” (p. 229) 

768  Romina Boarini and Marco Mira d’Ercole, Going beyond GDP: An OECD Perspective, Fiscal Studies, Vol. 

34, No. 3 (2013), p. 293. 
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expenditures on education that might seriously depress a country’s long term economic growth 

potential. 

Consequently, and fourth, the relation between (growth of) GDP and well-being can only be a 

partial one. As early as in 1912, the economist Arthur C. Pigou pointed out that economic 

welfare (i.e. material living standards, GDP et cetera) is merely a part of the larger whole he 

called welfare. Economic welfare, he emphasized, is only about those parts of national income 

that translate easily into monetary equivalents. However, economic welfare is in itself 

incomplete as it does not account for the positive and negative externalities that arise in 

connection with economic production. In Pigou’s view, economic welfare is therefore only “a 

part of a part of welfare”:  

Of welfare in general economic welfare is one part. It is welfare arising in connection with 

the earning and spending of the national dividend, or in other words, of those parts of the 

community’s net income that enter easily into relation with the measuring rod of money. 

Economic welfare, however, does not contain all welfare arising in this connection. Various 

good and bad qualities indirectly associated with income-getting and income-spending are 

excluded from it. It does not include the whole psychic return, which emerges when 

objective services constituting the national dividend have passed through the factory of the 

body; it includes only the psychic return of satisfaction. Thus, economic welfare is, as it 

were, a part of a part of welfare.769  

By the same token, the variety of immaterial dimensions of well-being are not included in GDP 

either.770 Consequently, I believe, GDP reduces well-being to economic, material aspects only. 

In my view, such an approach is under-inclusive. 

A final shortcoming of GDP identified in literature is about inequality. Boarini and 

Mira d’Ercole point out that GDP “ignores information on the distribution of resources and 

achievements between people with different characteristics within the same community”.771 

Stiglitz likewise reminds us that “just as there are large inequalities in income, there are large 

disparities in almost all of the other dimensions that contribute to our general welfare, and none 

of these are reflected in GDP as a measure of economic performance.”772  

                                                 

769  Arthur C. Pigou, Wealth and Welfare, London: Macmillan and Co. 1912, pp. 3-4.  

770  These dimensions are discussed in Chapter 11.3. 

771  Romina Boarini and Marco Mira d’Ercole, Going beyond GDP: An OECD Perspective, Fiscal Studies, Vol. 

34, No. 3 (2013), pp. 292-293. 

772  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 230. 
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As a measure of economic welfare (material living standards), GDP does not reveal such 

inequality concerns. GDP per capita merely indicates the income of the average individual and 

does not show how resources are actually distributed and what has happened to the distribution. 

In reality, however, people’s material living standards are not determined by averages, but by 

their actual income, wealth and consumption – which makes the distribution of wealth and 

income all the more relevant.773  

 To infinity and beyond! 

All this, however, does not mean that GDP and other production measures should be dismissed 

altogether. GDP can still be an aid to monitoring economic activity. What the perceived 

shortcomings in my view do illustrate is the increasing need for analysts to broaden the scope 

and “go beyond GDP” by “looking simultaneously ‘beyond the market’, ‘beyond the average’ 

and ‘beyond the “here and now”’.”774 And that is exactly what is happening nowadays. 

Anand, Mira d’Ercole, and Low note that the agenda for these developments “has been around 

at least since environmental concerns were raised about the limits of GDP accounting and the 

emergence of the social indicators movement in the early 1970s.”775 However, the trend 

revived recently and around the world many initiatives to “go beyond GDP” are now being 

taken. Some examples thereof are discussed in the following two footnotes.776, 777  

                                                 

773  See also Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP 

Doesn’t Add Up, New York: The New Press 2010, pp. 44-48 who note that “Average measures of per-capita 

income and wealth give no indication of how the available resources are distributed across persons or 

households. Similarly, average consumption gives no indication of how people effectively benefit from 

these resources.” (p. 44). 

774  Romina Boarini and Marco Mira d’Ercole, Going beyond GDP: An OECD Perspective, Fiscal Studies, Vol. 

34, No. 3 (2013), p. 290. 

775  Paul Anand, Marco Mira d’Ercole and Hamish Low, Moving beyond GDP, Fiscal Studies, Vol. 34, No. 3 

(2013), p. 285. 

776  Examples include the EU Going Beyond GDP Initiative (www.beyond-gdp.eu; accessed November 17, 

2017), the Happy Planet Index (www.happyplanetindex.org; accessed November 17, 2017), the United 

Nations’ Human Development Index (http://hdr.undp.org/en/content/human-development-index-hdi; 

accessed November 17, 2017), the OECD Better Life Initiative (http://www.oecdbetterlifeindex.org and 

http://www.oecdregionalwellbeing.org; accessed November 17, 2017) and the ONS-Cameron quality of life 

initiative (http://www.ons.gov.uk/ons/guide-method/user-guidance/well-being/index.html; accessed 

November 17, 2017). For a general description of this development, see Paul Anand, Marco Mira d’Ercole 

and Hamish Low, Moving beyond GDP, Fiscal Studies, Vol. 34, No. 3 (2013), pp. 285-288 and the literature 

cited there. 

777  An apt example to illustrate this tendency is the OECD Better Life Initiative 

(http://www.oecdbetterlifeindex.org and http://www.oecdregionalwellbeing.org; accessed November 17, 
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The spark that ignited the trend to “go beyond GDP” was most likely the 2009 Report by the 

Commission on the Measurement of Economic Performance and Social Progress (hereinafter: 

CMEPSP or the commission), which was already briefly discussed in Chapter 2.3.778  

Created by at-the-time French Prime Minister Sarkozy and chaired by Nobel-laureate 

Joseph E. Stiglitz, the commission identified various shortcomings of traditional measures of 

economic performance – like those previously mentioned –779 and recommended to shift 

emphasis from measuring economic production only to measuring the well-being of current and 

future generations by complementing traditional measures of market activity with statistical 

measures that focus on people’s well-being and that capture sustainability.780  

The CMEPSP further emphasized that it is often insufficient to measure and keep track of 

average levels of well-being in a society. Instead, in order to really capture well-being in a 

context of sustainability, the “diversity of people’s experiences and the linkages across 

dimensions of people’s lives” should also be documented.781 In the commission’s view, which 

I share, the measurement of material well-being or material living standards is a good place to 

                                                 

2017), which aims to develop statistics that capture the aspects of life that matter most to people and shape 

the quality of their lives, hence perfectly illustrating well-being in all its facets. The OECD thus attempts to 

gain a better understanding of what drives people’s and nations’ well-being and to promote policies for 

better lives. This initiative consists of two core products: the report How’s life? (OECD (2013), How's Life? 

2013: Measuring Well-being, OECD Publishing, Paris) and the web-based Better Life Index. The report 

How’s life? provides a bi-annual update on how life is going in OECD countries and other major economies 

in a number of key areas, such as income and wealth, health, education, work-life balance, civic 

engagements, social connections, environmental conditions, personal security and life satisfaction. In 

addition to the How’s life? report, the Better Life Index contains the scores of the OECD member countries, 

Brazil and Russia, along with a variety of dimensions and headline indicators of well-being. Apart from 

that, it provides a personalized, interactive web-based tool that allows individuals to prioritize what 

dimensions of well-being matter most to them and to make comparisons across individuals, regions and 

countries by combining the weight given to the dimensions of well-being by the users of the tool. The index 

differentiates between 24 so-called headline indicators that meet a large number of quality criteria and 

secondary indicators of lower quality that can provide additional evidence on well-being by focusing on 

specific aspects of 11 dimensions of well-being. For a further explanation, see OECD (2013), How’s Life? 

2013: Measuring Well-being, OECD Publishing, Paris. 

778  Joseph E. Stiglitz, Amartya Sen, and Jean Paul Fitoussi, Report by the Commission on the Measurement of 

Economic Performance and Social Progress, www.stiglitz-sen-fitoussi.fr. A concise commercial edition was 

published with The New Press in 2010. See Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, 

Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New Press 2010. 

779  See also Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP 

Doesn’t Add Up, New York: The New Press 2010, pp. 23-59. 

780  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, most notably pp. 61-136. See also the executive summary (pp. 1-21). 

781  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, pp. 10-11. 
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start. After all, people’s income need not only determine their material living standards, but 

might also, by extension, spill over to other dimensions of well-being and, for instance, affect 

children’s educational opportunities, health, economic security, civic and political engagement 

and the composition of one’s social network.782 It seems to me that special attention for 

economic inequality and the distribution of resources is therefore in line with these aspirations. 

As a result, I consider the dimension material living standards (which encompasses the 

distribution of income and wealth) a good starting point to identify spillovers to other 

dimensions of well-being that the shift to indirect taxes can cause. 

It is emphasized that the exact measurement of well-being is beyond the scope of this research. 

In this thesis, well-being is assessed at an objective, conceptual level. What is important, 

therefore, is the concept of well-being that measures championed by the CMEPSP should 

reflect. The remainder of this chapter will explore this versatile notion and also discuss the 

importance of equitable taxation for well-being. 

  

                                                 

782  Literature about the various pros and cons of economic inequality will be discussed in Chapter 13. 
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 Well-being  

 ... its facets, domains, dimensions and indicators 

Essentially a philosophical notion, the Stanford Encyclopedia of Philosophy notes that 

well-being is “most commonly used in philosophy to describe what is non-instrumentally or 

ultimately good for a person.”783 The importance of well-being is that it describes what is good 

for people and provides an indication of how life is going for someone. Well-being is thus 

primarily about the quality and evaluation of people’s lives.  

The quality of people’s lives is determined by a myriad of factors other than just economic 

production and material standards of living.784 The CMEPSP therefore underscored the 

versatility of well-being and acknowledged that “[t]o define what well-being means a 

multidimensional definition has to be used.” Moreover, people can “do well” in almost any 

aspect of life, which makes Kaplow and Shavell correct in arguing that well-being is virtually 

limitless: 

It incorporates in a positive way everything that an individual might value – goods and 

services that the individual can consume, social and environmental amenities, personally 

held notions of fulfillment, sympathetic feelings for others, and so forth. Similarly, an 

individual’s well-being reflects in a negative way harms to his or her person and property, 

costs and inconveniences, and anything else that the individual might find distasteful. 

Well-being is not restricted to hedonistic and materialistic enjoyment or to any other named 

class of pleasures and pains. The only limit on what is included in well-being is to be found 

in the minds of individuals themselves, not in the minds of analysts.785 

                                                 

783  Stanford Encyclopedia of Philosophy, http://plato.stanford.edu/entries/well-being/ (accessed November 17, 

2017). 

784  Chang, for example, points out how a focus on just the material aspects of life would be to neglect many 

elements of a “good life” and may misrepresent countries’ actual livings standards: “There is no simple way 

to compare living standards across countries. Per capita income, especially in purchasing power terms, is 

arguably the most reliable indicator. However, by focusing just on how many goods and services our income 

can buy, we miss out a lot of other things that constitute elements of the ‘good life’, such as the amount of 

quality leisure time, job security, freedom from crime, access to healthcare, social welfare provisions, and 

so on. While different individual and countries will definitely have different views on how to weigh these 

indicators against each other and against income figures, non-income dimensions should not be ignored, if 

we are to build societies where people genuinely ‘live well’.” See Ha-Joon Chang, 23 Things They Don’t 

Tell You About Capitalism, London: Allen Lane 2010, p. 111. 

785  Louis Kaplow and Steven Shavell, Fairsus versus Welfare, Cambridge: MA: Harvard University Press 2006 

(paperback), pp. 18-19 (footnotes omitted). 
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Kaplow and Shavell further note how the satisfaction of tastes for and notions of fairness can 

likewise contribute to well-being – a view that I subscribe to: 

We further note a particular source of well-being […], namely, the possibility that 

individuals have a taste for a notion of fairness, just as they may have a taste for art, nature, 

or fine wine. For example, an individual might derive pleasure from knowing that vicious 

criminals receive their just deserts (independent of the anticipated effects of punishment on 

the incidence of crime) or that legal rules reflect a favored conception of fairness. In such 

cases, satisfying the principle of fairness enhances the individual’s well-being, just as would 

satisfying his preference for wine.786 

To an extent, judgements about well-being are a perceptive, subjectivist affair: the individual 

can arguably be considered the best judge of his or her own situation.787 Such judgments are 

outside the scope of this research. Well-being can nevertheless be conceptually captured along 

the lines of objective measures and dimensions. In this thesis, these objective and conceptual 

facets are key. At the conceptual level, a main distinction can be made between two domains 

that well-being extends over, namely material living conditions on the one hand and quality of 

life on the other.788  

Material living conditions regard people’s command over resources and are closely associated 

with measures of economic output, income, wealth and consumption. Quality of life extends 

beyond the economic aspects of life and includes “the full range of factors that make life worth 

living”, such as health, friendship and peace.789 The CMEPSP notes that such elements are 

                                                 

786  Louis Kaplow and Steven Shavell, Fairsus versus Welfare, Cambridge, MA: Harvard University Press 2006 

(paperback), p. 21 (footnotes omitted). 

787  The CMEPSP notes that “the specific feature of the subjective measure of quality of life (…) is that what 

people report about their own conditions has no obvious objective counterpart: we can compare “perceived” 

and “actual” inflation, for example, but only respondents can provide information on their own subjective 

states and values.” See Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: 

Why GDP Doesn’t Add Up, New York: The New Press 2010, p. 65. For critical remarks about fairness and 

well-being, see also Louis Kaplow and Steven Shavell, Fairsus versus Welfare, Cambridge, MA: Harvard 

University Press 2006 (paperback), pp. 62-81. 

788  Romina Boarini and Marco Mira d’Ercole, Going beyond GDP: An OECD Perspective, Fiscal Studies, Vol. 

34, No. 3 (2013), pp. 293-294 and OECD (2013), How's Life? 2013: Measuring Well-being, OECD 

Publishing, Paris, p. 21. 

789  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 92. 
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frequently “not traded in markets and not captured by monetary measures” of economic 

well-being.790  

Both domains (material living conditions and quality of life) cover a range of universal key 

dimensions that shape people’s well-being.791 These dimensions are interconnected and may 

mutually interact. As noted in Chapter 2 the CMEPSP identified eight such dimensions and 

emphasized that – although the choice of elements to be included “inevitably depends on value 

judgements” – most of the themes on its list are commonly “shared across countries and 

constituencies” worldwide.792 This makes well-being universal. The key dimensions included 

are the following:793 

1. Material living standards (income, consumption and wealth) 

2. Health 

3. Education 

4. Personal activities including work 

5. Political voice and governance 

6. Social connections and relationships 

7. Environment (present and future conditions) 

8. Insecurity, of an economic as well as a physical nature 

The variety of dimensions illustrates that well-being is a multidimensional notion that extends 

beyond the economic and material aspects of life. It is not solely reflected in material living 

standards: income, consumption and wealth are just a few of the constituents of a concept that 

has many immaterial elements that touch the very essence of being human. Within the confines 

of this multifaceted concept, GDP and economic growth can in my view only play a limited 

role. They are merely pieces of a larger puzzle called well-being.  

The question as to how limited this role exactly is, depends on the weights one would give to 

the various dimensions of well-being. I believe this is predominantly a matter of political or 

philosophical persuasion: it cannot be answered from a scientific point of view. Moreover, it 

                                                 

790  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 92. 

791  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. 15. See also, more elaborate, OECD (2013), How's Life? 2013: 

Measuring Well-being, OECD Publishing, Paris, pp. 21-24. 

792  Joseph E. Stiglitz, Amartya Sen, and Jean Paul Fitoussi, Report by the Commission on the Measurement of 

Economic Performance and Social Progress, www.stiglitz-sen-fitoussi.fr, p. 44. 

793  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010 p. 15. See pp. 67-86 of the report for a more elaborate discussion of 

these dimensions.  
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involves measuring well-being, which is not the aim of this thesis. The question as to the exact 

weight to be given to economic growth and the various dimensions of well-being is, therefore, 

outside the scope of this research. Instead, what matters here is the variety of key dimensions 

well-being has. This variety signals that well-being is predominantly immaterial in nature: out 

of its eight dimensions, only one directly regards material living standards (income, wealth, 

consumption). 

In my view, the key dimensions of well-being are not ends in themselves: they are means that 

should all contribute to well-being. This also necessarily applies to economic growth, which, 

too, is not an end in itself but merely a means to increase well-being. In fact, some authors even 

contend that economic growth may actually have finished its work as the engine of progress in 

rich countries.794 I therefore agree with the CMEPSP when it notes that: 

Too often, we confuse ends with means. One of the criticisms of our economies in the years 

prior to the crisis is that they did exactly that–a financial sector is a means to a more 

productive economy, not an end in itself. It is even worse to confuse an improvement in a 

measurement of well-being with an improvement in well-being itself. Our economy is 

supposed to increase our well-being. It too is not an end in itself.795 

For each of the dimensions of well-being various objective indicators are available that serve 

as proxies and help measure and assess well-being and its constituents. The CMEPSP points 

out that the assessment of health, for example, not only requires adequate measures of mortality 

and morbidity, but also measures that relate to the prevalence of diseases or injuries can be 

useful.796 Educational indicators can include measures that refer to inputs, such as school 

enrolment, educational expenditures and school resources. Output and throughput oriented 

measures, such as graduation rates and completed years of schooling, can also be considered.797 

                                                 

794  E.g., Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies 

Stronger, New York: Bloomsbury Press 2010, p. 5. See also the criticisms voiced by Tomas Sedlacek, The 

Economics of Good and Evil: The Quest for Economic Meaning from Gilgamesh to Wall Street, Oxford: 

Oxford University Press 2011 and Robert and Edward Skidelsky, How Much is Enough? The Love of 

Money, and the Case for the Good Life, London: Allen Lane 2012. 

795  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010, p. XVII. 

796  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010 pp. 68-71. 

797  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010 pp. 71-73. 
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Objective measures may provide a great deal of information about a country’s performance in 

various dimensions of well-being. But in order to paint a comprehensive picture, the CMEPSP 

recommends to supplement objective measures with subjective measures or people’s 

perceptions and evaluations of their own conditions.798 For example, people’s health reports 

are driven by their own subjective perceptions of physical and mental pain and stress. In a 

similar vein, crime statistics may give an indication of a country’s safety, but at the end of the 

day people’s subjective perceptions determine how they evaluate their own conditions. The 

CMEPSP emphasizes that such reports of subjective well-being and people’s subjective states 

and values have no objective counterpart.799 However, for reasons explained earlier, this thesis 

will not study subjective, individual well-being. Instead, well-being is studied at an objective, 

conceptual level to inform policymakers about the potential impact of a shift to indirect taxes 

on objective well-being. 

 … its definition 

Given the above, in this thesis well-being is understood as a multidimensional notion that 

describes what is good for people and provides an indication of how life is going for someone. 

It not only encompasses the quantitative and measurable economic aspects of life, but also its 

qualitative aspects. Conceptually, well-being can be reduced to a number of universal 

dimensions for which objective indicators are available. These dimensions are commonly 

shared among countries and constituencies worldwide. Therefore, this concept of well-being 

can in principle be applied anywhere. Nevertheless, at the end of the day individuals can 

generally be considered the best judges of their own conditions. Ideally, people’s perceptions 

and subjective evaluations should therefore be considered, too. However, given the macro, tax 

                                                 

798  Subjective approaches to well-being generally distinguish between the dimensions of well-being and the 

indicators that shape them. The former are represented by people’s subjective evaluations of their life as a 

whole or of its two domains. The CMEPSP emphasizes that such evaluations imply a cognitive exercise and 

require people to determine and summarize what they value. The latter enquire into people’s feelings about 

various dimensions (e.g., pain, joy, worry, fear, insecurity, anger, respect) and the negative and positive 

effects that determine people’s experiences. See Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, 

Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New Press 2010 p. 65 et seq. For a 

report that identifies countries with the highest levels of happiness, see, e.g., John F. Helliwell, Richard 

Layard, and Jeffrey Sachs (eds.), World Happiness Report 2015, New York: Sustainable Development 

Solutions Network 2015. 

799  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010 p. 65. 



The Tax Tectonics 

p. 294 

policy-related character of this thesis and in order not to obscure it with highly subjective 

perceptions, this thesis does not take a subjectivist approach to well-being. Instead, its focus is 

on the aforementioned key dimensions of well-being and the accompanying objective indicators 

available, studying well-being at a conceptual level. 

 The search for linkages between dimensions of well-being through the 

tax system 

According to the CMEPSP, the various dimensions of well-being should in principle be 

considered simultaneously.800 I infer from this that in order to comprehensively assess and 

evaluate the impact of policy measures on well-being, linkages and correlations between 

dimensions of well-being should also be identified and taken into account.801 In my view this 

is imperative because policy reforms tailored to one dimension of well-being may cause 

spillover effects to other dimensions and certain inequalities may be mutually reinforcing. 

Material living standards may, for instance, determine access to health care. And a good health 

may, in turn, drive opportunities to earn income. Another example is socio-economic status: it 

can affect gender disparity, which is said to be typically much larger for households with lower 

socio-economic status.802 Moreover, differences in income have been shown to drive children’s 

educational opportunities:803 a lack thereof can make finding a well-paying job in the future 

very difficult. As announced in Chapter 4, such spillovers are also dubbed “well-being-related 

trends” in this thesis. 

In a similar vein, a shift to indirect taxes could – theoretically – increase economic growth and 

raise average living standards.804 But it could also exacerbate economic inequality.805 As noted 

in Chapter 11.1, economic inequality is about the distribution of material living standards, i.e. 

                                                 

800  Joseph E. Stiglitz, Amartya Sen, and Jean-Paul Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add 

Up, New York: The New Press 2010 p. 15. 

801  See also Chapter 11.2.2. 

802  Joseph E. Stiglitz, Amartya Sen, and Jean Paul Fitoussi, Report by the Commission on the Measurement of 

Economic Performance and Social Progress, www.stiglitz-sen-fitoussi.fr, p. 50. 

803  E.g., G. Duncan and R. Murnane, Whither Opportunity? Rising Inequality, Schools, and Children’s Life 

Chances, New York: Russell Sage Foundation 2011. 

804  Empirical evidence discussed in Chapter 2.2 showed that the positive impact of a tax shift on economic 

growth, employment and the trade balance is short-lived at best. 

805  The impact of a shift in the tax mix on the distribution of wealth is analyzed in Chapter 15. 
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the distribution of income, the distribution of wealth and – hence – opportunities to consume. 

Literature links economic inequality to various societal, economic, and democratic deficiencies 

that might also affect well-being and its dimensions.806 In order to obtain a comprehensive 

view of the impact of a shift from direct to indirect taxes on objective well-being 

(well-being-related trends) and to identify spillovers to its various dimensions, all relevant 

dimensions should therefore be taken into account. So not just material living standards. This 

requires a point of departure, a dimension from which spillovers to other dimensions are 

conceptually identified.807  

Because this thesis is primarily about taxation, this analysis must depart from the dimension 

most circumscribed by taxes, namely “material living standards” (income, wealth, 

                                                 

806  This literature will be discussed in Chapter 13. 

807  Such spillovers are identified in Chapter 13. 
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consumption).808 After all, as taxes are paid in cash and – ultimately – from income,809 they 

primarily affect material living standards and their distribution. What is more, as was noted in 

                                                 

808  Taxes primarily entail a transfer of purchasing power from the private to the public sector. As such, taxes 

affect the distribution of material living standards. Shaviro notes, for instance, that “taxes generally are 

transfer payments, rather than net costs to society or compensation for the use or consumption of scarce 

resources.” (Daniel Shaviro, An Economic and Political Look at Federalism in Taxation, 90 Mich. L. Rev. 

895 1991-1992, p. 900). However, it is only against the background of a socio-economic infrastructure that 

a market-based distribution of resources can arise in the first place. Heertje therefore reminds us how the 

market mechanism is necessarily preceded by a State and a legal order that protects property rights, 

safeguards contracts and prevents economic chaos. (Arnold Heertje, Economie, Amsterdam: Prometheus 

Bert Bakker 2014, p. 34). Other authors have taken similar positions. See, e.g., Fritz Ossenbühl, State and 

Market in the Constitutional Order, 53 S.M.U. L. Rev. 561 2000, pp. 561-562 (“These elements and 

foundations, which both make the market possible and constitute it at the same time, are guaranteed by 

corresponding constitutional civil rights in the Basic Law.”) Heinz Haller, Die Steuern: Grundlinien eines 

rationalen Systems öffentlicher Abgaben, Tübingen: Mohr 1971, p. 9 argues that „Nach bisherigen 

Erfahrung ist der Staat somit eine notwendige Einrichtung für jede höhere Form menschlicher Existenz, und 

von den Lehren, die ihn für eine überwindbare, zeitgebundene Erscheinung halten, hat noch keine ihre 

Bestätigung erfahren.“. Cass R. Sunstein, Democracy and the Problem of Free Speech, New York: The Free 

Press 1995, p. 30 writes: “The market system, so often described as the real of purely voluntary interactions, 

was actually pervaded by law.” Milton Friedman, Capitalism and Freedom (Fortieth Anniversary Edition), 

Chicago: The University of Chicago Press 2002, p. 15 notes “government is essential both as a forum for 

determining the “rules of the game” and as an umpire to interpret and enforce the rules decided on.” and 

Ha-Joon Chang, 23 Things They Don’t Tell You about Capitalism, London: Penguin Books Ltd. 2010, p. 1 

explains that “every market has some rules and boundaries that restrict freedom of choice. [...] Government 

is always involved [...].” 

It is a widely held belief that this economic and legal infrastructure that enables value creation and gives 

rise to material living standards is best financed by tax money – to which income and wealth therefore 

ultimately owe their existence. Murphy and Nagel put it as follows: “There is no market without government 

and no government without taxes; and what type of market there is depends on laws and policy decisions 

that governments must make. In the absence of a legal system supported by taxes, there couldn’t be money, 

banks, corporations, stock exchanges, patents, or a modern market economy – none of the institutions that 

make possible the existence of almost all contemporary forms of income and wealth.” (Liam Murphy and 

Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University Press 2002, p. 32). 

As a result, taxes should not be considered a debit entry only: the appropriation of tax revenue should 

likewise be accounted for. In my view this important differentiation sheds a different light on the meaning 

of taxation and helps establish it as a precondition for the distribution of economic resources that arises in a 

market economy. As aptly put by Tipke: “Die Steuer ist nicht bloß ein Opfer. Die Bezeichnung als Opfer 

mag noch hingehen, soweit die Steuer als Mittel der Umverteilung, der Versorgung Sozial Bedürftiger oder 

sozial Schwacher dient. Insoweit dient die Steuer aber auch dem sozialen Frieden, der auch den Steuerbürger 

zugute kommt. Überhaupt: Erst die Steuern ermöglichen es dem Staat, für ein gedeihliches Zusammenleben 

seiner Bürger zu sorgen, etwas für die innere und äußere Sicherheit zu tun, die nötige Infrastruktur zu 

schaffen oder zu verbessern, Bildung, Wissenschaft und Kultur zu fördern, den marktwirtschaftlichen 

Wettbewerb zu gewährleisten, Daseinvorsorge zu treiben, sich um den Umweltschutz zu bemühen, 

Rechtsschutz zu gewähren, überhaupt Aufgaben im Interesse der Allgemeinheit oder des Gemeinwohls zu 

erfüllen, Aufgaben zumal auch, die nicht jeder einzelne Bürger für sich wahrnehmen könnte, wie etwa den 

Bau von Schulen, Straßen, Krankenhäusern.“ (Klaus Tipke, Die Steuerrechtsordnung, Band I: 

Wissenschaftsorganisatorische, systematische und grundrechtlich-rechtsstaatliche Grundlagen, Köln: 

Verlag Dr. Otto Schmidt 1993, pp. 5-6.) On the role markets, governments and taxation in the creation of 

value see also Michael J. Graetz, To Praise the Estate Tax, Not to Bury It, 93 Yale L.J. 259 (1983-1984), 

pp. 275-276 (providing various reasons why it is not correct the regard market distributions as inherently 

fair or as presumptively just.) and Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, 

pp. 97-98. 

809  See Chapter 7.5 and Chapter 11.4.2.5. 
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Chapter 4, taxes are a precondition for well-being. On top of that, fairness is important for 

well-being.810 And if both taxes and fairness matter for well-being, in my view so does a fair 

distribution of the tax burden among all taxpayers. Thus, the question arises as to when the tax 

burden is distributed fairly. This justifies a closer look at tax distribution principles and the role 

of the tax system, more specifically that of the distribution of the tax burden, in relation to 

well-being and economic inequality (at a conceptual level).  

The remainder of this chapter takes a first step and outlines that role. It illustrates the importance 

of legal and tax principles and values, especially the ability-to-pay principle, and argues that 

taxation in accordance with this principle is part of the multidimensional notion of well-being. 

Policymakers should endeavor to uphold this principle and pay attention to a fair distribution 

of the tax burden. Neglect thereof can in itself be at odds with a pursuit of well-being. Later 

chapters will show how neglect of the ability-to-pay principle also contributes to economic 

inequality. In that respect, Chapter 13 will take an instrumental perspective and investigate the 

pros and cons of economic (in)equality (i.e., an unequal distribution of material living 

standards) and their impact on well-being at a conceptual level. That chapter will be the 

keystone of the conceptual analysis of well-being and economic inequality.  

  

                                                 

810  See Chapter 11.3.1. 
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 The meaning of legal values and distributive principles for well-being 

 On distributive justice in taxation: ability to pay and the principle of 

equality 

11.4.1.1 Legal principles 

Aiming to promote the well-being of its citizens, the State needs income, which it primarily 

derives from taxation.811 Taxation has therefore been described as a precondition for the State, 

its social institutions, well-being, economic activity and the creation of value.812 Put 

differently: the state cannot give without taking first.  

A revenue raising instrument like taxation interferes with the fundamental right to the 

enjoyment of property. Taxation therefore requires a basis in law.813 Ideally, law itself aims to 

realize a single value, i.e. justice – which is the sacrosanctity of the constitutional state. No 

other legal right or value can in principle undermine or jeopardize its essence.814 Justice can be 

                                                 

811  Apart from taxes, governments can also acquire funds through the imposition of levies, by taking out loans, 

by minting new coins, through the sale of assets or the commandeering of physical resources. For obvious 

reasons, taxation is, however, the most durable means. For example, sources other than taxes are likely to 

have been financed by taxes before or are of a once-only nature, so they cannot be relied on structurally. 

Besides, the commandeering of physical resources of other people is less efficient and less just and is likely 

to be resisted by the persons adversely affected. See, e.g., John Tiley, Revenue Law, Oxford: Hart 2005, 

p. 7 and John F. Due and Anne F. Friedlaender, Government Finance: Economics of the Public Sector, 

Homewood, IL: Irwin 1973, p. 219. Deficit finance may prevent the levy or imposition of additional taxes 

in the short run, but it will not lower the real burden to the national economy as debt will result in future 

mandatory repayments of both interest and principal that will force the government to either raise taxes or 

cut spending. See also Heinz Haller, Die Steuern: Grundlinien eines rationalen Systems der öffentlichen 

Abgaben, Tübingen: Mohr 1971, p.11. What is more, apart from the practical limitations to debt finance 

described above, (supra)national legislation or agreements can sometimes limit the size of permissible 

government deficits and the size of total debt. 

812  See Chapter 4 and the footnotes included there. 

813  As evidenced by, for example, Article 104 of the Dutch Constitution. This provision requires that all taxes 

and other levies imposed by the State be laid down in an Act of Parliament: “Taxes imposed by the State 

shall be levied pursuant to Act of Parliament. Other levies imposed by the State shall be regulated by Act of 

Parliament.” Translation derived from 

http://www.denederlandsegrondwet.nl/9353000/1/j9vvihlf299q0sr/vgrndk19mazq (accessed November 17, 

2017). See also Marina Sentsova, VAT and Direct Taxes: How to Distinguish, in: Michael Lang, Peter Melz 

and Eleonor Kristoffersson (eds.), Value Added Tax and Direct Taxation, Amsterdam: IBFD 2009, p. 187 

(Observing that any tax is both an economic and a legal phenomenon: taxes are economically determined 

and carry out economic functions. They nevertheless require a legal basis.) 

814  See, e.g., Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 12 

who writes that „In einem Rechtsstaat muß es möglichst gerecht zugehen. Das ist der höchste Anspruch, 

den man an ihn stellen muß. Dieser Anspruch kann in seinem Kern auch durch andere Ansprüche nicht 

außer Kraft gesetzt oder verdrängt werden.” 
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broken down into both procedural and distributive (sub) values and principles that all aim to 

realize justice in a specific area of law.815 These values, Gribnau explains, are ”essential 

determinants of the law’s content.”816 Examples of more specific legal values are legality, 

equality, predictability, transparency, judicial impartiality, a fair opportunity to be heard, legal 

certainty, neutrality and equality before the law.817 Actual legal systems should embody such 

values to the best extent possible. 

Ideally, the value ‘justice’ postulates a fundamental principle and various derived subprinciples, 

norms and rules that governments, legislators and citizens should consistently abide by. 

Together, these principles combine into a hierarchy that models what Tipke calls “die 

Architektur der Gerechtigkeit”, which can be translated as the architecture of justice.818 Actual 

legal systems should conform to this architecture as closely as possible: unjustified deviations 

can discriminate or privilege.819  

In my view, the principles and norms included in the architecture of justice are the pathways to 

justice in its various appearances. As such, principles guarantee legal uniformity and safeguard 

citizens from arbitrariness.820 They limit the legislator’s power and prevent privileges from 

being granted by law. Principles must therefore be thoroughly thought through so they can be 

generalized and applied in uniform way.821 

                                                 

815  Hans Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, International Tax Law Review 

2012-3, p. 18. Procedural justice is about fair procedures and treatment in all dealings with the government. 

Distributive justice is about a fair distribution of resources. 

816  Hans Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, International Tax Law Review 

2012-3, p. 18 quoting Robert S. Summers, Instrumentalism and American Legal Theory, Ithaca: Cornell 

University Press 1982, p. 59. 

817  E.g., Hans Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, International Tax Law 

Review 2012-3, pp. 18-19.  

818  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p.14. 

819  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p.14. 

820  Cf. Hans Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, International Tax Law 

Review 2012-3, p. 18. 

821  See, e.g., A.R. Lacey, A Dictionary of Philosophy, London: Routledge & K. Paul 1976 (reprint 1979), p. 225 

as cited by Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, 

p.14, note 20. Lacey writes: “An important part of morality seems to lie in the idea that what is right for one 

person must be right for anyone else in the same position. This can be expressed by saying that a moral 

judgement must be universalizable.” 
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However, it is emphasized, legal principles and the architecture of justice are not absolute: legal 

principles do not apply in an “all-or-nothing fashion”. As put by Gribnau:  

“legal principles […] state a reason which argues in one direction, but does not compel to 

take a particular decision. Legal consequences do not follow automatically, for there may be 

other principles (or policies) arguing in another direction.”822 

Hence, legal principles do not exist in a vacuum. Instead, they interact with other, for instance 

economic, principles. Therefore, legal principles cannot and need not necessarily be fully 

realized in law: they are not absolute. On top of that, the incorporation of principles in positive 

law is necessarily the outcome of democratic deliberation and a balancing of interests. The 

outcome therefore of depends on power, politics and political compromises.823 As a result, 

legal principles will never be perfectly realized for two reasons. Firstly, by their very nature 

they are not absolute. And secondly, because political compromises are inevitable in a 

democracy, legal principles must on occasion yield or give in to other principles. All this also 

necessarily goes for tax distribution principles, to which I turn now.824 

11.4.1.2 Tax distribution principles 

In fiscalibus, the value distributive justice (iustitia distributiva, distributional equity, 

Verteilungsgerechtigkeit) requires the tax burden to be fairly and evenly spread among all 

taxpayers according to a certain norm or principle that best embodies the dominant notion of 

distributive justice in taxation. After all, the need to impose taxes automatically leads to the 

question how the tax burden should be apportioned. A related question is what it is that should 

                                                 

822  Hans Gribnau, Not argued from but prayed to. Who’s afraid of legal principles?, eJournal of Tax Research 

(2014) vol 12, no. 1, p. 189 et seq. 

823  For more details see J.L.M. Gribnau, Equality, Consistency and Impartiality in Tax Legislation, in: Hans 

L.M. Gribnau (ed.), Legal Protection Against Discriminatory Tax Legislation: The Struggle for Equality in 

European Tax Law, London: Kluwer Law International 2003, p. 17 et seq. 

824  This is also elaborately discussed in Chapter 12.4. 
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be taxed.825, 826 The tax distribution principle most frequently and commonly invoked is the 

ability-to-pay principle (Leistungsfähigkeitsprinzip, draagkrachtbeginsel), that has long been 

generally accepted as the epitome of tax equity and has been considered the archetype of 

distributive justice in taxation by most prominent tax thinkers throughout history.827 Other 

frequently invoked distribution principles include the benefit principle and the head tax 

principle (Kopfsteuerprinzip). However, these principles command less widespread support and 

have raised fundamental objections in literature. This is discussed in greater detail in the 

                                                 

825  Cf. Kevin Holmes, The Concept of Income: A Multi-Disciplinary Analysis, Amsterdam: IBFD Publications 

2001, p. 3 (“The need to impose taxation results in the inevitable question of how the tax burden is shared. 

The answer to that question turns, first, on what it is that should be taxed.”) Murphy and Nagel explain that 

in the traditional conception, fairness “is thought of specifically as a standard for evaluating differences in 

tax treatment of different people: the principle that like-situated persons must be burdened equally and 

relevantly unlikely persons unequally.” See Liam Murphy and Thomas Nagel, The Myth of Ownership: 

Taxes and Justice, Oxford: Oxford University Press 2002, p. 12. The authors also discuss a number of 

dissenters from approaches that focus solely on tax burdens. 

826  “I heard a very warm debate between two professors, about the most commodious and effectual ways and 

means of raising money, without grieving the subject. The first affirmed, ‘the justest method would be, to 

lay a certain tax upon vices and folly; and the sum fixed upon every man to be rated, after the fairest manner, 

by a jury of his neighbours.’ The second was of an opinion directly contrary; ‘to tax those qualities of body 

and mind, for which men chiefly value themselves; the rate to be more or less, according to the degrees of 

excelling; the decision whereof should be left entirely to their own breast.’ The highest tax was upon men 

who are the greatest favourites of the other sex, and the assessments, according to the number and nature of 

the favours they have received; for which, they are allowed to be their own vouchers. Wit, valour, and 

politeness, were likewise proposed to be largely taxed, and collected in the same manner, by every person’s 

giving his own word for the quantum of what he possessed. But as to honour, justice, wisdom, and learning, 

they should not be taxed at all; because they are qualifications of so singular a kind, that no man will either 

allow them in his neighbour or value them in himself. The women were proposed to be taxed according to 

their beauty and skill in dressing, wherein they had the same privilege with the men, to be determined by 

their own judgment. But constancy, chastity, good sense, and good nature, were not rated, because they 

would not bear the charge of collecting.” Jonathan Swift, Gulliver’s Travels (1726). 

827  E.g., Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 552 („Die Besteuerung 

entsprechend der Leistungsfähigkeit wird vom Rechtsbewuβtsein offenbar allgemein akzeptiert.”). See also 

Joachim Lang, The influence of tax principles on the taxation of income from capital, in: Peter Essers and 

Arie Rijkers (eds.), The Notion of Income from Capital, Amsterdam: IBFD 2005, p. 8 and the literature 

cited there (“The ability-to-pay principle is the generally accepted legal rule to achieve equal treatment of 

the taxpayer. The historical background of the ability-to-pay principle refers to the equality of taxation.”; 

footnotes omitted). See also A.C. Rijkers and I.J.F.A. van Vijfeijken, Fiscaliteit en vermogensvorming in 

een inkomensbelasting, in: Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het 

belastingstelsel, 2010, p. 251 (“In de loop van de eeuwen heeft het draagkrachtbeginsel zich als meest 

overtuigende verdelingsbeginsel gemanifesteerd in het licht van de gelijkheidsnorm.”). Due and 

Friedlaender have described the ability-to-pay principle as “widely accepted as reflecting a reasonable 

general statement about equity.” See John F. Due and Anne F. Friedlaender, Government Finance: 

Economics of the Public Sector, Homewood, IL: Irwin 1973, p. 236. See also Chapter 7.5 and the abundant 

literature cited there. 
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following footnote.828 Of course, the ability-to-pay principle also has its critics – which will be 

discussed more elaborately in Chapter 11.4.2.7.  

11.4.1.3 Axiomatic adoption 

A more fundamental objection to be addressed at this stage is that tax distribution principles are 

human constructs that only exist in the imagination of people: unlike gravity, temperature or 

                                                 

828  Apart from the ability-to-pay principle, the benefit principle (Äquivalenzprinzip) and the head tax principle 

(Kopfsteuerprinzip) are sometimes advanced as distributive principles. According to the benefit principle, a 

relevant difference between taxpayers rests on the extent to which people benefit from government services 

and it dictates that taxpayers contribute in line with the benefits they receive from the government. There 

are various downsides to this approach. First of all, the benefit principle does not make allowance for the 

subsistence minimum. Moreover, there can be disagreement about how to measure and quantify these 

benefits from government. Musgrave and Musgrave, for instance, observe that strict application of the 

benefit principle would mean that every taxpayer is taxed according to his demand for public services. It 

can then seriously be doubted whether full or pure benefit taxation would be practically feasible as it can 

hardly be applied to a general tax structure. They further observe that the benefit principle cannot relate to 

the redistributive function of the tax and benefit system. See Richard Abel Musgrave and Peggy B. 

Musgrave, Public Finance in Theory and Practice, New York: McGraw-Hill 1973, pp. 195-198. Murphy 

and Nagel, however, note that once the idea of the benefits from government is interpreted, it should not be 

too problematic to give a rough estimate of those benefits. Interpreting these benefits in terms of “welfare”, 

impracticalities of measurement could arguably be avoided by measuring the benefits received from 

government by the taxpayer’s well-being or how well a taxpayer does in the market economy that the 

government enables by providing security, law and infrastructure (in the broadest sense). See Liam Murphy 

and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford, Oxford University Press 2002, 

p. 16 et seq. Yet – then again – the question arises as to the baseline compared to which the burden of benefit 

derived from government is to be assessed. The total benefit could equal the difference between the 

taxpayer’s pre-benefit welfare and the taxpayer’s total level of welfare once the benefits have been enjoyed. 

Another approach would suggest interpreting benefits in terms of who would suffer most if government 

protection were withdrawn. Because of these and other conceptual difficulties, the benefit principle is not 

considered the most feasible epitome of distributive justice in taxation in this thesis. For a further discussion 

of the benefit principle, see, e.g., Joseph M. Dodge, Theories of Tax Justice: Ruminations on the Benefit, 

Partnership, and Ability-to-Pay Principles, 58 Tax L. Rev. 399 2004-2005.  

The head tax principle demands that every citizen pay the equal amount of tax, regardless of his or her 

income. The poor pay the same amount as the rich, without regard to their personal circumstances and the 

subsistence minimum. On purely economic grounds head taxes have been as applauded, because they do 

not disrupt the behavior of economic actors and are therefore considered economically efficient taxes in 

optima forma. They are claimed to be neutral to taxpayer behavior because they do not introduce a wedge 

between the costs of labor paid by employers and the salaries workers receive, thereby preserving the 

equality between the marginal rates of substitution and transformation and the price ratios. Head taxes 

demand an equal monetary sacrifice from any taxpayer, irrespective of their economic circumstances and 

disregarding their factual positions. History shows public backing for such taxes to be virtually non-existent. 

See Peter Passell, Furor Over British Poll Tax Imperils Thatcher Ideology, The New York Times 23 April 

1990 (describing how the enactment of the so-called “community charge” by the British government in 1990 

threatened late prime minister Thatcher’s “political life, if not her physical safety.”) See also Klaus Tipke, 

Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und grundrechtlich-

rechtstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, pp. 473-475. It is generally voiced in 

literature that head taxes should be rejected. I return to this below.  
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the tides of the oceans, they cannot be proved or defined scientifically or mathematically. 

Hence, the ability-to-pay principle is sometimes said to have no scientific basis.829 

I submit that, from a scientific perspective, the meaning of tax distribution principles is relative: 

they only exist in the minds of people. But does that not go for all, or at least most, products of 

human thought? Do we not encounter the same difficulties in proving and defining concepts 

such as “wisdom”, “truth”, “happiness” or “beauty”? On top of that, even the “hardcore” laws 

of math and physics are based on axioms: they too are the fruits of human thought and merely 

explain otherwise impalpable phenomena. In that respect, even they are relative. By 

axiomatically adopting the ability-to-pay principle I will show in Chapter 11.4.2.6 that it does 

in fact boast an empirical basis in (treaty) law, legislative history and in the taxpayers’ sense of 

distributive justice. In this way its existence and importance can be established. 

So, in my view, to focus on scientifically proving the ability-to-pay principle (or any other 

distribution principle for that matter) is to focus on the wrong thing. Instead of trying to prove 

its existence, I subscribe to the dominant tax literature and echo the viewpoint that the 

ability-to-pay principle is the leading tax distribution principle. Later on, I will demonstrate its 

empirical underpinnings. 

Tipke, for instance, dubs the ability-to-pay principle “das sachgerechte Fundamentalprinzip für 

alle Fiskalzwecksteuern“.830 Together with Lang he perceives the ability-to-pay principle as an 

ethically superior beacon that is as important to tax law as private autonomy is to private law.831 

In their view, to which I subscribe, the ability-to-pay principle is the primary foundation of tax 

law (“Primärgrundsatz des Steuerrechts”832), to which no alternatives but “die Alternative 

fundamentaler Prinzipienlosigkeit” can be found.833  

                                                 

829  E.g. Wolfgang Gassner, The influence of tax principles on the taxation of income from capital – a response, 

in: Peter Essers and Arie Rijkers, The Notion of Income from Capital, Amsterdam: IBFD 2005, pp. 33-52 

and the literature cited there. 

830  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 17. 

831  Klaus Tipke and Joachim Lang, Steuerrecht (20. völlig überarbeitete Auflage), Köln: Verlag Dr. Otto 

Schmidt 2010, p. 89. 

832  Klaus Tipke and Joachim Lang, Steuerrecht (20. völlig überarbeitete Auflage), Köln: Verlag Dr. Otto 

Schmidt 2010, p. 89. 

833  Klaus Tipke and Joachim Lang, Steuerrecht (20. völlig überarbeitete Auflage), Köln: Verlag Dr. Otto 

Schmidt 2010, p. 89. 
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In essence, Tipke notes, the ability-to-pay principle dictates that the total amount of taxes that 

a taxpayer pays correspond to and vary with the size of taxpayer income – insofar as the income 

exceeds the subsistence minimum and the amounts needed to cover necessary outlays: 

Das Leistungsfähigkeitsprinzip orientiert sich an der Fähigkeit, Steuern aus dem disponiblen 

Einkommen im Verhältnis zum disponiblen Einkommen (…) zahlen zu können. Nach dem 

Leistungsfähigkeitsprinzip ist das Einkommen insoweit nicht zu belasten, als es für die 

Existenz benötigt wird, folglich für die Steuerzahlung nicht disponibel ist. Im Übrigen 

wächst die Gesamtsteuerlast im Verhältnis zum disponiblen Einkommen.834 

And: 

Da Steuern nur aus dem gespeicherten Einkommen entrichtet werden können, liefert das 

Leistungsfähigkeitsprinzip den Maβstab dafür, welchen Teil des Einkommens die Bürger als 

Steuer abzuführen haben. Dieser Anteil ergibt sich aus den Bemessungsgrundlagen und den 

Steuersätzen. Das Leistungsfähigkeitsprinzip verlangt, daβ die Steuerlast – genauer: die 

Gesamtsteuerlast aus allen Fiskalzwecksteuern – entsprechend dem Einkommen wächst.835 

In this spirit, the ability-to-pay principle has been defined as: 

Jeder soll Steuern zahlen entsprechend der Höhe seines Einkommens, soweit dieses das 

Existenzminimum überschreitet und nicht für unvermeidbare private Verpflichtungen 

verwendet werden muß.836 

11.4.1.4 Gleichbelastung 

The ability-to-pay principle maps out a route that leads to distributive justice in taxation by 

prescribing that, on the whole, able taxpayers be taxed in proportion to taxpayer income.837 

                                                 

834  Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 552. 

835  Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 480. 

836  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 18. 

837  This does not mean that the ability-to-pay principle sets forth a proportional, progressive or regressive rate 

structure. In fact, it is wholly silent about what the rate structure should look like. It merely demands that 

the tax burden be apportioned evenly and equitably in accordance with taxpayer income – without 

prescribing progressive, regressive or proportional tax rates. In my view, the question what rate structure to 

adopt is to a large extent a political one that should be dealt with through democratic deliberation. See also: 

Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 480, who explains: 

“Aus dem Leistungsfähigkeitsprinzip ergibt sich (…) nicht, daβ die Steuer mit wachsendem Einkommen 

progressiv ansteigen muβ. Die progressive Besteuerung liegt aber im Sinne des Sozialstaatsprinzips, und 

das Leistungfähigkeitsprinzip läβt sich verfassungskonform auch im Sinne des Sozialstaatsprinzips 

verstehen. Mit anderen Worten: Das Leistungsfähigkeitsprinzip verlangt nicht zwingend nach 
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Moreover, it safeguards the equitable apportionment of the tax burden. However, the principle 

does not operate independently: it is embedded in a broader legal structure that is governed by 

the all-superseding principle of equality that prescribes that the ability-to-pay norm be applied 

consistently and equally.838 On top of that, it was noted above, like all principles, the 

ability-to-pay principle is not absolute. It must be weighed and balanced against other 

– economic or social – principles. As a result, tax law generally does not, cannot and should not 

fully reflect the ability-to-pay principle. This will be discussed further below. 

As Musgrave aptly articulated over half a century ago, the principle of equality is furnished by 

the dictum that everyone should be treated equally under the law.839 Formalistically, the 

principle of equality dictates the equal treatment of equal cases (“horizontal equity”) and the 

differential treatment of unequal cases to the degree of inequality (“vertical equity”). It is a 

directive for government affairs and necessarily covers all social institutions, including the tax 

system and the ability-to-pay principle. As John Stuart Mill poignantly put it: “For what reason 

ought equality to be the rule in matters of taxation? For the reason that it ought to be so in all 

affairs of government.”840  

                                                 

Steuerprogression, es steht der Progression aber auch nicht im Wege; die Steuerprogression liegt noch im 

Rahmen des Leistungsfähigkeitsprinzips […].” 

838  In many countries the principle of equality is expressis verbis embedded in and secured by, for example, the 

Constitution. Article 1 of the Dutch Constitution reads “Allen die zich in Nederland bevinden, worden in 

gelijke gevallen gelijk behandeld. Discriminatie wegens godsdienst, levensovertuiging, politieke 

gezindheid, ras, geslacht of op welke grond dan ook, is niet toegestaan.” Article 1 of the French Constitution 

stipulates “La France est une République indivisible, laïque, démocratique et sociale. Elle assure l'égalité 

devant la loi de tous les citoyens sans distinction d'origine, de race ou de religion. Elle respecte toutes les 

croyances. Son organisation est décentralisée. La loi favorise l’égal accès des femmes et des hommes aux 

mandats électoraux et fonctions électives, ainsi qu’aux responsabilités professionnelles et sociales." Article 

3 of the German Constitution: “(1) Alle Menschen sind vor dem Gesetz gleich. (2) Männer und Frauen sind 

gleichberechtigt. Der Staat fördert die tatsächliche Durchsetzung der Gleichberechtigung von Frauen und 

Männern und wirkt auf die Beseitigung bestehender Nachteile hin. (3) Niemand darf wegen seines 

Geschlechtes, seiner Abstammung, seiner Rasse, seiner Sprache, seiner Heimat und Herkunft, seines 

Glaubens, seiner religiösen oder politischen Anschauungen benachteiligt oder bevorzugt werden. Niemand 

darf wegen seiner Behinderung benachteiligt werden.” Worth mentioning is also the preamble to the U.S. 

Declaration of Independence: “We hold these truths to be self-evident, that all men are created equal, that 

they are endowed by their Creator with certain unalienable Rights, that among these are Life, Liberty and 

the pursuit of Happiness.” 

839  Richard A. Musgrave, The Theory of Public Finance: A Study in Public Economy, New York: McGraw-

Hill Book Company 1959, p. 92. 

840  John Stuart Mill, Principles of Political Economy, Book V, I, 2 (available as ebook 30107 from The Project 

Gutenberg). 
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We then speak of equal taxation or Gleichbelastung when the distributive norm (ability to pay) 

applies consistently and equally to all taxpayers so that they are taxed in accordance with their 

respective abilities.841 Hence, equal taxation demands that all taxpayers be treated equally in 

the same material circumstances. Along the same lines, those in unequal material circumstances 

should be treated differently to the degree of inequality. It should thus be clear that the principle 

of equality explicitly does not dictate perfect equality.842 Instead, it requires the tax treatment 

to be consonant with the taxpayer’s specific economic circumstances. Taxpayers of equal 

ability should be taxed the same. Taxpayers of unequal ability should be taxed differentially to 

the degree of inequality. In the eyes of many scholars the importance of equal taxation can 

outweigh that of principles of economic efficiency that may call for unequal taxation.843 I return 

to this in below and in Chapters 12 and 14. 

Still, practice is unruly. Positive tax law, such as incorporated in concrete tax laws, has 

countless examples of unequal treatment of materially equal cases. Such provisions can, for 

instance, differentiate as regards the origin of income. Anticipating the upcoming chapters, one 

example may be the Nordic Dual Income Tax, which is a schedular income tax that combines 

                                                 

841  E.g., Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 14. 

842  “There’s a man goin’ round takin’ names; And he decides who to free and who to blame; Everybody won’t 

be treated all the same; There’ll be a golden ladder reachin’ down; When the man comes around.” – Johnny 

Cash, The Man Comes Around. 

843  The primordial role of the distributive justice in taxation has been underscored by many. Hofstra, for 

instance, notes that taxation should be based on a set of rules that primarily meet the demands of equity and 

the technical feasibility, which in his view outweigh principles of economic efficiency. See H.J. Hofstra, 

Plaats en taak van de belastingwetenschap (inaugural address Leiden), Deventer: AE. E. Kluwer 1966, p. 14. 

As early as 1950 De Langen likewise pointed out that deeply embedded in our sense of justice is the principle 

of equality, which perforce manifests itself as the basic tenet of taxation, evidently demanding equal tax 

payment from taxpayers who are in the same material circumstances. See W.J. de Langen, Grondbeginselen 

van ons belastingstelsel (inaugural address Amsterdam), Alphen aan den Rijn: N. Samsom 1950, p. 3. Tipke 

likewise holds that principles of tax equity derogate to other tax and economic principles. Together with 

Lang he dubs a fair or equitable distribution of the tax burden “ein Imperativ der Ethik” and he underscores 

that in any constitutional state, Steuergerechtigkeit (tax justice) is the greatest good for any taxpayer. See 

Klaus Tipke and Joachim Lang, Steuerrecht: Ein systematischer Grundriß (12th edition), Köln: Verlag Dr. 

Otto Schmidt 1989, p. 24. In a comparable way Rijkers and Van Vijfeijken emphasize that in any 

constitutional state, the principle of equality prevails and demands a criterion according to which the tax 

burden is spread out evenly and proportionally among taxpayers. See A.C. Rijkers and I.J.F.A. van 

Vijfeijken, Fiscaliteit en vermogensvorming in een inkomensbelasting, in: Studiecommissie 

belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, p. 251. As Murphy 

and Nagel further explain fairness or equity can thus be thought of as “a standard for evaluating differences 

in tax treatment of different people.” Fairness dictates that “like-situated persons should be burdened equally 

and relevantly unlikely persons unequally.” It safeguards against authorities exercising their taxing powers 

arbitrarily. See Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: 

Oxford University Press 2002, p. 12. 
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progressive taxation of income from labor with a low flat-rate tax on capital income.844 

Likewise, the dichotomic treatment of income from labor and wealth in the Dutch box system 

is an example.845 Another topical issue in the Netherlands is the EUR 100.000 exemption for 

gifts as regards the owner-occupied property, which structurally has come into effect as of 

1 January 2017.846 Chapter 14 considers these and other forms of tax instrumentalism in more 

detail. 

Contrary to this, an equal tax treatment of substantially unequal cases may also give rise to a 

violation of the ability-to-pay principle and the principle of equality. The so-called poll tax 

(Kopfsteuer), which demands an equal tax payment from every taxpayer, regardless of their 

income and wealth, offers a shining example of this. It is generally voiced in literature that this 

tax should be rejected on fairness and equality grounds.847 What is more, history shows that 

the public backing for such a tax can be virtually non-existent.848 The same can be said about 

the so-called endowment tax, which – Dusarduijn and I have argued elsewhere – can be 

considered contrary to some fundamental aspects of being human.849  

                                                 

844  See Chapter 14.4.1.2. 

845  See Chapter 14.4.1.3. 

846  See Chapter 14.5.1.3. 

847  Slemrod and Bakija clearly voice how head tax fails to meet the demands of equity. They write: “The duke 

with his estate paid the same tax as the butcher in his three-room flat. That the affluent should owe more tax 

than everyone else struck many as a first principle of fair taxation, one that was violated by the poll tax.” 

See Joel Slemrod and Jon Bakija, Taxing Ourselves: A Citizen’s Guide to the Debate over Taxes (fourth 

edition), Cambridge, MA: The MIT Press 2008, p. 58. An exception is Schoenblum, who champions 

“absolutely equal taxation among wage earners regardless of the amount of gross income earned.” See 

Jeffrey A. Schoenblum, Tax Fairness or Unfairness? A Consideration of the Philosophical Bases for 

Unequal Taxation of Individuals, 12 Am. J. Tax Pol'y 221 1995. 

848  Peter Passell, Furor Over British Poll Tax Imperils Thatcher Ideology, The New York Times 23 April 1990 

Tipke observes in this regard: “Ob eine Kopfsteuer geduldet wird, hängt sicher von den sozialen und 

mentalen Verhältnissen in einem Lande ab. Wie das britische Beispiel zeigt: In der Demokratie läßt sich auf 

die Dauer nichts halten, was die Mehrheit der Wähler ablehnt und nicht zu dulden bereit ist, weil sie es für 

ungerecht hält oder weil es ihren Interessen gänzlich zuwiderläuft. 

Ein großes Steueraufkommen, wie es der Staat (Bund, Länder) benötigt, läßt sich mit Hilfe einer Kopfsteuer 

ohnehin nicht aufbringen, da die Einkommensschwachen durch eine entsprechend hohe Kopfsteuer gänzlich 

überfordert würden.“ (Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, 

systematische und grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 1993, 

p. 474.) 

849  See elaborately S.M.H. Dusarduijn and L.W.D. Wijtvliet, Een belofte als basis voor belastingheffing, in: 

J.A.G. van der Geld and I.J.F.A. van Vijfeijken (eds.), Rijkersbundel: Opstellen aangeboden aan prof. dr. 

A.C. Rijkers ter gelegenheid van zijn afscheid op 27 september 2013 als hoogleraar aan Tilburg University, 

Tilburg: Tilburg University 2013, pp. 79-98 and the literature cited there. 
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11.4.1.5 Wrap up 

To summarize the above, in order to promote the well-being of its citizens, the State needs 

funds, which it primarily derives from taxation. In my view, taxation can therefore be 

considered a precondition for well-being. The need to impose taxes automatically requires a 

distributive norm according to which the tax burden can be fairly and evenly spread among 

taxpayers. The norm most frequently and dominantly invoked is the ability-to-pay principle, 

which provides a roadmap to distributive justice in taxation: it outlines the shape the tax system 

should ideally take. Given its importance in world tax literature, this principle is adopted in this 

thesis.  

The essence of the ability-to-pay principle is taxation in conformity with taxpayer income.850 

The principle of equality demands that this norm apply equally to all taxpayers. However, in 

practice the ability-to-pay and equality norms are often compromised. There can be valid 

reasons to do so. Those reasons will be explored in Chapters 12 and 14. 

Implicit in the axiom that taxes are a precondition for well-being is the idea that the distribution 

of the tax burden and the distributive principles that should ideally govern it (ability to pay), 

also matter for well-being: if taxes and fairness matter for well-being, so does the way taxes are 

imposed. The next section therefore analyzes the implications of the ability-to-pay norm for 

well-being.  

 Ability to pay expounded 

11.4.2.1 Its definition 

The ability-to-pay principle is a norm for distributive justice in taxation: it is about an equitable 

apportionment of the tax burden. It demands that taxpayers contribute to the fisc in accordance 

with their respective abilities, or, as Seligman has aptly described it, “that each individual 

should be held to help the state in proportion to his ability to help himself.”851 The test 

administered to that end is taxpayer income.  

                                                 

850  The question what, then, is income is discussed in greater detail in Chapter 11.4.2. 

851  Edwin R.A. Seligman, The Income Tax, New York: The Macmillan Company 1914, p. 4. 
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The principle does not exist in a vacuum: it operates in a broader framework where other – legal 

and non-legal – principles are at play too. As a result, the ability-to-pay principle is not absolute: 

it generally is not, cannot and should not be fully realized in tax law. On top of that, democratic 

deliberation and the balancing of political interests prevent that the principle is fully reflected 

in tax law. However, in conjunction with the principle of equality is does provide a benchmark 

for the equal treatment of taxpayers (Gleichbelastung). This is discussed in greater detail in 

Chapter 12.4.  

11.4.2.2 Its legal status 

Arguably dating back to Adam Smith’s famous first maxim,852 taxation in proportion to 

taxpayer ability to pay nowadays is one of the corner stones, if not the basic tenet, of any “good” 

tax system.853 It has already been noted in Chapter 7.5 that – just like the principle of equality – 

                                                 

852  Smith’s first maxim reads: “The subjects of every state ought to contribute towards the support of the 

government, as nearly as possible, in proportion to their respective abilities; that is, in proportion to the 

revenue which they respectively enjoy under the protection of the state.” See Adam Smith, The Wealth of 

Nations, 1776, Book V, Chapter II, Part 2, (Radford, VA: Wilder Publications 2008), pp. 593-594. Two 

necessary differentiations are in order. First of all, Adam Smith’s first maxim can be understood to include 

both the ability-to-pay principle and the benefit principle. Musgrave, for example, has argued that by the 

time Smith wrote the Wealth of Nations, he had been moving from a strict version of the benefit principle to 

an approach based on ability-to-pay. See Richard A. Musgrave, Horizontal Equity, Once More, National 

Tax Journal Vol. 43, No. 2 (1990), pp. 113-122. Secondly, it has been pointed out by Vording that, much 

like David Hume, Smith’s main concern with taxation was to reduce arbitrariness rather than to apply some 

distribution principle. The idea that taxation should be governed by the principle of ability-to-pay, Vording 

explains, has been theorized and made popular by John Stuart Mill, who translated it into equal sacrifice. 

See Henk Vording, The concept of instrumentalism in tax law, Coventry Law Journal, May 2013, pp. 47-

48. For a discussion of Adam Smith’s maxims of taxation and their impact in the Netherlands and on the 

development as tax law as an academic discipline, see Hans Gribnau and Henk Vording, The Birth of Tax 

Law as an Academic Discipline (February 1, 2017). Available at SSRN: https://ssrn.com/abstract=2919003. 

853  Adam Smith devised a total of four maxims with regard to taxation in general, namely 1) a contribution in 

proportion to one’s ability, 2) certainty with regard to the amounts payable, 3) levy at a time or in a manner 

that is most likely to be convenient for the contributor, and 4) taxes contrived so as to keep out of the pockets 

of the contributor as little as possible over the amount the state needs. See Adam Smith, The Wealth of 

Nations, 1776, Book V, Chapter 2, Part 2 (Radford, VA: Wilder Publications 2008), pp. 593-595. Other 

authors have put forward comparable criteria. Musgrave and Musgrave, for instance, write the following: 

“The distribution of the tax burden should be equitable. Everyone should be made to pay his ‘fair share’. 

Taxes should be chosen so as to minimize interference with economic decisions in otherwise efficient 

markets. At the same time, taxes may be used to correct inefficiencies in the private sector provided they 

are a suitable instrument for doing so. The tax structure should facilitate the use of fiscal policy for 

stabilization and growth objectives. The tax system should permit efficient and nonarbitrary administration 

and it should be understandable to the taxpayer. Administration and compliance cost should be as low as is 

compatible with the other objectives.” See Richard A. Musgrave and Peggy B. Musgrave, Public Finance 

in Theory and Practice, New York: McGraw-Hill 1973, pp. 192-193. Comparable criteria are also proposed 

by Stiglitz who states the following five accepted properties of a “good” tax system: “1) Economic 

efficiency: the tax system should not interfere with the efficient allocation of resources. 2) Administrative 

simplicity: the tax system ought to be easy and relatively inexpensive to administer. 3) Flexibility: the tax 



The Tax Tectonics 

p. 310 

this principle, too, has been laid down expressis verbis in the Constitutions of various 

countries.854 It was also part of the 1789 French Universal Declaration of Human Rights and 

laid down in the Weimarer Reichsverfassung.855 And even in countries that have not 

constitutionalized it, the ability-to-pay principle is (and should!) frequently (be) invoked.856 In 

the legislative history of the Dutch Personal Income Tax Act 2001 (Wet op de 

Inkomstenbelasting 2001) ability to pay is mentioned several times857 and various reports on 

revisions of tax systems, including the Mirrlees Review, underscore the importance of ability 

to pay and a fair distribution of the tax burden.858  

In my view, the ability-to-pay principle can therefore be assumed to be a guiding principle for 

legislators, which, accordingly, illustrates its empirical basis in legislation and regulations. 

Political compromises and tax instrumentalism (see Chapters 12 and 14) may prevent the 

principle from being wholly implemented, but that does not diminish its empirical presence and 

importance. 

11.4.2.3 Its historical roots 

The idea of tax apportionment in accordance with the individual’s ability to pay has reportedly 

been around almost since the beginning of taxation.859 According to Seligman, its seeds can be 

perceived even among the first primitive societies where attempts were made to apportion 

                                                 

system ought to be able to respond easily (in some case automatically) to changed economic circumstances. 

4) Political responsibility: the tax system should be designed so that individuals can ascertain what they are 

paying, and evaluate how accurately the system reflects their preferences. 5) Fairness: the tax system ought 

to be fair in its relative treatment of different individuals.” See Joseph E. Stiglitz, Economic of the Public 

Sector (third edition), New York: W.W. Norton & Company 2000, pp. 457-458. 

854  See Chapter 7.5. 

855  See Chapter 7.5. 

856  Cf. Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 18. Also 

Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 484 (“Das 

Leistungsfähigkeitsprinzip verdient – auch ohne ausdrückliche verfassungsrechtliche Verankerung – den 

Vorzug.”) 

857  For example Parliamentary documents II 1998/99, 26 727, No. 3 (Explanatory Memorandum), pp. 4-8, 34 

and 38. 

858  E.g., James A. Mirrlees, Stuart Adam et al., Tax by Design. The Mirrlees review, Oxford: Oxford University 

Press 2011, pp. 31, 138 and 384, Commissie inkomstenbelasting en toeslagen, Naar een activerender 

belastingstelsel – Eindrapport 2013, e.g., p. 5 and Studiecommissie belastingstelsel (Commissie Van 

Weeghel), Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, e.g., p. 15. 

859  Edwin R.A. Seligman, The Income Tax, New York: The Macmillan Company 1914, pp. 4-5.  
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public burdens in accordance with the (presumed) taxable capacity of individuals or classes.860 

But with such attempts came the problem as to how the capacity to bear taxes was to be 

measured. Over the course of history, various criteria, tests or indices861 for ability to pay have 

therefore been enforced. Such tests should be objective and measurable so that they can serve 

as a practical benchmark for the distribution of the tax burden. 

As a result, it would take centuries for the ability-to-pay norm to grow to full stature and 

ultimately be constitutionalized. In Western-Europe clear signals of its development would first 

appear around the year 1070 when, Grapperhaus narrates, count Robrecht van Vlaanderen 

granted the guardian of St. Baaf’s Abbey the right to charge an annual tax and apportion it on 

the basis the number of hogs a taxpayer owned, in such a way that all those able contribute and 

those unable be spared.862 With that the ability-to-pay principle is also an expression of 

solidarity,863 which also echoes in the phrase “le fort portant le faible”864 and the adage that 

the heaviest burdens should rest on the strongest shoulders. In other times, taxes would not 

(only) be apportioned on the basis of property, but on the basis of mere numbers (poll tax), 

expenditure, product and – ultimately – income. 

11.4.2.4 Its evolution 

The ability-to-pay norm thus having been around for centuries, the history of the index for 

ability-to-pay and its implementation in tax law are rich and turbulent, covering at least five 

consecutive stages that reflect the history of society’s social and economic evolution: mere 

numbers (poll tax), expenditure, property, product and, ultimately, income. Seligman records 

from this history: 

                                                 

860  Edwin R.A. Seligman, The Income Tax, New York: The Macmillan Company 1914, pp. 4-5. 

861  These three terms may be used intertwined.  

862  Ferdinand H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in West-

Europa tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, p. 63. (“ita dum taxat qui posset daret illi 

vero qui non posset, nullam vim aut preceptem inferret.”) 

863  See also Hans Gribnau, Rechtsbeginselen en evaluatie van belastingwetgeving: Rechtvaardigheid 

hanteerbaar gemaakt, in: A.C. Rijkers and H. Vording, Vijf jaar Wet IB 2001, Deventer: Kluwer 2006, 

Section 9. 

864  J.J. Clamageran, Histoire de l’impôt en France, Paris 1867-1876 (4 parts), p. I 391 as cited by Ferdinand 

H.M. Grapperhaus, De pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in West-Europa tussen 

800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, p. 63. 
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In the earliest indirect payments there was no idea of equity, but only of force. But with the 

advance of civilization and social ethics, we reach the first stage of rude equality in the poll 

tax. Step by step the revenue system advanced to successively higher planes. Expenditure, 

property, product—each of these in turn was considered the test of individual capacity and 

obligation toward the state; until finally in modern times revenue or income has come to be 

regarded as the most equitable and the most practicable measure of individual and social 

faculty.865 

Taxes, standards of tax justice and their realization are not only determined by, but also a 

reflection of, the prevailing social and economic orders – which are subject to change.866 Tax 

thoughts and theories are therefore dynamic phenomena that have continually evolved over the 

course of history. Seligman situates the evolution of the ability-to-pay norm as the standard for 

tax justice over the course of a great many centuries in the context of an advancing ethical 

understanding – the refinement of which reflects a growing moral and social consciousness 

culminating into the tenet that “a system of taxation a larger part of which at least shall, on the 

whole, correspond as closely as possible to the net revenues of individuals, and which shall take 

into account the variations in tax-paying ability”867 is simply a demand of modern 

civilization.868  

In my view, the exact realization and implementation of the ability-to-pay principle should 

therefore be tailored to fit in the existing economic framework. In other words, the dominant 

                                                 

865  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 18. 

866  On the first page of his seminal Essays in Taxation, Seligman notes: “To the citizen of the modern state, 

taxation, however disagreeable it may be, seems natural. It is difficult to realize that it is essentially a recent 

growth and that it marks a comparatively late stage in the development of public revenue; it is more difficult 

to realize that each age has its own system of public revenue, and that the taxes of to-day are different from 

those of former times; it is still more difficult to perceive that our ideals of justice in taxation change with 

the alteration in social conditions. Not only the actual forms of taxation, but the theories of taxation as well, 

vary with the economic basis of society. Fiscal conditions are always an outcome of economic relations. 

This is true even where the direct influence of political causes is traceable, for political changes are in the 

last resort dependent on economic changes. Finance and economics are inextricably intertwined. Like all 

the facts of social life, taxation itself is only an historical category.” (Edwin R.A. Seligman, Essays in 

Taxation, New York: The Macmillan Company 1921, p. 1.) See also H.J. Hofstra, Inleiding tot het 

Nederlands belastingrecht, Deventer: Kluwer 1970, p. 6, who writes (unofficial translation): “Widely 

divergent theories have been postulated about questions on the essence of law and State. [...] And yet the 

views in this respect [...] are a decisive factor in the question as to what an acceptable taxation should look 

like. Tax theory and political science are closely connected to the extent that answers to questions about the 

essence of law and State provided by jurisprudence and political science are meaningful for assessing the 

essence and the appropriate taxation structure. Contrary to this, for anyone who knows how to read the signs, 

the government budget and tax system of a certain State are a clear indication of the character of that State 

and of the related society.” 

867  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 18. 

868  See also Chapters 7.2 and 7.5 as well as the literature cited there. 
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economic forces determine the appropriate standard for ability to pay and its incarnation in 

actual tax rules.869 In literature, income has been considered the terminus of the development 

of ability-to-pay and has been crowned “the best workable test [of faculty or ability to pay; 

LWDW] that governments can secure.”870 It is considered “in harmony with the test imposed 

on the individual by the force of social opinion in regard to his duty to his own family.”871 

Until this day I have been unaware of a single test of faculty that is more suited to take account 

of each individual’s taxable capacity than income. 

Leaving disruptions aside, the above-mentioned moral and social changes the tax system is said 

to reflect generally tend to take place only gradually. I believe that Grapperhaus has therefore 

aptly compared the history of the ability-to-pay principle to a pilgrimage towards fiscal and 

economic maturity that, at least in Western-Europe, would take place between the 13th to the 

18th century. Only from the 19th century onward would this fundamental element of tax justice 

really catch on and actively and explicitly find its way into the works and minds of tax thinkers 

on a large scale. For that matter, 21st century authors, too, still consider the ability-to-pay 

principle leading in thinking about all things tax.872 As said, I agree with these authors. At the 

end of his 1993 inaugural address Grapperhaus concludes (unofficial translation): 

It has taken centuries, somewhere from the thirteenth century until deep into the eighteenth 

century, before the tax system in Western Europe started to meet three minimum demands 

to be set in this respect, i.e.: a start of fairness, […], a sufficiently efficient levy and 

collection, […] and regular and fitting revenues [...]. It was not until the eighteenth century 

that we see a substantial improvement arising in taxation, when a strongly improved agrarian 

production had increased welfare, that the distribution of the tax burden had caught the 

attention of theorists, and when – through the use of improved administrative techniques – 

the practitionists indeed achieved a broader, and as a result fairer, spread of the tax burden 

[…]. Modern times had arrived, equally so in terms of taxation. The ability-to-pay principle 

– and especially how this should be differentiated in tax legislation – is given huge attention 

in the nineteenth and twentieth centuries.873 

                                                 

869  See also Chapter 1. 

870  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 15. For a historic 

account of the development of the ability-to-pay principle, see, generally, e.g., Edwin R.A. Seligman, The 

Income Tax, New York: The Macmillan Company 1914, pp. 3-38 and Ferdinand H.M. Grapperhaus, 

Pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in West-Europa tussen 800 en 1800, Zutphen: 

Walburg Pers/Kluwer 1993. 

871  Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 15. 

872  See the abundant literature cited in Chapter 7.5 and the present chapter. 

873  Ferdinand H.M. Grapperhaus, Pelgrimstocht naar het draagkrachtbeginsel. Belastingheffing in West-Europa 

tussen 800 en 1800, Zutphen: Walburg Pers/Kluwer 1993, pp. 75-76. 
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11.4.2.5 Its purest appearance: comprehensive income 

Over time the views as to what constitutes the ideal test for ability to pay have passed five 

consecutive stages.874 Nowadays, roughly three indices of ability to pay are common: income, 

wealth, and consumption.875 Real-world tax systems generally – and in my view rightly – 

attempt to strike ability to pay in these three interrelated manifestations by taxing income, 

wealth and consumption at one or more points in time.876However, Tipke has in my opinion 

convincingly argued that, empirically, all taxes can ultimately only be paid from one source 

(Steuerquelle): (accumulated) income,877 which all taxes ultimately burden. After all, as long 

as taxes are paid in cash, the funds required to pay the tax bill (or to otherwise save or spend) 

must first accrue to taxpayers. This provides a first, practical and often convenient momentum 

for taxation. All income that is not spent immediately after its accrual becomes saved income 

or, identical in content, wealth. Taxes on consumption and wealth must also derive from this 

source that therefore ultimately bears the burden of all taxes alike.878 

However, I emphasize, such is not to say, that income should be the single source of tax revenue 

for governments to rely on, nor that taxes on consumption should be dismissed altogether. 

Indeed, it is far more efficient to spread the tax burden across multiple tax bases (income, wealth 

and consumption) and to collect taxes bit by bit and in small amounts so that people hardly 

                                                 

874  See Chapter 11.4.2.4. 

875  Sometimes endowment and utility are also considered indices for ability to pay. I do not discuss these 

concepts in this thesis as they have limited practical application for tax purposes. See generally S.M.H. 

Dusarduijn and L.W.D. Wijtvliet, Een belofte als basis voor belastingheffing: Een bespiegeling over 

Tinbergens ‘belasting op bekwaamheid’, in: J.A.G. van der Geld and I.J.F.A. van Vijfeijken (eds.), 

Rijkersbundel. Opstellen aangeboden aan prof. dr. A.C. Rijkers ter gelegenheid van zijn afscheid op 27 

september 2013 als hoogleraar aan Tilburg University, Deventer: Kluwer 2013, pp. 79-98. 

876  In the 1923 Report on Double Taxation that was submitted to the Financial Committee of the League of 

Nations, professor Seligman, together with professors Bruins and Einaudi and Sir Josiah Stamp identified 

four possible times or occasions at which to measure ability to pay, of which income is one: “If people are 

to pay taxes in accordance with their ability to pay, it is open to any government to choose the time at which 

to measure this ability. The government may seize the elements of ability while the wealth is being created 

and levy an income tax ; it may take the ability as fund in the wealth when the yield has come to fruition 

and impose a property tax ; it may take the wealth when it is in process of being disposed of and attempt to 

reach the ability to pay by a graduated consumption tax on luxuries ; or, finally, it may choose not some 

particular stage in the lifetime of the owner, but the period of his death, and measure the ability at that 

particular moment.” See Professors Bruins, Einaudi, Seligman, and Sir Josiah Stamp, Report on Double 

Taxation, submitted to the Financial Committee, League of Nations, Geneva, April 5th 1923, E.F.S. 73 

(F.19), p. 22.  

877  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, pp. 15-16. See 

also Chapter 7.5. 

878  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, pp. 15-16. 
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notice they are paying them. The VAT, for instance, is charged to consumers in comparatively 

small amounts every time they make a purchase. As the tax is generally included (hidden) in 

the retail price, consumers hardly notice they are paying it.879 The same goes for the wage tax, 

which is withheld on employees’ wages as they are paid out.880 This is very convenient from a 

compliance and technical perspective. With a view to counteracting revenue losses due to 

imperfect tax bases I further find it advisable for government not to put all eggs in one basket 

(i.e. rely on one tax or tax base) but instead tax multiple manifestations of ability to pay. 

Gamage beautifully illustrates this view using the metaphor of a basket:  

Because all plausible forms of tax measurement are imperfect, it often will be better for 

governments to utilize multiple forms of tax measurement. Put metaphorically: If every 

available basket is full of holes, then we might want to collect our eggs with more than one 

layer of basket. Yet there is a caveat to this maxim. There perhaps would not be any 

advantages to using multiple layers of baskets if all of the available baskets had the exact 

same holes. To continue the metaphor, imagine that one basket is placed inside another. If 

all of the holes in the first basket were perfectly replicated by the second basket, then there 

might not be any advantages to nesting the baskets. If the holes in the two baskets perfectly 

overlap, then any egg falling through a hole in the inside basket would also fall through a 

hole in the outside basket. Only to the extent that the holes in the baskets do not perfectly 

overlap, then, are there likely to be advantages to nesting multiple layers of baskets.881  

However, in my view, the conviction that governments should not put all eggs in one basket 

does not alter the fact that income offers the first instance to levy taxes on any type of wealth 

accrual. That opportunity should in my view not go unused. Taxes on consumption, I believe, 

are imperfect in the sense that they leave unspent, saved income untouched, thereby allowing 

wealth to accumulate tax-free (see also Chapters 3 and 8). Hence, taxes on consumption 

basically provide perpetual tax deferrals on saved income (wealth). In my opinion, such taxes 

must therefore necessarily be complemented with taxes on gifts, inheritances and wealth, or 

require fictions that deem wealth transfers consumption of the donor or testator.882 The evident 

need for such “artifices” renders taxes on consumption imperfect instruments for fully gauging 

taxpayer ability to pay.  

                                                 

879  See also Chapter 9.3.2. 

880  See also Chapter 9.3.3. 

881  David Gamage, The Case for Taxing (All of) Labor Income, Consumption, Capital Income, and Wealth, 68 

Tax L. Rev 355 2014-2015, p. 357. 

882  See also Chapter 3 and Chapter 9.3.13. 
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The income tax, however, can theoretically incorporate such taxes.883 Stripped to its bare 

essentials, income is “the algebraic sum of (1) the market value of rights exercised in 

consumption and (2) the change in the value of the store of property rights between the 

beginning and the end of the period in question.”884 In other – strictly technical – words, in a 

given period income (Y) equals consumption (C) and the change in wealth holdings (W): 

Y = C + ∆W. The essential part of income is a “gain to someone during a specified time or 

interval.”885 According to Holmes, this comprehensive or foundation concept of income 

“provides the conceptually superior benchmark measure of income in economics” against 

which different interpretations of income can be assessed.886  

Hence, income is the accrual of new, real purchasing power over a given period of time, thus 

adjusted for inflation. Conceptually, it does not matter whether the accrual has been or can 

easily be realized: all that matters is a gain to someone during a fixed period. 

As a result, the ability-to-pay principle dictates the uniform taxation based on the same rate 

schedule of all increases in a person’s economic power – or purchasing power or faculty – 

between two points in time, regardless of their origin and appearance. The principle of (formal) 

equality subsequently demands that this norm apply consistently. From an ability-to-pay 

perspective it is therefore irrelevant whether the increase in a person’s economic power stems 

from a capital gain, dividend, interest, labor or a gift or inheritance: the comprehensive income 

concept incorporates all. Nor does it matter whether the increase in a person’s wealth has been 

realized or whether his or her wealth can easily be converted into monetary equivalents or not. 

All that matters is the increase in the economic power of an individual over time, regardless of 

its source or origin. Strict adherence to and systematic implementation of this principle dictate 

the equal tax treatment of all increases in taxpayer’s real purchasing power, regardless of their 

appearance. After all, as Rijkers and Van Vijfeijken in my view rightfully note, income can, 

                                                 

883  See also Chapter 3. 

884  Henry C. Simons, Personal Income Taxation: The definition of income as a problem of fiscal policy, 

Chicago: The University of Chicago Press 1938, p. 50.  

885  Henry C. Simons, Personal Income Taxation: The definition of income as a problem of fiscal policy, 

Chicago: The University of Chicago Press 1938, p. 50 

886  Kevin Holmes, The Concept of Income: A multidisciplinary analysis, Amsterdam: IBFD Publications 2001, 

p. 83. See also Chapter 8.2. 
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basically at will, take any legal shape. Moreover, in economic life, purchasing power (euros, 

dollars, et cetera) manifests itself regardless of its origin.887  

It is thus that the ability-to-pay principle in my view prescribes the equal taxation of the 

comprehensive income of all those able to pay (“eine gleichmäßige Belastung aller 

Leistungsfähigen”).888 This means that the unequal tax treatment of income from various 

sources and the resulting possibility for taxpayers to choose between various legal (i.e. tax) 

consequences that are common for many real-world tax systems are in essence incompatible 

with this principle.889  

Hence, ability to pay and the comprehensive income concept essentially dictate the equal 

treatment of all income regardless of its origin. Later chapters will show that deviations from 

this concept – which may be motivated by economic or other reasons – are synonymous with 

the unequal treatment of income. They contribute to economic inequality. In other words: 

deviations from comprehensive income involve a trade-off between equity (or even economic 

equality) and, for instance, efficiency. 

In this thesis, the comprehensive income concept will therefore serve as a theoretical and 

conceptual model, a benchmark for equal tax treatment and the identification of unequal 

taxation, in light of well-being and wealth-inequality. It is thereby submitted that 

comprehensive income has itself been prone to criticism and may have its practical 

difficulties.890 The fact that income is taxed on an accrual basis may, for instance, give rise to 

liquidity problems in case of unrealized capital gains. Moreover, it may be difficult to determine 

the value of production within the family household. But that is not at issue in this thesis: 

comprehensive income itself is not the object of this study. What matters here is that 

comprehensive income is a benchmark measure to identify unequal taxation of income and the 

accompanying impact on economic inequality.  

                                                 

887  A.C. Rijkers and I.J.F.A. van Vijfeijken, Fiscaliteit en vermogensvorming in een inkomensbelasting, in: 

Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, 

p. 253. 

888  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 19. 

889  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 19. 

890  For an overview, see Henk Vording, The concept of instrumentalism in tax law, Coventry Law Journal, May 

2013, pp. 41-60 and the literature cited there. See also J.P. Boer and H. Vording, Keuzes voor een betere 

vermogensrendementsheffing, WFR 2015/614, Section 3.3. 
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The text box on the next page provides some additional information on the history of 

comprehensive income. 
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History has shown that the comprehensive income concept and the equal tax treatment of income it 

dictates are more than just ideals of academic animation devoid of any practical value. In fact, as – 

for instance – Piketty has observed, consensus emerged on the application of the principle of 

progressivity to overall income in the countries which at the turn of the 19th century enacted the first 

(progressive) income taxes.i Back then, overall income was understood comprehensively as “the sum 

of income from labor, including both wage and nonwage labor, and capital income of all kinds 

including rent, interest, dividends, profits, and in some cases capital gains.”ii Income from all sources 

was thus aggregated before being subjected to a rate schedule. As a result, all, or at least most, income 

was taxed uniformly (synthetic income tax) and the income tax did not discriminate between sources 

of income.iii Piketty describes how to many countries it appeared most equitable and efficient to 

progressively apportion taxes to the total, overall sum of income from this wide array of sources. 

Today, most countries appear to have abandoned the comprehensive approach to income and no 

longer treat all income uniformly. Instead, they (roughly) tend to differentiate between income from 

labor and capital, the latter frequently being subjected to a favorable tax treatment. They generally do 

so for supposed reasons of political expedience, technical feasibility or arguably economic 

efficiency.iv Dutch personal income tax illustrates this dichotomous treatment. Under this system, 

income from capital is deemed to annually yield a presumptive return, which is subsequently taxed 

at 30% (box 3). Contrast this with the taxation of labor income that peaks at 52% on incomes 

exceeding EUR 66.421 (amounts 2016) and the imbalance is clear.v The parliamentary proceedings 

that led to the introduction of box 3 reveal that this system was supposed to make tax revenue more 

robust and to avoid difficulties in determining income from capital. I find such reasons hardly 

convincing, especially in the information age where, for instance, (historic) share prices are readily 

available.  

The fact that policymakers, legislators and academics nowadays – for whatever reason – tend to 

deviate from the comprehensive income concept does not lead me to question its theoretical and 

practical superiority.vi After all, the comprehensive income concept offers a benchmark, something 

to hold on to, to go by when we are drowning in a sea of governmental delusion. For without such a 

moral compass we would simply be at the mercy of policymakers’ whims. 

____________________ 
i  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, pp. 498-514. 

ii  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, p. 498. 

iii  For more on the history of income taxes, see, e.g., Edwin R.A. Seligman, Edwin R.A. Seligman, The Income 

Tax, New York: The Macmillan Company 1914. See also Ajay K. Mehrotra, Edwin R.A. Seligman and the 

Beginnings of the U.S. Income Tax, Tax Notes, November 14, 2005, pp. 933-950. Also L.G.M. Stevens, 

Inkomstenbelasting 2001, Deventer: Kluwer 2014, and generally the special of the Dutch tax periodical 

Weekblad Fiscaal Recht entitled “Hoogleraren over inkomstenbelasting” that was published on the occasion 

of the Dutch income tax’ 100th anniversary in 1992; WFR 1992/1333-1395. 

iv  See, e.g. Erik Nelson, Two Stories of Taxation of Capital, 16 Lewis & Clark L. Rev. 1049 2012 (analyzing 

the debate and the history of the discussion on whether and to what degree to tax wealth and capital through 

the lenses of two different general theories). 

v  See Articles 2.10 and 2.13 of the Dutch Personal Income Tax Act 2001 (Wet inkomstenbelasting 2001). 

vi  Some potential downsides of income as a measure of ability-to-pay have been described by, for instance, 

Vording. See Henk Vording, The concept of instrumentalism in tax law, Coventry Law Journal, May 2013, 

pp. 51-52. On accretion taxes see also J.P. Boer and H. Vording, Keuzes voor een betere 

vermogensrendementsheffing, WFR 2015/614, Section 3.3. 
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11.4.2.6 Its autonomous and empirical character and its implications for well-being 

The history and evolution of the ability-to-pay principle were the subjects Chapters 11.4.2.3 

and 11.4.2.4. Stripped to its essence the ability-to-pay principle demands an equal and equitable 

sharing of the tax burden. From its inception onwards the test of faculty deemed most 

appropriate has risen with tides of social, ethical, moral and economic development, 

progressing through a number of consecutive stages: from a poll tax, to taxes on expenditure, 

to property, and to product – ultimately culminating in the taxation of income as the best and 

most workable test of faculty.891 Income, then, is comprehensive income. 

From that (historical) chrestomathy I infer that the ability-to-pay principle is an autonomous, 

original and self-starting norm that in itself cannot be derived from economic or tax theory 

whatsoever.892 As argued in Chapter 11.4.1, it cannot be proved in a scientific sense. But that 

does not mean that the ability-to-principle does not exist or lacks empirical or factual basis 

altogether. For that matter, the principle’s constitutional status and the importance under treaty 

law underscore its eminence.893 Its inclusion in legislative history and various tax studies also 

speaks volumes.894 With that, the ability-to-pay principle in my view has an empirical basis in 

legislation and in regulations and it can, consequently, rightly be considered the tax legislator’s 

leading tax distribution principle.  

In my opinion the same should apply to taxpayers themselves. After all, in a parliamentary 

democracy tax laws constitute the democratically legitimized expression of the will of the 

                                                 

891  Seligman aptly described the advanced level of economic development and the moral and ethical 

understanding an income taxes requires, by stating that “Income or revenue may not, indeed, be an ideal 

test; for there is no absolute test which can exactly gauge all the varying personal circumstances of each 

individual. But it is the best workable test that governments can secure, and it is in harmony with the test 

imposed on the individual by the force of social opinion in regard to his duty to his own family. For this 

reason, modern states are everywhere changing their revenue systems, so that the taxes shall correspond, as 

nearly as possible, to the revenues of the citizens. But precisely because the income tax is a personal rather 

than an impersonal tax or a tax on things, it involves administrative difficulties and presupposes an advanced 

stage or social morality and political probity. Where this stage has not yet been reached, it may be better to 

continue the system of taxes on product which form a very rough approximation to the revenue of the 

taxpayer, than to attempt a system of income taxes which strive to reach the revenue more closely.” See 

Edwin R.A. Seligman, Essays in Taxation, New York: The Macmillan Company 1921, p. 15. 

892  Cf. Arie C. Rijkers, Een inkomensbegrip voor de 21e eeuw, Tilburg University: PrismaPrint 2013, p. 11 (“... 

dat het draagkrachtbeginsel niet een norm is die aan enige economische of fiscale theorie is ontleend. Het is 

een autonome, originele norm, die een rechtvaardige belastingdrukverdeling verlangt.”) 

893  See Chapter 11.4.2.2. See also Chapter 7.5.  

894  See Chapter 11.4.2.2. 
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people. And if the ability-to-pay principle is expressed in law and legislative history, in terms 

of taxation the principle will basically have to appeal to citizens’ sense of distributive justice, 

too.  

Disregarding the ability-to-pay principle would then diametrically oppose the will of the people 

and can expect to fuel public resentment. Given the importance of fair taxation, neglect of this 

principle can thus in itself be at odds with the pursuit of well-being. Moreover, dissatisfaction 

about unequal taxation can surface in several ways. In its most “innocent” form perceived 

violations of horizontal and vertical equity may fuel non-compliance. Kirchler, for instance, 

discusses a body of empirical literature that shows how feelings of unequal tax treatment reduce 

taxpayer compliance and may cause them to engage in tax avoidance and even tax fraud. The 

same goes for taxpayers who feel that the benefits they enjoy from taxation are shared 

unequally.895 In the most extreme case violent uprisings can occur: the history of the salt tax 

testifies that an extremely unequal sharing of the tax burden and disproportionate violation of 

the ability-to-pay principle can be met with serious and bloody incomprehension.896  

But even when violations of the ability-to-pay principle are not noticed by “average” taxpayers, 

tax experts will perceive them and be able to point them out to the public. It is therefore 

advisable that the legislature and tax policy makers keep in mind that violations of the 

ability-to-pay principle can in themselves be at odds with the pursuit of well-being. 

In view of the above, I concur with Tipke when he demonstrates the ability-to-pay principle’s 

empirical underpinnings897 and lays bare its roots in common sense: 

Offenbar entspricht das Leistungsfähigkeitsprinzip dem allgemeinen Rechtsbewuβtsein der 

Gegenwart, jedenfalls mehr als […] anderen […] Prinzipien. Das Leistungsfähigkeitsprinzip 

überfordert offenbar nicht die menschliche Natur der großen Mehrheit; es hat die praktische 

                                                 

895  Erich Kirchler, The Economic Psychology of Tax Behaviour, Cambridge, Cambridge University Press 2007, 

pp. 78-84. 

896  See Chapter 1. 

897  Klaus Tipke, Besteuerungsmoral und Steuermoral, Wiesbaden: Westdeutscher Verlag 2000, p. 18 (“Wie 

jedes gerechte Rechtssystem ist auch das Steuerrechtssystem ein auf sachgerechte, konsequent zuende 

gedachte Prinzipien gegründetes Gedankenkonstrukt. Dieses Konstrukt kann nicht in vacui errichtet werden; 

es hat eine sachbezogene empirische Basis und beruht – davon abgeleitet – auf einem ethischen 

Fundamentalprinzip, eventuell auch auf mehreren Prinzipien. Aus dem Fundamentalprinzip müssen 

Subprinzipien und schließlich Einzelvorschriften abgeleitet werden. So entsteht ein rechtliches System. Es 

trägt wesentlich zur Vereinfachung des Rechts bei, zu Übersicht und Einsicht.“) 
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Vernunft für sich. [...] Die Besteuerung entsprechend der Leistungsfähigkeit wird vom 

Rechtsbewußtsein offenbar allgemein akzeptiert.898 

The ability-to-pay principle may therefore be rightly assumed to have a basis in the minds of 

people.899  

What matters for now is that the ability-to-pay principle is likely embedded in the individual’s 

sense of distributive justice and is a guiding principle for legislators. It lives in the hearts and 

minds of taxpayers and appeals to a fundamental notion of fairness in taxation. As taxation, 

fairness and equity matter for well-being,900 so does fair and equitable taxation. As a result, the 

broad, multidimensional notion of well-being must therefore also necessarily include the 

ability-to-pay principle at a conceptual level.901 This means that taxation in accordance with 

this principle and the attainment of iustitia distributiva are also part of governments’ pursuit of 

well-being.902 In my view this is all the more so as taxation is now not only indispensable for 

a functioning state but also, by extension, for the State’s pursuit of well-being.903 Policymakers 

and legislators should therefore not solely be guided by the prognosticated economic impact 

and revenue potential of tax policy, rules and regulations, but also have an eye for equal taxation 

and safeguard a distribution of the tax burden in accordance with the ability-to-pay principle.904 

In my opinion this is also imperative for the shift to indirect taxes. In other words: the tax system 

should ideally mimic the architecture of distributive justice in taxation as closely as possible. 

Taxation in accordance with the ability-to-pay principle should also be part of governments’ 

pursuit of well-being.  

                                                 

898  Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, pp. 482 and 552. In any 

case this principle is more commonly accepted. 

899  Future empirical research through, for instance, interviews could deepen the understanding thereof. Such 

research is beyond the scope of this thesis. 

900  See Chapter 11.3.1 above. 

901  See also A.C. Rijkers, Rechtswaarden als economische waarden, NTFR 2008/1781 and Arie C. Rijkers, Een 

inkomensbegrip voor de 21e eeuw, Tilburg University: PrismaPrint 2013, p. 11. See also Chapter 7.3.1 

above. 

902  Arie C. Rijkers, Een inkomensbegrip voor de 21e eeuw, Tilburg University: PrismaPrint 2013, pp. 11 (“... 

the ability-to-pay principle has not been derived from any economic or tax theory. It is an autonomous, 

original norm that demands an equitable sharing of the tax burden. This is why enforcing and continuing 

that norm are part of the pursuit of welfare and well-being. Hence, the distribution of taxes according to 

ability to pay should be a product of the economy.” (unofficial translation) and 43. 

903  See Chapter 4. 

904  A.C. Rijkers, Rechtswaarden als economische waarden, NTFR 2008/1781. 
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This does not mean, however, that the ability-to-pay principle is dogmatic in nature, nor that 

the architecture of distributive justice in taxation must be adhered to at all times and at all costs. 

This architecture is not a sacred cow that cannot be disturbed. Indeed, the goals of taxation 

extend beyond the mere raising of revenue and also include the instrumental use of the tax 

system.905 The shift to indirect taxes is an example of this instrumentalism. The next chapter 

will illustrate that instrumentalism frequently entails deviations from the architecture for 

reasons of general welfare and/or well-being.906  

Provided they are well-founded and adequately justified, such deviations are not categorically 

impermissible: because they too can have a beneficial impact of well-being. Instrumental tax 

policy measures that buoy innovative activities that effectively benefit society may, for 

instance, be worth pursuing. However, not every instrumental policy measure need be 

worthwhile – no matter how much they might appeal to the imagination. American tax 

literature, for example, has pointed out the erosion of the estate tax and its eventual repeal under 

the Economic Growth and Tax Relief Reconciliation Act of 2001. Various authors considered 

this to be preferential treatment for a select, highly rich elite at the expense of the lower and 

middle income classes.907 It would be interesting to perform detailed research into the response 

of voters on proposals for such measures if the possible tax, budgetary and economic 

                                                 

905  The various goals of taxation are discussed in Chapter 12.2.1. For a discussion of these goals, see also, e.g., 

Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007. 

906  In short, I define the instrumental use of the tax system as the use of taxation to pursue economic and social 

policy goals, beyond the revenue goal taxation. See, in greater detail, Chapter 12. 

907  See, e.g., Daniel W. Matthews, A Fight to the Death: Slaying the Estate Tax Repeal Hydra, 28 Whittier L. 

Rev. 663 2006-2007(arguing that the revenue lost by a repeal of the estate tax must be made up somewhere 

else, arguably resulting in a shift of the tax burden away from the rich onto the middle and lower income 

classes). See also Karen C. Burke and Grayson M.P. McCouch, Estate Tax Repeal: Through the Looking 

Glass, 22 Va. Tax Rev. 187 2002-2003 (observing that the estate tax repeal provides a windfall for a small 

group of very high-income taxpayers.) See also Reginald Mombrun, Let’s Protect Our Economy and 

Democracy from Paris Hilton: The Case for Keeping the Estate Tax, 33 Ohio N.U. L. Rev. 61 2007 

(emphasizing increased tax pressure on the middle and lower classes and underscoring the potential risk of 

wealth inequality culminating in a plutocracy and discussing the politics of the estate tax repeal) and 

Krisanne M. Schlachter, Repeal of the Federal Estate and Gift Tax: Will it Happen and How Will it Affect 

our Progressive Tax System?, 19 Va. Tax Rev. 781 1999-2000 (providing an alternative to the estate tax to 

keep the progressivity of the tax system). See also Grayson M.P. McCouch, The Empty Promise of Estate 

Tax Repeal, 28 Va. Tax Rev. 369 2008-2009 (illustrating the hidden costs of a repeal of the estate tax and 

describing the attack on the estate tax as “inextricably linked to a larger agenda of eliminating taxes on 

capital and capital income and dismantling the progressive elements of the federal tax system.”; p. 388.) 

Graetz and Shapiro discuss the political gamesmanship behind the repeal of the estate tax. See Michael J. 

Graetz and Ian Shaprio, Death By a Thousand Cuts: The Fight over Taxing Inherited Wealth, Princeton, 

N.J.: Princeton University Press 2006. 
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consequences of this could be gauged. This likewise applies to an unbalanced spread of the tax 

burden over the income scale system. Is it not astonishing, for example, that someone like 

Warren Buffett reports a lower effective tax burden than his own secretary?908  

In order to avoid these and other excesses, policymakers and legislatures should therefore 

endeavor unremittingly to strike an appropriate balance between legal and economic values, 

principles and phenomena in order to maximize well-being. 

11.4.2.7 Its critics 

11.4.2.7.1 Murphy and Nagel’s incorporation of government expenditures 

As the above discussion – and Chapter 7.5 – makes clear, the ability-to-pay principle has 

attracted much attention from legal scholars, economists, historians, legislators and 

policymakers alike. Championed by many, this principle has nevertheless received its fair share 

of criticism. Among the critics are legal philosophers Liam Murphy and Thomas Nagel, who 

note that the ability-to-pay principle can represent too narrow a perspective of social justice. In 

their view, fairness analyses must not be limited to taxes only but should, instead, also 

incorporate government expenditures.909 The authors note that once the presumption is rejected 

that a pre-tax distribution of incomes produced by the market is just,910 the ability-to-pay 

principle cannot be considered in isolation from broader principles of justice in government. 

So, on this view, tax justice becomes an integral part of “an overall theory of social justice and 

of legitimate aims of government.”911 It is then meaningless to consider the fairness of tax 

policy in itself “while ignoring the fairness of [government; LWDW] expenditures.”912  

                                                 

908  Chris Isidore, Buffett says he’s still paying lower tax rate than his secretary, CNNMoney March 4, 2013, 

http://money.cnn.com/2013/03/04/news/economy/buffett-secretary-taxes/ (accessed November 17, 2017). 

909  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, most notably pp. 12-39. 

910  This is basically a moral perspective on economic inequality and market outcomes. This perspective asks 

when outcomes are just. It will be explained in greater detail later that this moral perspective on inequality 

is beyond the scope of this thesis. It is the domain of philosophers. Later chapters will instead take an 

instrumental perspective on economic inequality and scrutinize how it may affect the various dimensions of 

well-being at a conceptual level. 

911  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, most notably p. 38. 

912  Liam Murphy and Thomas Nagel, The Myth of Ownership: Taxes and Justice, Oxford: Oxford University 

Press 2002, most notably p. 30. 



11. Well-being, taxation, and tax principles: a normative synthesis 

p. 325 

In order to assess the fairness of government dealings, taxes paid should according to Murphy 

and Nagel be balanced against the total benefits enjoyed from government expenditures. 

Inequities in taxation can then be offset by government expenditures. As long as the overall 

outcome is fair, they claim, there is no reason to be concerned with any tax inequities 

whatsoever. In other words, parts of the sum can and may be unfair as long as the sum of the 

parts is not.  

It should be noted that – and this was also discussed in Chapter 3 – Murphy and Nagel have the 

United States’ institutional framework in mind. Their argument is, therefore, strongly based on 

the American context. In the European context, taxation essentially interferes with the peaceful 

enjoyment of possessions. It should therefore have a sound basis in law.913 An example is 

Article 104 of the Dutch Constitution that stipulates that “taxes imposed by the State shall be 

levied pursuant to Act of Parliament.”914 In European law this sound basis is exemplified by 

the assessment schedule applied by the ECHR to determine whether the right to the peaceful 

enjoyment of possessions is infringed, as laid down in article 1 EP. 

Taxation, in other words, will have to be buttressed by various statutory guarantees. First of all, 

it appears to me that, therefore, the infringement of taxation – whether legitimized or not – on 

property rights would seem to weigh heavily. Heavy even to the point where European Court 

of Human Rights appears to implicitly assume that it cannot, apparently, be (over)compensated 

by government expenditure. At least, government expenditure is not included in its assessment 

schedule. Murphy and Nagel would seem to ignore this when they assume an overall picture of 

taxes paid and government expenditures enjoyed. Hence arises a second question. Do citizens 

similarly consider the overall picture that includes government expenditure in their subjective 

judgment – if this can even be identified at all – or will they mostly be aware of the taxes 

imposed on them? Reason would dictate that the sacrifice of paying outweighs the pleasure 

they derive from government expenditure. 

On the back of this Murphy and Nagel open the door to arbitrary taxation or, in extremis, full 

confiscation: as long as the overall treatment of individuals in society is fair, this would be 

                                                 

913  See also Chapter 11.4.1. 

914  See http://www.denederlandsegrondwet.nl/9353000/1/j9vvihlf299q0sr/vgrndk19mazq (accessed 

November 17, 2017). 
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justified in the above view. Clearly this would make an assessment of article 1 EP in terms of 

rules and individuals useless. And it is quite questionable whether citizens would also keep an 

eye on the overall treatment by the government. What is more, and I would like to quote Tipke, 

on that, “es [ist] in einem freiheitlichen Staat (…) nicht zulässig, dem Bürger zunächst durch 

Besteuerung zu nehmen, was ihm danach als Sozialhilfe zurückgewährt werden müβte.”915 

11.4.2.7.2 Infanti’s broader perspective of tax fairness 

11.4.2.7.2.1 Overview 

Others champion a broader, non-financial perspective of (tax) fairness that also takes into 

account individuals’ non-economic circumstances. Infanti,916 for example, approaches tax 

equity from a critical perspective. He notes that the traditional conceptions “tax equity” for the 

purposes of income tax policy are solely concerned with individuals who have either the same 

or different incomes: a tax is fair as long as people of the same income are taxed equally and 

people of different incomes are taxed differently according to the degree of difference. This – 

in his view – narrow focus is the result of a normative choice to consider only economic 

differences “in determining the fairness of a tax whose larger purpose is to allocate the burden 

of funding our government and paying for public services.”917 In other words, only income is 

considered relevant for a fair distribution of the tax burden. “Through this insidious 

homogenization”, Infanti argues, “tax equity effectively forecloses consideration of 

non-economic forms of differences (e.g., of race, ethnicity, gender, sexual orientation, or 

physical ability) when determining the appropriate allocation of societal burdens, even though 

these other forms of difference have served, and continue to serve, as the basis for invidious 

discrimination that already imposes heavy burdens on its victims.”918  

In other words, Infanti argues that the way tax equity is defined (i.e. income) bars entry to 

critical discrimination concerns into the tax policy debate. It prevents the tax systems and tax 

fairness debates from taking into discrimination individuals can encounter on a daily basis. All 

                                                 

915  Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 420. 

916  Anthony C. Infanti, Tax Equity, 55 Buff. L. Rev. 1191 2007-2008. 

917  Anthony C. Infanti, Tax Equity, 55 Buff. L. Rev. 1191 2007-2008, p. 1195. 

918  Anthony C. Infanti, Tax Equity, 55 Buff. L. Rev. 1191 2007-2008, p. 1196. 
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that matters is the equal treatment of those with equal incomes and the unequal treatment of 

those with unequal treatment – according to the degree of inequality.  

Infanti’s argument thus appeals to non-economic differences between people, such as heritage, 

gender, sexual proclivity, physical constitution, and discrimination because of this. This should 

apparently be linked to tax consequences, at least, they deserve a place in discussions on tax 

equity. He finds that in etymological terms horizontal and vertical equity are synonyms for 

“sameness” and “difference”. But income tax equity is about only one type of “difference” and 

“sameness”: differences in income.919 In this way, income tax equity presupposes the 

population to be homogeneous along all lines except one: income. However, Infanti notes, 

individuals are grouped among lines of race, gender et cetera on a daily basis. As a 

consequence, horizontal and vertical equity “transform three-dimensional, flesh and blood 

individuals into two-dimensional accounting statement, reducing them to no more than the 

transactions in the economic marketplace.”920 Other, non-economic characteristics are only 

taken into account if, and to the extent that, they impact income. This narrows issues involving 

all manner of discrimination into ones of economic class.  

11.4.2.7.2.2 Spheres of justice921 

Effectively, Infanti’s reasoning follows the premise that non-economic, critical fairness 

concerns and non-economic differences require a place within the tax discourse and tax policy 

debate. Since in my opinion this is nothing but an axiomatic doctrine, one could counter that 

assumption. It is just as easy to argue that, stripped of all trimmings, taxation is purely a 

financial matter. Considering its monetary nature it involves the financial and economic sphere 

of society. Its consequences should, therefore, be limited to that sphere. The other way around, 

external, non-financial factors should not affect taxation either. Differences in issues like gender 

and proclivity should therefore not be taken into account in the tax system: only financial factors 

are of significance in a financial sphere.  

According to this view, a pure approach to equitable taxation would solely be restricted to the 

financial sphere. Non-economic considerations would logically need to be left out.  

                                                 

919  Anthony C. Infanti, Tax Equity, 55 Buff. L. Rev. 1191 2007-2008, pp. 1199-1200. 

920  Anthony C. Infanti, Tax Equity, 55 Buff. L. Rev. 1191 2007-2008, p. 1201.  

921  See, generally, Michael Waltzer, Spheres of Justice: A Defense of Pluralism And Equality, New York: Basic 

Books 1983.  
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Continuing on the path of restricting taxation to its own sphere, thus arguing against Infanti, the 

income tax should therefore essentially only be concerned with financial outcomes. After all, 

income (new purchasing power) is neutral: income is taxed irrespective of how it was earned 

and the person who earned it. One area in which we see this recur is revenues from illegal 

activities: they are taxed just like any legitimate income. In this view, the efforts put into earning 

the income and the inconveniences suffered – think of a construction worker’s back pain or a 

carpenter’s injury from a hammer – do not matter. The financial outcome is the single most 

important issue.  

Without prejudicing the weight of the forms of discrimination Infanti refers to, in this view they 

should all be eliminated and not be taken into account when determining taxes payable. Besides, 

insofar as income is considered as a proxy for discrimination this is already being considered 

for tax purposes anyway, because lower incomes result in a lower taxes due and in a welfare 

state low incomes can be a reason to grant allowances. 

The forms of discrimination Infanti refers – whose existence I by no means wish to deny – are 

rooted in non-financial spheres.922 And that is where they should be addressed. One example 

is labor market discrimination, which is a distinct labor law issue. Political discrimination is a 

political issue. Such forms of exclusion can have financial consequences, for example when 

they result in unlawful differences in remuneration. Tempting though it would be to tackle this 

through taxes, it would merely be combating symptoms. Discrimination like this is rooted in 

other spheres and this is where they can best be tackled. Taxation does not offer a fundamental 

solution, it solely treats symptoms. It is not a silver bullet solution.  

In short: Infanti can be countered by arguing that taxation should only address the financial 

sphere. A sphere where non-economic considerations have no place. The same applies the other 

way around. Beyond the limits of the financial sphere no consequences should be attached to 

taxation. This is why it is incorrect to state that taxation would reduce people to a mere 

economic transaction or magnitude. This would only be the case if consequences covering 

other, non-financial spheres were linked a person’s financial position, such as suffrage based 

on ownership of property: a person’s financial position would then determine their political 

                                                 

922  For examples, see , e.g., pp. 1221-1242 of Infanti’s paper and the literature cited there. 
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control. However, as long as the effect of a person’s financial position continues to be restricted 

to the financial sphere, there can be no reduction.  

11.4.2.7.2.3 Other approaches to income? 

If one were to follow Infanti’s premise that non-economic critical considerations should be part 

of the tax debate, one should certainly consider that this “homogenizing effect” is not 

necessarily as strong as he implies. After all, gross market income is merely a starting point for 

determining the tax burden. In a system intended to tax financial income a determination is 

necessary and inevitable. As yet, I cannot see an alternative for that. Through all manner of 

deductions allowances are subsequently granted on the basis of personal traits923 and 

behavior924 deemed relevant of support.  

Hence, criticism on the lack or deficiency of certain deductible items or allowances is not, 

essentially, aimed at the objective ideas of the ability to pay (taxes) and income as such – viz. 

each genuine increase of purchasing power. Instead, it focuses on how they translated into 

concrete regulations. Since neither this translation nor alternative ways to determine (taxable) 

income are the subject of this research, I will not discuss this extensively any further. It suffices 

me to note that, as Chapter 7.4.2.7 and Chapter 10 show, neither the ability-to-pay principle nor 

the architecture of distributive justice a priori oppose the accommodation of such forms of 

discrimination by taking into account taxpayers’ personal circumstances deemed relevant, 

provided there are substantiated reasons to do so. This practical approach is otherwise based on 

political choices, which the ability-to-pay principle and the comprehensive income concept are 

wholly silent about. In this respect it should be noted that critical considerations assume 

discrimination (on the labor market) as an objective fact at collective group level. Instead, 

taxation – and, thus, tax justice or equity too – first and foremost is about the taxable subject, 

the individual. The question then is whether such group think will in all cases do sufficient 

justice to the unique position of the individual. 

                                                 

923  Think of itemized deductions for healthcare costs et cetera. 

924  Think of deductions for charitable contributions and college tuition fees. 
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11.4.2.8 Consideration 

This section has shown how the ability-to-pay principle is the most dominant embodiment of 

distributive justice in taxation. This principle provides an architecture for the design and 

structure of tax systems. It demands an equal and equitable sharing of the tax burden in 

accordance with taxpayer comprehensive income. The principle of equality demands this norm 

apply consistently. Together, the ability-to-pay principle and the principle of equality combine 

into Gleichbelastung or equal taxation. In this thesis, the comprehensive income concept serves 

as a benchmark for equal taxation. It serves to identify unequal tax treatment and its impact on 

economic inequality. 

The ability-to-pay principle is not absolute: other legal and non-legal principles as well as 

political compromises matter too. As a result, sound tax law does not, cannot and should not 

necessarily fully reflect the ability-to-pay principle. However, considering its status under 

constitutional and treaty law, its role in legislative history and tax reviews as well as the impact 

of perceived unequal treatment on tax compliance, the ability-to-pay principle does boast an 

empirical basis and is rooted in taxpayers’ sense of fairness. It satisfies a fundamental taste for 

tax equity. After all, in any dignified constitutional state the tax burden is distributed fairly and 

equitably among taxpayers. As fairness, equity and taxation all matter for well-being at a 

conceptual level, so do the attainment of tax fairness and the ability-to-pay principle.  

As a result, taxation in accordance with the ability-to-pay principle should also be part of a 

government’s pursuit of well-being. Hence, policymakers and legislators should strive to 

uphold the ability-to-pay principle where possible. Neglect thereof can in itself be at odds with 

the pursuit of well-being. Moreover, when direct taxes are involved, it results in the unequal 

taxation of (comprehensive) income, which – later chapters will illustrate – contributes to 

economic inequality. Economic inequality, in turn, has been linked to a host of societal, 

economic, and democratic dysfunctionalities that may harm well-being’s dimensions at a 

conceptual level. Hence, the consequences of unequal tax treatment for well-being can extend 

beyond a tax horizon and affect dimensions other than material living standards. In my view, 

policymakers and legislators should be aware of this when designing and implementing tax 

policy and comprehensively assess the impact of tax policy on the various dimensions of 

well-being. 

The ability-to-pay principle is, it is stressed, not absolute. On occasion, instrumental, non-tax 

reasons may require the ability-to-pay principle to yield to economic values and principles and 
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allow for an unequal tax treatment of materially equal taxpayers in order to maximize 

well-being. The shift from direct to indirect taxes is another example of tax instrumentalism: it 

has a purpose other than raising revenue only. The next chapter will discuss from a theoretical 

perspective the issue of how much the ability-to-pay principle should yield to economic 

principles for instrumental reasons.   
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 Conclusion 

This chapter has explored the concept of well-being and studied it in relation to the tax system 

and the tax burden. The relevant subquestions read: 

What is well-being and how do economic growth and traditional indicators thereof relate to 

it? 

and 

What is the importance of the ability-to-pay principle for well-being? 

It was found that well-being is a multidimensional notion that encompasses more than just the 

economic and material aspects of life (i.e. income, consumption and wealth). Well-being’s 

various dimensions are interconnected and cover an abundance of immaterial elements as well. 

Within the confines of this multifaceted concept, economic growth and its indicators are merely 

pieces of a larger puzzle. They are sheer elements of the equation and represent only parts of a 

part of well-being. They can therefore only play a limited role.  

Policy measures aimed at one dimension of well-being may cause spillovers to other 

dimensions, thereby also affecting dimensions other than material living standards by causing 

well-being-related trends. As a result, it may be insufficient to assess the (overall) impact of 

economic policy measures on well-being by looking at economic growth and material living 

standards only. Instead, in order to really capture (objective) well-being all relevant dimensions 

should in principle be considered simultaneously: linkages and correlations between 

dimensions should be identified and taken into account.  

In this thesis, such linkages are analyzed from the dimension most circumscribed by taxation 

– material living standards – by focusing on the impact of taxation and the distribution of the 

tax burden on well-being (at a conceptual level) and on economic inequality (i.e. the distribution 

of material living standards), also studying their mutual relationship.  

The present chapter has taken a first step and studied the meaning and importance of tax 

distribution principles for well-being at a conceptual level.  

The most dominant and practical tax distribution principle is the ability-to-pay principle, which 

embodies a widely held notion of fairness in taxation. It demands an equitable sharing of the 

tax burden in accordance with taxpayer income. This principle sets forth a comprehensive 

concept of income and essentially dictates the equal tax treatment of all increases in a person’s 
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economic power over a given period. The principle of equality demands this norm apply 

equally. Together, these principle combine into Gleichbelastung or equal taxation.  

The ability-to-pay principle is an original and autonomous norm that boasts an empirical basis. 

As fairness, equity and taxation all matter for well-being, so does fair and equitable taxation. 

Taxation in accordance with the ability-to-pay norm should therefore be part of the 

multidimensional notion of well-being at the conceptual level. Neglect of the ability-to-pay 

principle can in itself be at odds with the pursuit of well-being. 

In fiscalibus the ability-to-pay principle and the accompanying comprehensive income concept 

reflect what was normatively labeled the architecture of distributive justice. Tax systems should 

ideally mimic this architecture as closely as possible and tax all income equally. The 

ability-to-pay principle is, however, not sacrosanct or absolute: instrumental tax measures 

(economic or other principles), democratic deliberation and political compromises may require 

deviations from the architecture of distributive justice. Such deviations for instrumental reasons 

may be permissible on the conditions that they are well-founded and adequately justified. This 

also goes for the shift to indirect taxes that is also instrumental in origin. After all, it has a 

purpose other than raising revenue only. 

It should nevertheless be borne in mind that the unequal taxation of equal cases cannot be 

without consequences for the distribution of wealth and income. In literature, unequal 

distributions of wealth and income have been linked to a raft of societal, economic, and 

democratic dysfunctionalities that may affect various dimensions of well-being at the 

conceptual level. Apart from taxation in accordance with ability to pay, the multidimensional 

notion of well-being thus also fits attention for the distributive effects of tax instrumentalism – 

including the shift from direct to indirect taxes – and the impact of differences in material living 

standards on the dimensions of well-being. It is therefore recommended that tax policymakers 

and the legislature adhere to the ability-to-pay principle and comprehensively assess the impact 

of tax policy on all dimensions of well-being. 

The following chapters will therefore study tax instrumentalism and economic inequality in 

light of the multidimensional notion of well-being. First, the next chapter (Chapter 12) will 

scrutinize from a theoretical point of view how and when tax instrumentalism is consistent with 

the multidimensional pursuit of well-being. The chapter pays particular attention to the limits 

to tax instrumentalism imposed by the ability-to-pay principle. Subsequently, Chapter 13 
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scrutinizes the relationship between economic inequality (i.e., inequality in the distribution of 

material living standards) and well-being – again from a theoretical perspective. That chapter 

concludes the conceptual part of this thesis. Next, Chapters 14 and 15 address empirically the 

distributive aspects of tax instrumentalism and tax expenditures in general (Chapter 14) as well 

as the potential distributive effects of the shift to indirect taxes in particular (Chapter 15). These 

two chapters are part of the exploratory empirical part of this thesis. 

-- 
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 Introduction and research questions 

The previous chapter has explored well-being and has shown that it is a multidimensional notion 

that has both material and immaterial dimensions. Next, attention has been paid to the relevance 

of legal values and principles to well-being, most prominently to the ability-to-pay principle. 

This principle provides an architecture for distributive justice in taxation and it has been found 

to be an original and autonomous norm that cannot be derived from any economic or tax theory, 

or legislature for that matter.  

Essentially the ability-to-pay principle requires that the tax burden be evenly and equally 

apportioned among taxpayers, in accordance with their comprehensive income. From the 

perspective of distributive justice, all income should therefore be taxed uniformly, based on the 

same rate schedule. The all-superseding principle of equality demands that the ability-to-pay 

norm apply equally and consistently. It has been argued that the implementation, application 

and enforcement of this norm contribute to well-being and should be an integral part of a 

government’s pursuit of well-being: neglect thereof can in itself be incompatible with the 

multidimensional notion of well-being.  

Things are different in the real world, which is not solely governed by equity postulates, but 

where other, for example economic, principles are at play too. Therefore, the ability-to-pay 

principle is not absolute: it does not exist in a vacuum and tax law cannot and should not fully 

reflect it. Moreover, tax systems are used to serve purposes other than the raising of tax revenue 

only, for instance as a regulatory instrument – which is an example of the instrumental use of 

tax law. Consequently, tax systems tend not always to reflect the ability-to-pay principle: 

income from various sources is frequently taxed differently. This way, tax systems deviate from 

the ability-to-pay benchmark, contributing to unequal taxation. As argued in Chapter 11, such 

unequal taxation may – but need not necessarily be – further be at odds with the 

multidimensional pursuit of well-being.  

Unequal tax treatment frequently benefits high-income and high-wealth taxpayers. Most 

notable in this respect is the relatively mild tax treatment of income from wealth (or capital) 

vis-a-vis income from labor. As a consequence of this dichotomous tax treatment, tax systems 

have steadily become less progressive over the past decades, skewing the distributions of 



The Tax Tectonics 

p. 338 

income and wealth and adding to economic inequality.925 Saez and Piketty, for instance, 

attribute increases in inequality – in part – to the reduced progressivity of the income and estate 

tax since 1960.926 

Often, non-uniform taxation of income is rooted in an instrumental view of tax law.927 

Policymakers use tax systems to support general government policy.928 The objectives thus 

pursued are external to tax law and extend beyond the revenue-raising (tax) function of taxation. 

They include social, economic and ecological policies. This means that tax law is made 

subordinate to goals other than raising tax revenue (hereinafter: non-tax goals).929 This holds 

                                                 

925  Based on a review of studies and literature on the development of top incomes and their soaring, Hoeller 

observes that top income tax rates have declined over time. He further concludes that tax regimes may have 

tilted the mix of compensation of top earners toward capital gains, stock options and carried interest 

arrangements, which are often taxed at a lower rate or even go untaxed in some countries. See Peter Hoeller, 

Less Income Inequality and More Growth – Are they Compatible? Part 4. Top Incomes, OECD Economics 

Department Working Papers, No. 927, OECD Publishing 2012, pp. 10-11 and the literature cited there. The 

OECD notes that the share of capital income in total income at the top of the income distribution increased 

in countries such as the Netherlands, Sweden and the USA in the 2000s. Generally, the importance of capital 

gains as an income component of the top income groups has grown in most countries. OECD (2011), 

Divided We Stand: Why Inequality Keeps Rising, Paris: OECD Publishing, Paris, p. 359. The European 

Commission has further noted that “across the OECD, the declining progressivity of income taxation is 

acknowledged to have diminished the redistributive capacity of tax-benefit systems […] In recent decades, 

EU Member States have seen a substantial decline in the taxation of top personal incomes: three decades 

ago, top marginal PIT rates were substantially higher in many EU Member States than those seen today, by 

20 percentage points or even more e.g. in the case of Italy […]. Across today’s EU-28, between 1995 and 

2012, top personal income tax rates declined by more than 9 percentage points on average. […]. As for top 

income taxation in non-flat-rate countries, potential measures to increase progressivity are the application 

of ordinary taxation to fringe benefits, and possibly alignment of the taxation of capital gains and ordinary 

income, as recommended by the OECD […].” (References omitted). See European Commission, Tax 

reforms in EU Member States 2013: Tax policy challenges for economic growth and fiscal sustainability, 

European Economy 5-2013, p. 86. 

926  Thomas Piketty and Emmanuel Saez, How Progressive is the U.S. Federal Tax System? A Historical and 

International Perspective, Journal of Economic Perspectives, Vol. 21, No. 1, Winter 2007, p. 12. 

927  In literature an analytical distinction is sometimes made between instrumentality and instrumentalism in 

order to denote a tipping point between legitimate and illegitimate uses of incentives in law. By and large, 

“legitimate” means that the tax system is used for a rationally defensible instrumental purpose and 

“illegitimate” refers to ill-founded tax measures that lack a rationally defensible purpose. See, e.g., Hans 

Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, International Tax Law Review 

2012-3. This distinction largely concerns the internal morality of law, but this chapter scrutinizes 

instrumental tax measures from a distributive perspective, i.e., in light of the ability-to-pay principle. The 

conceptual difference between instrumentality and instrumentalism will therefore be ignored. 

928  E.g. R.E.C.M. Niessen, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 2010, pp. 122-127. 

929  See also E. Aardema, Het verloren paradijs van eenvoud, in: Han Kogels and Piet Oerlemans (eds.), Het 

verloren paradijs van de eenvoud: De Moor-Bundel, Kluwer: Deventer 1996, p. 3 (“In this context, every 

conceivable objective, whether tax-related or not, was embedded in the tax system with a view to achieving 

the intended effect through tax incentives.”). See also Leo Stevens, Naar een solidaire 

participatiemaatschappij: Belastingbeginselen en fiscale instrumenten als concretiseringsmogelijkheden 

(Willem Drees Lezing 2008), Deventer: Kluwer 2008, p. 9. 
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true for both direct and indirect taxes. As the shift from direct to indirect taxes predominantly 

has economic, pro-growth and non-tax goals, it too is instrumental in nature.930 

In short, the instrumental use of tax law (tax instrumentalism) can then be understood as the 

use of a tax law to pursue economic and social policy goals, so goals other than raising revenue 

(non-tax goals). On the instrumentalist view, law is perceived as a means to attain certain policy 

ends that have been set by politics. As one commentator puts it, tax law thus becomes a tool for 

social engineering, and lawmakers become social engineers.931 This social engineering 

frequently capitalizes on the notion that taxes change incentives and can be used to alter (reward 

or punish) taxpayer behavior and shape the distribution of income. Examples of social 

engineering include short-term economic policy, price and income policy, redistribution, the 

encouragement of R&D and the implementation of environmental policy by way of so-called 

green or environmental taxes. Quite often instrumentalism and tax expenditures go hand in 

hand. 

The term “tax expenditure” makes clear that the government is spending tax money, not by 

making direct payments to the taxpayers, but by lowering their tax bill.932 In this way tax 

expenditures as lost tax revenue are indirectly charged to the national budget, as an alternative 

to direct subsidies, grants, private loans or special interest rates.933 As tax expenditures are 

foregone revenues and not actual expenditures, the money involved often remains unknown the 

public.  

                                                 

930  See Chapter 2. 

931  R.E.C.M. Niessen, Instrumentalisme en belastingrecht, WFR 1997/6244, Section 1. 

932  Cf. Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 340 („Der Begriff tax 

expenditure oder dépense fiscale will besagen, daß durch eine Steuervergünstigung oder Steuersubvention 

ebenso etwas ausgegeben wird wie durch eine offene Subvention, nur eben technisch nicht durch eine 

Transferleistung, sondern durch Verrechnung mit der Steuer.“) 

933  Mettler refers to this arrangement as a “submerged state”: “a constellation of policies through which 

government-subsidized social benefits are channeled through indirect means, either through private 

organizations, such as employers or banks, and/or through the tax code”. Suzanne Mettler, From Pioneer 

Egalitarianism to the Reign of the Super-Rich: How the U.S. Political System Has Promoted Equality and 

Inequality over Time, 68 Tax L. Rev. 563 2014-2015, p. 603. See also, generally, Suzanne Mettler, The 

Submerged State: How Invisible Government Policies Undermine American Democracy, Chicago: Chicago 

University Press 2011. 
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As said, instrumental taxation is consistent with the shift from direct to indirect taxes: the shift 

shows strong instrumental tell-tale signs. Most prominent is its pro-growth character – which 

can be considered a corollary of the tenet that taxes should be so chosen as to minimize 

interference with economic decisions and incentives in otherwise efficient markets.934 For that 

matter, the shift’s roots in the OECD’s tax and economic growth ranking speak volumes: as 

indirect taxes are considered less distortionary than their direct counterparts, increased reliance 

on the former is believed to contribute to an economically optimal tax system, boost growth 

and employment and increase competitiveness vis-a-vis trade partners.935 As a result, the 

revenue or tax goal is not dominant: the shift’s pro-growth character clearly prevails.  

As a phenomenon, instrumentalism is widespread and has gained general acceptance,936 but 

translating instrumental policy objectives into tax legislation has not been a resounding success, 

especially when it comes to tax expenditures. For example, in 2015 the Netherlands Court of 

Audit (Algemene Rekenkamer) identified a total of 86 tax expenditures among various taxes, 

totaling EUR 18.5 billion.937 Of the 54 measures that had actually been evaluated, only 28 

                                                 

934  See, e.g., Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and Practice, New York: 

McGraw-Hill 1973, pp. 192-193. See also Joseph E. Stiglitz, Economic of the Public Sector (third edition), 

New York: W.W. Norton & Company 2000, pp. 457-458, and J.A. Mirrlees et al., Tax by Design, Oxford: 

Oxford University Press 2011, p. 22, who state that what matters for a given distributional outcome are the 

negative effects of the tax system of welfare and economic efficiency, administrative and compliance costs, 

fairness (other than in the distributional sense, such as fairness of procedure, avoidance of discrimination, 

and fairness with respect to legitimate expectations), and transparency. 

935  See also Chapter 2. Individually, indirect taxes themselves possess instrumental traits, too. The 

differentiated VAT regime, for example, is primarily inspired by a desire to relieve tax pressure on lower-

income taxpayers and is also used to pursue social perfectibility for the benefit of the common good. 

Examples include reduced rates on foodstuffs, medicine, books, arts and the like. See Kamerstukken 

(Parliamentary Documents) II 1967/68, 9324 (MvA: Memorie van Antwoord, Memorandum of Reply), 

p. 12. See generally on the differentiated VAT-regime L.W.D. Wijtvliet, A House Divided. Over de 

onwenselijkheid van gedifferentieerde BTW-tarieven, WFR 2012/6954. See also: Leon Bettendorf and 

Sijbren Cnossen, Bouwstenen voor een moderne btw, CPB Policy Brief 2014/02, The Hague: Centraal 

Planbureau 2014. See also, generally, Alan Schenk and Oliver Oldman, Value Added Tax. A Comparative 

Approach, Cambridge: Cambridge University Press 2007. Excise taxes aim to deter socially undesirable 

activities deemed detrimental to individual and environmental health. Fossil fuel duties and other energy 

taxes are levied with a view to counteracting environmentally unfriendly behavior. 

936  Leo Stevens, Naar een solidaire participatiemaatschappij: Belastingbeginselen en fiscale instrumenten als 

concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 2008, p. 120. 

937  Letter of the Netherlands Court of Audit of March 19, 2015, accompanying ‘Belastinguitgaven en 

milieueffecten’, available at http://www.rekenkamer.nl/dsresource?objectid=21077&type=org (accessed 

November 17, 2017). This is three times as much as the amount spent on direct government grants, which 

in 2013 amounted to EUR 5.8 billion. See Ministerie van Financiën. Overzicht van de besteding van 

rijkssubsidies per ministerie. Appendix to Parliamentary documents II 2013/14, 33 930, No. 2. Tax 

expenditures are discussed in Chapter 12.2. 
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proved demonstrably effective; 17 measures did not achieve the intended goal and the 

effectiveness of 32 measures could not be determined unambiguously. In addition, a number of 

positive evaluations turned out to be outdated.938 Apparently a negative evaluation need not 

necessitate amending or abolishing a measure: three of the four measures that were evaluated 

negatively are still in place.939  

All this is surprising to say the least, especially considering that the money spent on tax 

expenditures is considerable.940 If the aim is to maintain or achieve budget neutrality, this 

revenue loss will have to be made up by increasing (other) taxes.941 High(er) taxes and smaller 

tax bases further reduce the neutrality of the tax system and can be economically 

distortionary.942 These effects explain why the OECD warns against unduly narrowing the tax 

base – a view that is hardly surprising given the title of its 2010 tax policy study Choosing a 

                                                 

938  For a discussion of other evaluations of tax expenditures, see M.P.A. Spanjers, Belastingverlichtende 

regelingen belicht, WFR 2017/58. 

939  The co-working partner’s relief, the random depreciation of seagoing vessels, and the deduction for gifts.  

940  As is evidenced by, for example, the Dutch Budget Memorandum of 2015. The budgetary burden of tax 

expenditures for 2015 was calculated at EUR 9.5 billion, or 1.46% of GDP. See Appendix to the 

Miljoenennota (Budget Memorandum) 2015, Parliamentary documents II, 2014/15, 34 000, No. 2, pp. 24-

26. This amount does not include mortgage interest relief and pension-related tax facilities (including box 

3): in 2014 EUR 10.7 billion and EUR 13.6 billion respectively. See Appendix to the Miljoenennota 2015, 

Parliamentary documents II, 2014/15, 34 000, No. 2, pp. 24-26. The Dutch government regards mortgage 

interest relief and favorable tax treatment of pension accrual as schemes that restrict income, not as tax 

expenditures. The only observation regarding this distinction to be made in this thesis is that these schemes 

can be argued to possess an instrumental quality and as such can be regarded as forms of instrumentalism.  

Yet these amounts pale in comparison to that for the USA: USD 1.3 trillion, or 7.74% of GDP, as reported 

and forecast (2013). See William McBride, Tax Foundation, Fiscal Fact No. 391, A Brief History of Tax 

Expenditures, pp. 1 and 3 (2013), 

http://www.taxfoundation.org/sites/taxfoundation.org/files/docs/ff391.pdf (accessed November 17, 2017). 

See also Joint Committee on Taxation, 114th Congress, 1st Session, Estimates of Federal Tax Expenditures 

for Fiscal Years 2015-2019, available at https://www.jct.gov/publications.html?func=select&id=5 

(accessed November 17, 2017.) The percentage is based on calculations by the author of this thesis using 

World Bank data available at 

http://data.worldbank.org/indicator/NY.GDP.MKTP.CD?order=wbapi_data_value_2013+wbapi_data_val

ue&sort=asc (accessed November 17, 2017). 

941  Similarly, Henry J. Aaron and Harvey Galper, Assessing Tax Reform, Washington, D.C.: The Brookings 

Institution 1985, p. 1. 

942  Cf. Leo Stevens, Naar een solidaire participatiemaatschappij: Belastingbeginselen en fiscale instrumenten 

als concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 2008, pp. 27-34.  
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Broad Base – Low Rate Approach to Taxation.943 Furthermore, tax expenditures increase the 

complexity of the tax system.944 

This leads to the observation that the instrument of taxation is frequently deployed – even if 

there is no reason to do so945 – and ineffectively at that. This practice appears to have assumed 

epidemic proportions, as is succinctly captured by the title of Janssen’s farewell address about 

this issue: “It has got out of hand” (“Het is uit de hand gelopen.”)946  

In the political arena the magic formula “business climate, business continuity, jobs, prosperity” 

is frequently incanted to sway a majority of parliamentarians whenever an instrumental measure 

is put to the vote. The reasons stated in support of such measures are often similarly magical. 

There is danger in that. And that danger also concerns the tax shift to indirect taxes. When the 

view of a proposed measure is blocked by the veil of economic efficiency, the impression that 

is created is likely to be overly optimistic and blindness to the potential downsides may ensue. 

For example, Chapter 2.2 has shown that the positive impact of the tax shift on economic 

growth (especially fiscal devaluation) is doubtful at best. Countries nevertheless appear to 

implement the tax shift on a large scale, without paying much attention to the risks involved. In 

that respect, later chapters will show that the shift to indirect taxes results in a left-skewed 

distribution of wealth.947 In other words, it is not inconceivable that such (distributive and 

                                                 

943  OECD (2010), Choosing a Broad Base – Low Rate Approach to Taxation, OECD Tax Policy Studies, No. 

19, OECD Publishing. On page 9 it is noted: “Governments introduce tax reliefs for a wide variety of reasons 

including to correct externalities, to redistribute income, or to favour a particular interest group. Whatever 

the motivation, tax provisions entail a loss of government revenues, which necessarily means that other 

taxes have to be higher than otherwise (and/or government expenditure reduced). These higher rates may 

create additional efficiency losses, adverse effects on income distribution, and administrative and 

compliance costs.” 

944  In this context, Aaron and Galper have observed that “The US tax system has become a swamp of 

unfairness, complexity and inefficiency. The accumulation of credits, deductions and exclusions designed 

to help particular groups or advance special purposes conflict with one another, are poorly designed and 

represent no consistent policy. The tax system causes investors to waste resources on low-yield investment 

that carry large tax benefits while high-yield investments without such benefits go unfunded. The result is a 

shrunken tax base that requires needlessly high rates on wages, salaries and other income. Overall the system 

undermines the faith of citizens that tax burdens are shared fairly.” See Henry J. Aaron and Harvey Galper, 

Assessing Tax Reform, Washington, D.C.: The Brookings Institution 1985, p. 1. 

945  Examples include the business succession schemes in the Dutch income and inheritance tax. For more on 

this topic, see M.J. Hoogeveen, Kwaliteit van de fiscale bedrijfsopvolgingswetgeving (doctoral thesis 

Tilburg), The Hague: Sdu Uitgevers 2011. This issue will be addressed later. 

946  J.J.M. Jansen, Het is uit de hand gelopen, Deventer: Kluwer 2012. 

947  See Chapter 14.2 and Chapter 15. 
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other) effects are simply ignored and that the tax shift too is pulled along in the slipstream of 

economic mantras that all too easily negotiate parliamentary review. It is therefore 

recommended that all pros and cons of instrumental measures be balanced, weighed and taken 

into consideration. 

In addition, as Steinmo astutely observes, it is in fact this stronger tendency towards regressive, 

indirect taxes that can provide the financial backing for the continued frivolous use of 

instrumentalism and tax expenditures, thus continually shifting the tax burden to lower income 

deciles:  

It was certainly true that there were so many ‘loopholes’ in modern tax systems (especially 

the American and British) that tax reforms could have cut out the inefficiencies and increased 

the progressivity of the tax systems, but in no case that I am aware of did this actually occur. 

Indeed, most often exactly the opposite came about. To be sure, rate cuts were partially 

financed with reductions in tax expenditures, but in most cases they were also replaced with 

increases in consumption taxes or social insurance fees. Taken together these moves have 

meant a downward redistribution of tax burdens in several countries.948 

In this light, the shift from direct to indirect taxes may appear as a kind of tinkering on the edges 

of tax systems that all too easily skirts a widely accepted necessity to thin out the deep and dark 

woods of tax expenditures omnipresent in many tax systems worldwide.949 By extension, these 

observations justify an additional, second and indirect instrumental dimension to the shift from 

direct to indirect taxes, namely as a means to preserve various tax expenditures already in place.  

Hence, the tax shift’s instrumental character is twofold. First, it has non-tax goals: to boost 

economic growth and job creation, increase competitiveness and to create a tax environment 

instrumental to both aspirations.950 And second, the tax shift can provide the financial backing 

for the continued ineffective use of tax expenditures.  

                                                 

948  Sven Steinmo, The Evolution of Policy Ideas: Tax Policy in the 20th Century, British Journal of Politics and 

International Relations, Vol. 5, No. 2, May 2003, p. 225. See also Oxfam, An Economy for the 1%: How 

privilege and power in the economy drive extreme inequality and how it can be stopped, 210 Oxfam Briefing 

Paper, 18 January 2016, pp. 4-7. 

949  Instrumentalism has been (and is) studied from various perspectives. This chapter solely addresses 

instrumentalism in relation to economic inequality. For other perspectives, see the literature cited in this 

chapter. 

950  See also Chapter 2. 
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In an income tax regime, tax expenditures constitute deviations from the ability-to-pay 

benchmark by allowing certain kinds of income to be taxed preferentially or to go untaxed 

altogether. This way, they contribute to inequality. It has been observed that some tax 

expenditures benefit the wealthy in the sense that these expenditures effectively qualify as 

“upside down tax subsidies to the richest 1%”.951 So, tax expenditures can add to economic 

inequality, too. This issue will be addressed later, in Chapter 14. 

This chapter focuses on the aforementioned, indirect, instrumental dimension of the shift from 

direct to indirect taxes by studying the concepts of tax instrumentalism and tax expenditures, in 

light of the ability-to-pay principle and the multidimensional notion of well-being.952 It does 

so on the basis of a literature study. Two related sub research questions will be addressed. 

First, this chapter establishes a rationale for tax instrumentalism in light of the government’s 

pursuit of well-being. The corresponding subquestion is: 

How does tax instrumentalism relate to the government’s pursuit of well-being? 

Instrumentalism often contravenes the ability-to-pay principle and the question is when such 

contraventions may be justified. The second aim of this chapter is to address this question and 

to determine under what conditions deviations from the ability-to-pay benchmark for 

instrumental reasons can be justified. The relevant subquestion reads:  

Under what conditions can instrumental deviations from the ability-to-pay benchmark and 

the comprehensive income concept be justified in light of the multidimensional notion of 

well-being? 

This chapter is set up as follows. First, Section 12.2 briefly introduces instrumentalism. 

Instrumentalism is frequently translated into tax subsidies or tax expenditures, and these 

measures are also briefly discussed in Section 12.2. This way the reader can grasp both 

concepts. Next, Section 12.3 takes up both research questions. Section 12.3.1 addresses the 

rationale for instrumentalism and tax expenditures, and Section 12.3.2 examines when 

instrumental use of tax law becomes fundamentally untenable in light of the multidimensional 

                                                 

951  Alice Gresham Bullock, The Tax Code, the Tax Gap, and Income Inequality: The Middle Class Squeeze, 

53 Howard L.J. 249 2009-2010, p. 251. 

952  The notions of direct and indirect taxes have been defined in Chapters 6, 7, and 8. Direct taxes are taxes on 

income, wealth and their components. Indirect taxes are taxes on consumption. 
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notion of well-being and the ideal of Gleichbelastung.953 Section 12.4 gives a summary and 

answers both research questions. 

It should be stressed that this chapter revolves around a discussion and deliberation of 

instrumentalism and tax expenditures in the light of the study objects of this doctoral thesis: 

well-being and economic inequality. To this end, this chapter considers instrumentalism and 

tax expenditures against the backdrop of the ability-to-pay principle and the multidimensional 

notion of well-being. It examines the circumstances according to which deviations from the 

ability-to-pay benchmark and from the comprehensive income concept can be justified. A later 

chapter (Chapter 14) will centre on the distributive effects of tax expenditures. This doctoral 

thesis will thus consider instrumentalism and tax expenditures as a given. As such, an 

exhaustive discussion of all advantages and disadvantages of instrumentalism and tax 

expenditures is beyond the scope of this research: the main text will only refer to them 

incidentally. For a more extensive overview the reader is referred to this chapter’s footnotes 

and the literature cited there.954 

                                                 

953  In this connection, see also Paul Kirchhof, Der sanfte Verlust der Freiheit. Für ein neues Steuerrecht – klar, 

verständlich, gerecht, München: Carl Hanser Verlag 2004, p. 9: “Steuerrecht verträgt aber grundsätzlich 

keine Ausnahmen. Steuergerechtigkeit fordert vor allem Steuergleichheit, ist privilegienfeindlich. Dennoch 

ist das geltende Steuerrecht völlig von Lenkungs- und Anreitztatbeständen durchsetzt.” 

954  E.g., in his inaugural address Boer lists various advantages and disadvantages of instrumentalism. The 

advantages he refers to include the varied ways in which financial incentives can be modelled within the tax 

system, the reach of the policy instrument through embedding instruments in the context of tax law, and the 

efficiency of integration into an existing system of legal protection. Some objections he refers to are 

complexity and obscurity of the tax system, arbitrary differentiation between taxpayers, unintended 

advantages, interest groups demanding tailored tax instruments, mounting tax burden, politicization of tax 

law, diminished compliance, misuse, progressivity effects, dubious effectiveness and tax competition. See 

J.P. Boer, Sturende belastingheffing een monster? Juridische kanttekeningen bij fiscaal instrumentalisme en 

“tax nudging” (inaugural address Leiden), The Hague: Sdu Uitgevers 2013, pp. 16-19 and the literature cited 

there. See also, e.g., J.J.M. Jansen, Het is uit de hand gelopen, Deventer: Kluwer 2012, pp. 13-20; Leo 

Stevens, Naar een solidaire participatiemaatschappij: Belastingbeginselen en fiscale instrumenten als 

concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 2008, pp. 27-47. On 

avoidance behavior supposedly triggered by instrumentalism, see also Henry Ordower, The Culture of Tax 

Avoidance, 55 St. Louis U. L.J. 47 2010-2011. 
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 Tax instrumentalism and tax expenditures: tax law as an instrument of 

government policy 

 General 

The instrumental use of law can be generically understood as the use of law to pursue goals 

external to the original goal of the law.955, 956 Taxation has traditionally been used to generate 

government revenue – its primary or main goal – fairly.957 The terms revenue goal958 and tax 

goal (fiscale doel)959 are also used in the literature. This original goal is implicitly predicated 

on an appeal to distributive justice:960 “fairly” in my view indicates that taxes should not be 

levied at random. Instead, the tax burden should be apportioned equally among taxpayers in 

accordance with some distributive principle.961 This proviso has been dubbed an “imperative 

of ethics” that cannot be brushed aside without proper justification.962 It was shown in 

Chapter 11 that the distributive principle most frequently and commonly invoked is the 

ability-to-pay principle. The enforcement of this principle matters for well-being. 

                                                 

955  As has been discussed in Chapter 11.4.1, law itself aims to realize a single value: justice. Justice can be 

broken down into procedural justice and distributive justice. Goals other than the realization of justice are 

external to law. 

956  It is along these lines that Tamanaha describes the instrumentalist view of law as “the idea that law is an 

instrument to achieve ends.” See Brian Z. Tamanaha, The perils of pervasive legal instrumentalism, Tilburg 

Law Lectures Series, Montesquieu seminars volume I, Nijmegen: Wolf Legal Publishers / Schoordijk 

Institute 2006, p. 1. 

957  E.g., Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, pp. 1-6. See also P.J.A. 

Adriani and J. van Hoorn, Het belastingrecht. Zijn grondslagen en ontwikkeling. Eerste deel, Amsterdam: 

L.J. Veen’s Uitgeversmij 1954, pp. 55-91. 

958  Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, p. 10. 

959  F.H.M. Grapperhaus, Vooruitblik op het belastingrecht, in: A.J. van den Tempel et al., Tributen aan het 

recht. Bundel samengesteld ter gelegenheid van het honderdjarig bestaan van het Weekblad voor Fiscaal 

Recht, Deventer: Kluwer 1971, p. 3. 

960  “But you know very well that justice is an intellectual concept that means precisely nothing to a virus or 

bacterium.”, Dimitri Verhulst, De zomer hou je ook niet tegen, Uitgeverij Atlas Contact 2015, p. 92. In 

Dutch: “Maar jij weet ook, rechtvaardigheid is een intellectueel concept waar een virus of bacterie zich geen 

sikkepit van aantrekt.” 

961  See Chapter 11.4 for a discussion of, inter alia, how distributive justice requires the tax burden to be fairly 

and evenly spread among all taxpayers in accordance with the ability-to-pay principle. 

962  Klaus Tipke and Joachim Lang, Steuerrecht (12. völlig überarbeitete Auflage), Köln: Verlag Dr. Otto 

Schmidt 1989, p. 24. 
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Today, however, there is more to tax law than just a revenue dimension: additional, non-tax 

goals have found their way into tax systems.963 In addition to its primary goal, taxation has 

been assigned two secondary, instrumental goals in the literature: redistribution964 and 

regulation.965 As for the regulatory aspect, Avi-Yonah regards it as “regulation of private sector 

activity by rewarding activities that are considered desirable (via deductions or credits) and 

deterring activities that are considered undesirable (via increased taxation).”966 He does 

observe that the regulatory function of taxation chiefly impacts on investment and saving 

behavior and that income taxes are more appropriate means to this end than taxes on 

                                                 

963  The instrumental use of tax law has not always been as common as it is today. For a historical account, see 

Sven Steinmo, The Evolution of Policy Ideas: Tax Policy in the 20th Century, British Journal of Politics and 

International Relations, Vol. 5, No. 2, May 2003, pp. 206-236. Niessen (R.E.C.M. Niessen, Inleiding tot het 

Nederlands belastingrecht, Deventer: Kluwer 2010, p. 122. See also R.E.C.M. Niessen, Instrumentalisme 

en belastingrecht, WFR 1997/6244, Section 3, has shown that Dutch tax scholars have long rejected the use 

of tax law for other purposes than raising revenue. Bordewijk, for example, powerfully voiced his disproval 

of the redistributive goal of taxation when he wrote (unofficial translation): “This opens up the area of 

“secondary objectives”, which find favor in the eyes of Professor Van Gijn. It is quite clear that I cannot 

accept the Wagnerian correction doctrine. I do not believe in a social-political mission of taxation to promote 

justice beyond its own horizon. Every man to himself. When Professor Van Gijn asks: “If in general the 

economic rights of individuals are distributed unfairly, what could possibly be the point of aspiring to a just 

distribution of the tax burden?”, I believe that such an aspiration is most sensible. An equal tax burden 

cannot recreate an unjust world as a paradise. Yet even if it does not contribute to social-political reform 

directly, it is precious. When I see someone perform their duties diligently and meticulously, this may well 

encourage me to perform mine, however different they may be, to the utmost of my abilities. And I shall do 

this more readily when I see that someone succeeds through application of dedication that prevents him 

from interfering in other people’s affairs. Law and justice achieved in one area have a positive effect on the 

whole. When darkness falls, the evening star shines brightly, and the others follow suit.” See H.W.C. 

Bordewijk and J.H. Bast, De Theorie der Belastingen en het Nederlandse Belastingwezen (2nd edition), 

Zwolle: W.E.J. Tjeenk Willink 1939, pp. 567-568. 

964  The German scholar Adolf Wagner is often regarded as the spiritual father of the redistributive goal of 

taxation. In his seminal Lehrbuch der Finanzwissenschaft he wrote: “Es darf vielmehr noch ein zweiter 

Gesichtspunkt neben dem rein finanziellen für die Besteuerung aufgestellt werden: der socialpolitische, 

kraft dessen die Steuer nicht nur Mittel zur Deckung des Finanzbedarfs, sondern zugleich ein solches Mittel 

dazu ist, welches in die bei freier Konkurrenz entstandene Einkommen- und Vermögensverteilung 

korrigierend mit eingreift.“ See Adolph Wagner, Finanzwissenschaft Bd. 2, Leipzig und Heidelberg 1880, 

p. 288. 

965  E.g., Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007 and D.A.M. Meeles, 

De nevendoeleinden van de belastingheffing, in: Ch.P.A. Geppaart et al. (eds.), Van Dijckbundel. Opstellen 

aangeboden aan Prof. Dr. J.E.A.M. van Dijck ter gelegenheid van zijn afscheid als hoogleraar aan de 

Katholieke Universiteit Brabant, Deventer: Uitgeverij FED 1988, pp. 243-262. See also John Tiley, Revenue 

Law, Oxford: Hart Publishing 2005, p. 7. Also P.J.A. Adriani and J. van Hoorn, Het belastingrecht. Zijn 

grondslagen en ontwikkeling. Eerste deel, Amsterdam: L.J. Veen’s Uitgeversmij 1954, p. 62 et seq. and H.J. 

Hofstra, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 1986, p. 1. See also Leo Stevens, 

Naar een solidaire participatiemaatschappij: Belastingbeginselen en fiscale instrumenten als 

concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 2008, pp. 35-47 and 

R.E.C.M. Niessen, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 2010, pp. 122-124. 

966  Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, p. 24. 
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consumption. Even so, tax instrumentalism can in principle involve any type of tax. Avi-Yonah 

writes: 

But most of the regulatory function of taxation relates not to consumption, but to investment 

and saving behavior. The biggest tax expenditures in all countries tend to be those that 

encourage individuals to invest for certain goals (for example, retirement, housing or 

education). Other important ones are designed to encourage corporate investments (for 

example, accelerated depreciation, investment tax credits). These types of regulation can be 

achieved only in the context of a system that taxes individual and corporate income, not 

consumption.967 

Hence, in a tax context, instrumentalism means that tax law is used to attain non-tax goals 

(redistribution and regulation).968 These two ancillary goals are frequently of a social, 

economic or ecological nature, but the tax system can be used for the benefit of virtually any 

policy area.969 In this thesis tax instrumentalism is therefore taken to mean the deliberate use 

of tax law as a policy instrument to pursue social, economic and other policy goals, other than 

or beyond the revenue goal of taxation. Here, the words “deliberate” and “beyond” are meant 

to indicate that the tax goal is essential to tax law and – at least in principle – invariably pursued, 

whereas non-tax goals need not always be pursued, at least not intentionally.970  

A characteristic feature of tax instrumentalism is the use of financial incentives, both negative 

and positive ones.971 As a result, the tax system aims to have an effect on how taxable persons 

                                                 

967  Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, pp. 24-25. 

968  See also E. Aardema, Het verloren paradijs van eenvoud, in: Han Kogels and Piet Oerlemans (eds.), Het 

verloren paradijs van de eenvoud: De Moor-Bundel, Kluwer: Deventer 1996, p. 3 (“In this context, every 

conceivable objective, whether tax-related or not, was embedded in the tax system with a view to achieving 

the intended effect through tax incentives.”) and R.E.C.M. Niessen, Instrumentalisme en belastingrecht, 

WFR 1997/6244, Section 1 (“[…] the use of tax law for other than authentic tax purposes.”) Potential 

delimitation problems between regulation and redistribution may arise. These are not addressed in this 

thesis. See, for more details, J.P. Boer, Sturende belastingheffing een monster? Juridische kanttekeningen 

bij fiscaal instrumentalisme en “tax nudging” (inaugural address Leiden), The Hague: Sdu Uitgevers 2013, 

p. 19-28. 

969  See R.E.C.M. Niessen, Inleiding tot het Nederlands belastingrecht, Deventer: Kluwer 2010, p. 127. See also 

Klaus Tipke and Joachim Lang, Steuerrecht. Ein systematischer Grundriβ, Köln: Verlag Dr. Otto Schmidt 

1989, pp. 617-640. 

970  Cf. F.H.M. Grapperhaus, Vooruitblik op het belastingrecht, in: A.J. van den Tempel et al., Tributen aan het 

recht. Bundel samengesteld ter gelegenheid van het honderdjarig bestaan van het Weekblad voor Fiscaal 

Recht, Deventer: Kluwer 1971, p. 4. 

971  Grant describes an incentive as “an offer of something of value, sometimes a cash equivalent and sometimes 

not, meant to influence the pay-off structure of a utility calculation so as to alter a person’s course of action”. 

She adds that “the person offering the incentive means to make one choice more attractive to the person 

responding to the incentive than any other alternative. Both parties stand to gain from the resulting choice. 
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behave. In order to promote desirable behavior, governments provide tax incentives or stimuli. 

Incentives take the form of tax reductions and are generally delivered through statutory rate 

reductions and/or limitations of the tax base.972 Such stimuli reduce the amount of taxes paid 

and make inroads into public funds, which is reflected in the related notion of “tax expenditure” 

(see below). These stimuli also contribute towards unequal taxation of income and 

consumption, in proportion to the extent to which taxpayers act in ways that the authorities seek 

to encourage. Tax increases provide disincentives to dissuade taxpayers from engaging in 

practices deemed undesirable, such as smoking, drinking and environmental pollution.973 

Through positive and negative stimuli, taxation no longer fully reflects taxpayers’ ability to 

pay. I turn to this now.  

 Instrumentalism and ability to pay 

Tax instrumentalism is synonymous with a government trying to steer taxpayer behavior in a 

desired direction. In a sense, the instrumental view of tax law is strongly paternalistic: as a 

consequence of the use of tax incentives and disincentives the tax burden cannot be considered 

in isolation from policy views of what constitutes a desirable way of living and the extent to 

which people conform to such views. Those who manage to fit in the picture, benefit through a 

lower tax bill. Those who do not, end up paying more taxes than those who do. It follows that 

the individual’s tax burden is no longer a product of their objective ability to pay, but instead 

depends on whether and how their behavior aligns with the instrumental policy ideals that 

                                                 

In effect, it is a form of trade [...].” See Ruth W. Grant, The Ethics of Incentives: Historical Origins and 

Contemporary Understandings, Economics and Philosophy 18, No. 1, 2002, p. 111. 

972  Examples of such stimuli found in Dutch tax law include business transfer facilities (Section 35b et seq. of 

the Inheritance Tax Act 1956), mortgage interest relief (Section 3.110 et seq. of the Personal Income Tax 

Act 2001 (PITA)), accelerated depreciation schedules for environmentally sound investments (Section 3.31 

PITA), tax reductions for research and development (Section 3.52a PITA and Section 12b of the Corporate 

Income Tax Act 1969 (CITA)), reduced VAT rates for labor-intensive services and cultural activities 

(Section 9(2) VAT Act in conjunction with Table I, b, nos. 4, 5, 6, 7, 8, and 14), motor vehicle tax 

exemptions for extremely fuel-efficient cars (Section 23b of the Motor Vehicle Tax Act 1994), tax 

deductions for commuting by public transport (Section 3.87 PITA), and the letting of rooms by private 

persons (Section 3.114 PITA). 

973  Examples of disincentives include excise duties and environmental taxes. Such disincentives usually 

generate revenue, and they will not be discussed extensively in this thesis. When they also serve a budgetary 

purpose, instrumental measures that aim to discourage behavior show schizophrenic traits and are even 

inherently inconsistent, as Kirchhof observes: “Ist die Ökosteuer ökologisch erfolgreich, sinkt der 

Energieverbrauch und damit das Steueraufkommen. Ist sie finanzwirtschaftlich erfolgreich, bleibt der 

Energieverbrauch gleich oder steigt. Die Konzeption dieser Steuer ist in sich widersprüchlich. Das ist jedoch 

in der Öffentlichkeit bisher kaum bemerkt worden.” Paul Kirchhof, Der sanfte Verlust der Freiheit. Für ein 

neues Steuerrecht – klar, verständlich, gerecht, München: Carl Hanser Verlag 2004, p. 9. 
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underpin tax law.974 As a consequence, materially equal taxpayers are taxed differently and the 

ability-to-pay principle is disregarded. Neumark points out that this “fiscal dirigism” is not only 

at odds with economic efficiency and ability-to-pay, but also detrimental to the basic principles 

of a free market economy: 

[…] the progressive specialization and diversification of economic and social phenomena 

important to the formation and utilization of income has given rise to a host of special 

provisions destined to permit the largest possible consideration of particularities thought to 

affect the ability-to-pay of individuals or corporations and to further certain targets of 

economic and social policy. 

The decomposition of unity and uniformity of income taxation, however, which transformed 

the latter into a more or less large number of partial income taxes is on the whole detrimental 

not only to the economic and fiscal efficiency of this tax but also to the equity of its 

incidence. In fact, it leads to erosion of the tax base and to a distribution of the tax burden 

which reflects the comparative political power of pressure groups rather than comparative 

ability-to-pay. Further, it conduces to what I used to call ‘fiscal dirigism’, which is opposed 

to the very principles of a market economy and in most cases entails a misallocation of 

resources. Since the decomposition process implies growing complexity of legal provisions, 

it impairs their clarity and intelligibility and therefore causes additional unnecessary costs to 

the taxpayer as well as to the tax assessing and collecting authorities.975  

Kirchhof too points to government interference in the economic process of value creation as a 

pitfall of instrumentalism: 

Die Verflechtung zwischen staatlichen und privaten ökonomischen Handlungsprogrammen 

stört vor allem das grundrechtliche Teilungsmodell von freiheitsverpflichtetem Staat und 

freiheitsberechtigter Gesellschaft: Staat und private Erwerbwirtschaft sind nicht mehr 

getrennt, sondern vermischen sich in Kooperation zwischen freiheitsicherndem Staat und 

freiheitsbewahrendem Bürger. Dadurch werden Verantwortlichkeiten verwischt, 

Rechtsmaβstäbe relativiert, Staat und Markt in der Gefahr wechselseitiger Befangenheit 

verbunden. Rechtsstaat und Finanzstaat geraten in Konflikt: Der Rechtsstaat garantiert dem 

Bürger die Freiheit vom Staat, der Finanzstaat beansprucht die steuerliche Lenkung des 

Freiheitsberechtigten, seine Bindung in einem gesetzlich definierten 

Verhaltensprogramm.976 

                                                 

974  Cf. L.G.M. Stevens, Instrumentalisering van het belastingrecht, in: Ch. J. Langereis, J. van Soest and J.W. 

Zwemmer (eds.), Quod Licet Jovi. Opstellen aangeboden aan Prof. dr. D. Brüll, Deventer: Uitgeverij Fed 

1983, p. 92 (In Dutch: “De micro-fiscale dimensie wordt dan uit het oog verloren; het individu komt in de 

(belasting)wet niet meer tot zijn recht.”)  

975  Fritz Neumark, Income Tax or Income Taxes? in: Warren L. Smith and John M. Culbertson (eds.), Public 

Finance and Stabilization Policy: Essays in Honor of Richard A. Musgrave, Amsterdam: North-Holland 

Publishing Company 1974, p. 90 (footnotes omitted). 

976  Paul Kirchhof, Der sanfte Verlust der Freiheit. Für ein neues Steuerrecht – klar, verständlich, gerecht, 

München: Carl Hanser Verlag 2004, pp. 49-50. 
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In addition, several authors warn against overlooking the potential influence of lobby groups 

on “tweaking” selective tax advantages. Sunstein has coined the term “naked preferences” to 

describe situations where the impartiality requirement in tax law is violated, because resources 

and opportunities are extended “to one group rather than another solely because those favored 

have exercised the raw political power to obtain what they want”.977 On this view, naked 

preferences are objectionable, because governments should not be responsive to private 

pressure. Moreover, selective tax advantages can reinforce economic inequality, especially 

when progressive tax rates are involved.978 This is discussed in greater detail in Chapter 14. 

Rather, politics should be “the product of some form of deliberation about the public good”, 

and “not the reconciling of given interests.”979 Gribnau refers to sectional interest groups that 

“seek to create and preserve tax expenditures and attempt to shift the burden of taxation in their 

own favour”, thus alleviating their tax burden and increasing inequality.980 Such views are 

echoed by other authors and NGOs that also emphasize how tax advantages and tax subsidies 

reinforce economic inequality.981  

                                                 

977  Cass R. Sunstein, The Partial Constitution, Cambridge, MA: Harvard University Press 1993, p. 25. 

978  Neumark expresses this view in no uncertain terms: “In many (possibly in most) cases, special rates, 

allowances, deductions, etc. – even if they can be justified, albeit only in part, on economic grounds, like 

‘incentive-taxation’ allegedly capable of stimulating general economic growth – cannot but bring about 

serious inequities. The treatment of capital gains is just one (though a very striking) example of procedures 

giving rise to a conflict of goals, in that such treatment benefits almost exclusively individuals in the higher 

income brackets, thereby largely defeating the two purposes of rate graduation: apportionment of the tax 

load according to ability-to-pay, and redistribution of income.” See Fritz Neumark, Income Tax or Income 

Taxes? in: Warren L. Smith and John M. Culbertson (eds.), Public Finance and Stabilization Policy: Essays 

in Honor of Richard A. Musgrave, Amsterdam: North-Holland Publishing Company 1974, pp. 90-91. 

979  Cass R. Sunstein, The Partial Constitution, Cambridge, MA: Harvard University Press 1993, pp. 25-26. 

980  Hans Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, International Tax Law Review 

2012-3, p. 30. 

981  Bullock, for example, argues that “for the past thirty years, tax policymakers have deliberately and 

systematically responded to the concerns of the donor class of political contributors who make up the highest 

income households–at the expense of everyone else.” See Alice Gresham Bullock, The Tax Code, the Tax 

Gap, and Income Inequality: The Middle Class Squeeze, 53 Howard L.J. 249 2009-2010, p. 250. She further 

posits that “the extreme income disparity, tax gap, and tax subsidies to the rich – all at the expense of the 

middle class – surface as the result of deliberate, political and economic choices made by policymakers who 

are democratically elected by the majority of voting Americans. Increasingly, however, evidence that elected 

officials are unresponsive to the policy preferences and interests of millions of low and middle-income 

Americans who elected them abounds.”(p. 250; footnotes omitted). NGOs too caution against the influence 

of elites on the tax system. Oxfam condemns “the capture of power and politics by elites”, which it claims 

has “long reinforced inequality.” According to this NGO, the results of this capture are “evident in today’s 

lopsided tax policies”, which include various tax exemptions for high-worth taxpayers. See Oxfam, Even It 

Up: Time To End Extreme Inequality, 2014, pp. 13 and 59. Nobel-laureate Stiglitz ventilates a similar 

opinion and speaks of “rent seeking” that “takes the form of exploiting taxpayers”. “This exploitation”, he 

argues, can appear in a variety of guises: some “are best described simply as giveaways and others […] fall 

under the rubric of corporate welfare.” He notes that “[m]any of the subsidies are buried in the tax code” as 
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Tax subsidies are often charged to tax expenditures – the next topic of discussion. 

 Tax expenditures and the normal tax structure 

Tax expenditures consist of a number of elements. Surrey and Sunley, Jr. point out that income 

tax comprises two structural tax expenditure elements.982 The first element they identify 

contains the “structural provisions necessary to the application of a normal income tax”,983 

which reflect the revenue raising aspect of the tax. Examples of such elements are the 

determination of net income, the use of annual accounting periods, the determination of entities 

subject to tax, the rate schedule and exemption levels. Together, these elements constitute a 

baseline or benchmark that represents the normal structure of the tax, the normal tax structure. 

The second structural element they identify consists of “the special preferences found in every 

income tax”.984 These preferences, dubbed tax incentives or tax subsidies, are “departures from 

the normal tax structure designed to favor a particular industry, activity or class of 

persons.”985, 986 These departures can take the form of, for instance, permanent exclusions 

from income, deductions, tax deferrals, tax credits, and special tax rates.987 

                                                 

“loopholes, exceptions, exemptions, and preferences [that] reduce the progressivity of the tax system and 

distort incentives.” See Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, pp. 340-

341. See also on instrumental tax policy and increasing economic inequality Koen Caminada and Leo 

Stevens, Instrumenteel fiscaal beleid: oorzaak van complexiteit en scheefgroei, WFR 2017/50. 

982  Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument for 

achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 16. 

983  Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument for 

achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 16. 

984  Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument for 

achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 16. 

985  Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument for 

achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 16. 

986  Tax expenditures do not fit in this structure: they are, to quote Aardema, “Fremdkörper” (aliens, exotics) 

in the tax system. See E. Aardema, Het verloren paradijs van eenvoud, in: Han Kogels and Piet Oerlemans 

(eds.), Het verloren paradijs van de eenvoud: De Moor-Bundel, Kluwer: Deventer 1996, p. 4. 

987  See, e.g., Leo Stevens, Naar een solidaire participatiemaatschappij: Belastingbeginselen en fiscale 

instrumenten als concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 2008, 

pp. 35-36; Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument 

for achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 16 et seq. 
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A tax expenditure, then, is an advantageous departure from the normal tax structure.988, 989 

Benefits may accrue to a particular industry, activity or group of persons. This makes the normal 

                                                 

988  Surrey and Sunley, Jr. describe a tax expenditure for income tax as “a special item in the income tax – such 

as a special exclusion or exemption – that represents a deliberate departure from accepted concepts of net 

income and the regular rate structure in order to affect the private sector in a way that is often accompanied 

by direct expenditures.” See Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives 

as an instrument for achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, 

Deventer: Kluwer 1976 (Deventer: Kluwer 1976), pp. 16-17. 

989  Literature offers a host of comparable definitions and descriptions of tax expenditures. For example, the 

OECD describes tax expenditure as “public expenditure implemented through the tax system by way of a 

special tax concession – such as an exclusion, an exemption, an allowance, a credit, a preferential rate or 

tax deferral – that results in reduced tax liability for certain subsets of taxpayers […]. In practice, tax 

expenditures are defined as deviations from a tax norm or a benchmark that result in a reduced tax liability 

for the beneficiaries, who are generally a particular group of taxpayers or an economic activity.” See OECD 

(2010),Choosing a Broad Base – Low Rate Approach to Taxation, OECD Tax Policy Studies, No. 19, OECD 

Publishing, p. 39. The normal tax structure is also a crucial element in the definition of tax expenditures that 

is used by the Dutch Ministry of Finance: “government expenditures in the form of losses or deferrals of tax 

revenue ensuing from a statutory provision, insofar as that provision does not align with the primary tax 

structure of the law.” (unofficial translation) See Report on the State’s finances (Nota over de toestand van 

’s rijks financiën), Parliamentary documents II, 2014/15, 34 000, nr. 1, p. 126. The official, Dutch definition 

is as follows: “Overheidsuitgaven in de vorm van derving of uitstel van belastingontvangsten, voortvloeiend 

uit een voorziening in de wet voorzover die voorziening niet in overeenstemming is met de primaire 

heffingsstructuur van de wet.” Stevens emphasizes the alternative to direct spending when he speaks of 

“concessions in tax legislation – concessions that depart from the normal tax structure but that have been 

legislated to achieve a policy objective the government can also pursue by means of direct expenditures”. 

(unofficial translation) See Leo Stevens, Naar een solidaire participatiemaatschappij: Belastingbeginselen 

en fiscale instrumenten als concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 

2008, p. 35. Gribnau is one of several authors to point to the preferential character of tax expenditures by 

describing them as “deviations from the normal tax structure designed to favour a particular industry, 

activity, or class of persons.” Hans Gribnau, Legislative Instrumentalism vs. Legal Principles in Tax Law, 

International Tax Law Review 2012-3, p. 24. On the preferential character, see also J.L.M. Gribnau, 

Vertrouwen, legitimiteit en belastingen (inaugural address Tilburg), Tilburg University: PrismaPrint 2012, 

pp. 19-25 and J.L.M. Gribnau, Belastingen als moreel fenomeen, The Hague: Boom fiscale uitgevers 2013, 

pp. 69-88. See also, e.g., par. 6 of R.H. Happé’s comment on the decision of the Netherlands Supreme Court 

(Hoge Raad) decision of November 22, 2013, No. 13/01622, BNB 2014/30 inzake de Nederlandse 

bedrijfsopvolgingswetgeving. Mettler draws attention to the preferential and paternalistic nature of tax 

expenditures, describing them as “policies that permit individuals and households to owe less taxes than 

they otherwise would as a means to reward or encourage them for some kind of circumstance or activity 

they are engaged in that is deemed worthy of public support.” (p. 603.) She emphasizes that tax expenditures 

have been integrated into the tax system and that as a result they are less visible than direct public 

expenditures. She also points out that through progressive rate structures tax expenditures especially benefit 

higher incomes. See Suzanne Mettler, From Pioneer Egalitarianism to the Reign of the Super-Rich: How 

the U.S. Political System Has Promoted Equality and Inequality over Time, 68 Tax L. Rev. 563 2014-2015, 

pp. 603-607. Similarly, regarding the distributive effects of mortgage interest relief, OECD (2010), 

Choosing a Broad Base – Low Rate Approach to Taxation, OECD Tax Policy Studies, No. 19, OECD 

Publishing, pp. 80-81. On the mortgage interest relief scheme in the Netherlands and the resulting the tax 

benefit between 2000 and 2014, see the CBS (Centraal Bureau voor de Statistiek, Statistics Netherlands) 

“Huishoudens met fiscale aftrek voor eigen woning” table at http://www.cbs.nl/nl-

NL/menu/themas/inkomen-bestedingen/cijfers/incidenteel/maatwerk/maatwerk-huishoudens-fiscale-

aftrek.htm (accessed November 17, 2017). Finally, US Congress emphasizes the revenue loss attributable 

to spending through the tax system, describing tax expenditures as “those revenue losses attributable to 

provisions of the Federal tax laws which allow a special exclusion, exemption, or deduction from gross 

income or which provide a special credit, a preferential rate of tax, or a deferral of tax liability.” 

Congressional Budget and Impoundment Control Act of 1974, § 3, 2 U.S.C. § 622 (3) (2012). 
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tax structure a reference point, a tool that can be used to track, identify and quantify tax 

expenditures. On this view, influencing behavior is not a key factor.990 Tax expenditures 

revolve around loss of tax revenue and offering advantages (as an alternative to public 

expenditure). Such tax disincentives as excise duties, on the other hand, also serve a budgetary 

purpose and do not aim to favor any particular group of taxpayers. For these reasons they do 

not qualify as tax expenditures. 

The definition of tax expenditures implies a certain, generally accepted norm, standard or 

benchmark, commonly referred to as normal tax structure.991 Tax expenditures do not fit in this 

structure: they are, to quote Aardema, “Fremdkörper” (aliens, exotics) in the tax system.992 

This makes the normal tax structure a reference point, a tool that can be used to track, identify 

and quantify tax expenditures. The main question then is how that benchmark should be fleshed 

out.  

In the OECD’s book, the normal tax structure in this context is generally taken to refer to “the 

regular tax arrangements that apply to similar classes of taxpayers or types of activity”. 993 

These “regular tax arrangements” can be defined in a number of ways. Craig and Allan 

distinguish three approaches, one of which is: 

                                                 

990  Jansen, for example, observes that the notion of tax expenditure encompasses more than merely tax 

incentives. Unlike instrumental incentive measures, tax expenditures need not have behavioral change as 

their primary objective. By way of example, Jansen refers to the option of passing on discontinuation profit 

laid down in Section 3.63 of the Dutch Income Tax Act 2001. The purpose of this arrangement is not to 

encourage the transfer of businesses (behavioral change), but rather to help secure business continuity by 

preventing liquidity problems that can arise as a result of settling the tax claim that accompanies a business 

transfer. It has a regulation purpose. This advantageous arrangement takes the form of a tax deferral. See 

J.J.M. Jansen, Het is uit de hand gelopen (farewell address Rotterdam), Deventer: Kluwer 2012, p. 9 and, 

e.g., Parliamentary documents II 1999/2000, 27 209, No. 3 (Explanatory Memorandum), p. 8. See also the 

critical comments of the Raad van State about the usefulness and necessity of this arrangement in 

Parliamentary documents II 1999/2000, 27 209, No. A (Advice Council of State). 

991  See also Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument for 

achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 17. 

992  E. Aardema, Het verloren paradijs van eenvoud, in: Han Kogels and Piet Oerlemans (eds.), Het verloren 

paradijs van de eenvoud: De Moor-Bundel, Kluwer: Deventer 1996, p. 4. 

993  OECD (2010), Choosing a Broad Base – Low Rate Approach to Taxation, OECD Tax Policy Studies, No. 

19, OECD Publishing, p. 41. 
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[a] conceptual approach, which seeks to link the benchmark to a normal tax structure, the 

most important being the Haig Simons concept for income taxes and, in some cases, the 

concept of a pure VAT baseline[.]994 

The consensus is that this “benchmark tax system should neither favour nor disadvantage 

similarly placed activities or classes of taxpayers.”995 In other words, the normal tax structure 

should apply equally to similar activities and taxpayers. As the aim of this and the following 

chapters is to clarify the impact of instrumental tax measures and tax expenditures to the 

ability-to-pay norm, well-being and economic inequality, it stands to reason to conceptualize 

the normal tax structure in light of that ability-to-pay norm and the ideal of Gleichbelastung. 

As for income taxes, in this thesis the normal tax structure therefore coincides with the 

architecture of distributive justice, which in turn finds expression in the comprehensive concept 

of income, which was discussed in Chapter 11.  

As noted before, this architecture requires that all income be taxed evenly and that in turn 

implies a synthetic concept of income, a comprehensive tax base and uniform rate system. As 

a reflection of the architecture of distributive justice implementing and maintain the normal tax 

structure is therefore an integral part of the government’s pursuit of well-being. The actual 

statutory and effective rate structures are structural elements of the tax system that defy 

normative modelling (see also Chapter 12.3 below).996 On that view, it is immaterial whether 

the rate is progressive, regressive or proportional.  

Implementing the normal tax structure is part of the government’s pursuit of welfare and 

well-being. Levying taxes in accordance with the concept of comprehensive income results in 

Gleichbelastung and that increases well-being. However, the normal tax structure has not 

proved inviolable. The reality is that tax expenditures and other instrumental tax measures 

                                                 

994  Jon Craig and William Allan, Fiscal Transparency, Tax Expenditures, And Budget Processes: An 

International Perspective, in: Sally Wallace (ed.), Proceedings. 94th Annual Conference on Taxation and 

Minutes of the Annual Meeting of the National Tax Association Thursday November 8, 2001, Washington 

DC: National Tax Association 2002, p. 259. Other approaches they describe are “a reference law approach, 

which uses a country’s existing tax law as a basis to define the benchmark (e.g., income subject to tax) and 

the concessions giving rise to tax expenditures” and “an approach that seeks to cost only concession that are 

clearly analogous to an expenditure subsidy”. 

995  OECD (2010), Choosing a Broad Base – Low Rate Approach to Taxation, OECD Tax Policy Studies, No. 

19, OECD Publishing, p. 39. For a critical appraisal of the viability of the normal tax structure, see Henk 

Vording, The concept of instrumentalism in tax law, Coventry Law Journal, May 2013, pp. 41-60 and the 

literature cited there.  

996  Stanley S. Surrey and Emil M. Sunley, Jr., General Report, in: Tax incentives as an instrument for 

achievement of governmental goals, Cahiers de droit fiscal international, Vol. LXIa, Deventer: Kluwer 

1976, p. 18. 
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deviate from the comprehensive income concept and this raises the question whether and if so, 

when such departures are justified. This is the topic of the next section.  
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 Well-being: justification and limitation of tax instrumentalism 

 Structural elements of the tax system 

12.3.1.1 General 

Tax instrumentalism embodies the pursuit of non-tax policy goals through the tax system. 

Examples include social, economic and ecological policies. These goals are a corollary to the 

State’s mission to promote the well-being of its citizens. In other words, taxation is not an end 

in itself but a means to the end of promoting well-being.997 If the pursuit of non-tax goals 

through the tax system furthers this aim, there is in my opinion no fundamental objection why 

the tax system should not be used to such ends. The rationale for instrumental tax policy is thus 

enshrined in the State’s raison d’être, as Smeets has rightly noted:  

It is the purpose of the State to promote the common good. Taxation – and by extension an 

activity commonly referred to as swelling the State’s financial coffers – is not an end in 

itself; it is a means used by the State to accomplish the purpose just stated. If that purpose 

requires something that does not (or not immediately) align with procuring resources for the 

treasury, the tax system may in principle be used to that end.998 

It follows that the tax system can also be a tool of the State’s economic policy in so far as it 

stimulates, that is to say increases, the well-being of all its citizens. This stands to reason, 

because the economy and material living standards are building blocks of the multidimensional 

notion of well-being.  

                                                 

997  See also Chapter 4 and the footnotes included there. 

998  M.J.H. Smeets, Het begrip ‘belastingen’ en de toenemende beteekenis van niet-fiscale doeleinden bij het 

heffen van belastingen, in: A.J. van den Tempel et al., Tributen aan het recht. Bundel samengesteld ter 

gelegenheid van het honderdjarig bestaan van het Weekblad voor Fiscaal Recht, Deventer: Kluwer 1971, 

p. 70. See also R.E.C.M. Niessen, Over de legitimatie van belastingheffing, in: A.C. Rijkers and I.J.F.A. 

van Vijfeijken (eds.), Geppaartbundel. Opstellen aangeboden aan prof. mr. Ch. P. A. Geppaart, Deventer: 

Kluwer 1996, p. 155, who writes: “I have been unable to detect fundamental objections to pursuing 

secondary objectives in taxation as such. The fact is that taxation and even the funding of the expenditures 

for which it is intended are not independent objectives. Rather, they serve the overall objective of the State, 

to wit promoting the interests of its citizens. The crux of the matter is that the State seeks to optimize these 

interests simultaneously using all resources it has at its disposal, and while a fair distribution of the tax 

burden in itself is an important sub-objective, in the larger scheme of things it has no absolute value.” 

(Footnotes omitted.) 
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Although the exact measurement of well-being is outside of the scope this thesis, this 

observation has important implications for governments considering to implement instrumental 

tax measures. These implications are discussed in the remainder of this section. 

12.3.1.2 Tax principles and the prevailing tax structure 

Whether a tax measure increases the overall well-being of citizens is measured against the status 

quo and the current or prevailing tax structure is taken as reference. This system is an amalgam 

of legal and economic tax principles that together (and ideally) make up a good tax structure. 

The prevailing tax structure helps achieve well-being, economic growth and economic 

efficiency.999 

Stiglitz identifies economic efficiency, administrative simplicity, flexibility, political 

responsibility and fairness as tax principles that combine into a good tax structure.1000 Similar 

principles are found in the Mirrlees Review1001 and in Musgrave and Musgrave.1002 The latter 

give a non-exhaustive list of requirements for a good tax structure:  

1. The distribution of the tax burden should be equitable. Everyone should be made to pay 

his “fair share.” 

2. Taxes should be chosen so as to minimize interference with economic decisions in 

otherwise efficient markets. At the same time, taxes may be used to correct inefficiencies 

in the private sector provided they are a suitable instrument for doing so. 

3. The tax structure should facilitate the use of fiscal policy for stabilization and growth 

objectives. 

4. The tax system should permit efficient and nonarbitrary administration and it should be 

understandable to the taxpayer. 

5. Administration and compliance cost should be as low as is compatible with the other 

objectives.  

In other words, economic efficiency and economic realism supplement the ability-to-pay 

principle as the cornerstones of a “good” tax system.1003 This is also reflected in the welfare 

                                                 

999  It should be noted that this tax structure is not the same as the conceptual normal tax structure (see above), 

which is used to identify tax expenditures. 

1000  Joseph E. Stiglitz, Economic of the Public Sector (third edition), New York: W.W. Norton & Company 

2000, pp. 457-458. 

1001  James. A. Mirrlees (ed.), Tax by Design: The Mirrlees Review, Oxford: Oxford University Press 2011, 

p. 22.  

1002  Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and Practice, New York: McGraw-

Hill 1973, pp. 192-193. 

1003  See also Chapter 11.4.2. 



12. Tax instrumentalism and well-being: a theoretical perspective 

p. 359 

principle which the Dutch tax scholar De Langen has identified as one of the fundamental 

principles of tax law.1004 This principle essentially dictates that the tax system be conducive to 

general economic welfare. As De Langen observes: 

Taxes are raised in a way that maximizes general prosperity. Taxation must harm general 

prosperity as little as possible and promote it as much as possible. In tax matters this 

requirement is of such importance that it must be considered to be one of the fundamental 

principles of tax law.1005 

Hence, tax principles do not exist in a vacuum. They mingle and interact, and when they do, 

they can collide. When that happens, when in a manner of speaking tax principles come to 

blows, balance must be restored.1006 The ensuing symbiosis results in the prevailing tax 

structure. By way of example, De Langen explains how the welfare principle can mitigate the 

unbridled application of distribution principles:  

Unrestricted application of the distribution principles may harm general welfare. For 

example, if the intrinsically unrestricted principle of privileged acquisition1007 were applied, 

whether deliberately or not, to the income tax, entrepreneurial rent could be impaired at too 

high a cost: entrepreneurial profitability would vanish – here the welfare principle 

intervenes. The ability-to-pay principles, if left unchecked, could increase the inheritance 

tax burden to such an extent that the value of thrift, so important to society, would be 

adversely affected; here too the welfare principle requires moderation.1008 

Conversely, efficiency-driven thinking may result in a head tax – with every taxpayer paying 

an equal amount of tax, regardless of their income. However, as this type of tax is incompatible 

with the notion of tax fairness,1009 efficiency ambitions are reined in by considerations of 

justice.  

                                                 

1004  W.J. de Langen, Grondbeginselen van ons belastingstelsel (inaugural address Amsterdam), Alphen aan den 

Rijn: N. Samsom 1950, pp. 10-12. He also refers to the principles of equality, ability to pay, privileged 

acquisition, direct benefit, least distress, and permitted implementation. 

1005  W.J. de Langen, Grondbeginselen van ons belastingstelsel (inaugural address Amsterdam), Alphen aan den 

Rijn: N. Samsom 1950, p. 10. 

1006  See also Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and Practice, New York: 

McGraw-Hill 1973, p. 193, who observe that “The various objectives are not necessarily in agreement, and 

where they conflict, tradeoffs between them are needed. Thus, equity may require administrative complexity 

and may interfere with neutrality. Corrective use of tax policy may interfere with equity, and so forth.” 

1007  Author’s note: in Dutch: “het beginsel van bevoorrechte verkrijging.” 

1008  W.J. de Langen, Grondbeginselen van ons belastingstelsel (inaugural address Amsterdam), Alphen aan den 

Rijn: N. Samsom 1950, pp. 10-11. 

1009  Tipke, e.g., argues: „Besteuerung nach Köpfen [ist] mit dem Leistungsfähigkeitsprinzip nicht zu 

vereinbaren“. See also Chapter 11.4.1. 
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In sum, tax principles must therefore not be regarded as engraved in stone. The prevailing tax 

structure does (and should) reflect considerations of justice, but it is also designed to restrict 

economic disruptions and to enable the tax system to achieve economic objectives.  

12.3.1.3 Structural elements 

It is clear that the prevailing tax structure merges, inter alia, justice, efficiency and economic 

realism – in a particular “blend”. This “blend” finds expression in what are known as structural 

elements and these elements are inherent to the tax system. 

A structural element that is found in almost all tax systems is the tax mix, and as the word “mix” 

implies its actual design and format may vary. For example, Hamilton, Kuo and Poddar show 

“how a wide variety of economic factors have influenced the tax mix in OECD countries back 

to the early 1960s”.1010 The authors identify “a number of factors that impinge on the choice 

of an optimal tax mix” and provide “an explanation for why multiple tax sources are observed 

in all countries.”1011 These factors include ease of compliance and administration, the different 

functions the tax system is asked to perform, the efficiency costs of various taxes, stability of 

revenues and the level of taxing jurisdiction.1012 For obvious reasons, the “optimal tax mix” in 

an open economy is likely to be different from that in a closed economy.  

Structural elements that are specific to the Dutch system include the principles of sound 

business practice (goed koopmansgebruik), overall profit (totaalwinstbeginsel) and ne bis in 

idem. Each one of these structural elements are economically useful outcomes of balancing tax 

principles. For example, the prudence principle, a corollary to sound business practice, 

prescribes that “the manner in which profit is determined reflects business continuity.”1013 This 

could mitigate the ability-to-pay principle. The same is true for the realization principle: the 

actual levying of taxes may be deferred until such time as revenue is generated.1014  

                                                 

1010  Bob Hamilton, Chun-Yan Kuo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode Hall L.J. 

259 1988, p. 260. 

1011  Bob Hamilton, Chun-Yan Kuo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode Hall L.J. 

259 1988, p. 266. 

1012  Bob Hamilton, Chun-Yan Kuo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode Hall L.J. 

259 1988, pp. 266-270. 

1013  R.P.C. Cornelisse, J.W. Zwemmer and D. Brüll, Goed koopmansgebruik, Deventer: Kluwer 2012, p. 22. 

1014  For more on this principle, see, e.g., J. Spaanstra, Realisatieprincipe en doorschuiffaciliteiten in de 

inkomstenbelasting, WFR 1963/501 and J. Spaanstra, Realisatieprincipe en doorschuiffaciliteiten in de 

inkomstenbelasting (slot), WFR 1963/521. 
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Using such structural elements, the tax system already accommodates requirements of 

economic efficiency and welfare. By its very nature the prevailing tax structure enables 

economic objectives to be attained – within a broader framework, balanced against other tax 

principles. In this way the prevailing tax structure represents an optimal balance between tax 

principles. For that reason, separate instrumental tax measures are in principle unnecessary: 

instrumental tax measures are additional, not integral to economic efficiency and other 

economic objectives embedded in the prevailing tax structure.  

It follows that adjusting the prevailing tax structure is potentially disruptive to the balance 

between tax principles. Caution is called for, lest (for example) the welfare principle be 

overstretched to the detriment of the other tax principles and functions of taxation. This is why 

specific departures from the prevailing tax structure based on economic utility require more 

than just economic efficiency. As the multidimensional notion of well-being also has qualitative 

and non-material dimensions, tax measures aimed at economic utility are only justified when 

they yield a surplus of well-being that is beyond what can be attained under the prevailing tax 

structure. This requires balancing – both quantitatively and qualitatively – all relevant 

dimensions of the multidimensional notion of well-being.  

For the shift to indirect taxes, this implies that an increase of economic utility and of material 

welfare (economic growth, GDP, rising overall material living standards) be balanced against 

a more unequal distribution of wealth and the related dimensions of well-being. The shift in the 

tax mix can only be implemented when such a balanced consideration of its material and non-

material aspects unequivocally points to an increase of well-being for all. The burden of proof 

is in that respect with the government. 

12.3.1.4 Consideration 

Tax systems are governed by a variety of tax principles that together – in a particular 

composition – make up the prevailing tax structure and its constituent structural elements. That 

structure includes economic efficiency and enables the achievement of economic objectives.  
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Of all tax principles, it is the welfare principle that demands that taxes and tax systems should 

be designed to reduce or distort economic welfare as little as possible.1015 It further states that 

taxes should promote economic welfare to the best extent. The welfare principle is thus about 

economic efficiency, economic activity and, ultimately, economic growth. That is why the 

proposed shift from direct to indirect taxes and its roots in the OECD “tax and economic growth 

ranking” are a clear embodiment of this efficiency tenet, too.  

As a catalyst for economic activity, the welfare principle can put a check on distributive 

principles and allow for non-uniform taxation of income. However, the prevailing tax structure 

also limits the welfare principle: economic and implementation principles do not exist in a 

vacuum, but function in a broader context of tax principles. Tipke, for example, observes that 

“die steuertechnischen Prinzipien (…) nicht die gleiche Wertigkeit wie 

Gerechtigkeitsprinzipien [haben]. Sie dürfen die Steuergerechtigkeit, insbesondere den 

Gleichheitssatz, nicht aushölen.”1016 Moreover, in my view efficiency as a notion lacks 

substance and it can only take on meaning when its optimization parameters are known. For 

that reason, and like all tax principles, the welfare principle requires closer contextualization 

and embedding in other social and legal tax principles, and in using instrumental tax measures 

limitations must be taken into account. This is discussed next.  

 Limitation 

12.3.2.1 The role of Gleichbelastung 

Instrumentalism and tax expenditures lead to unequal taxation, and this inequality comes on top 

of the inequality inherent to the prevailing tax structure. As a result, the welfare principle is at 

risk of becoming oppressive and this prompts Stevens to signal that the instrumental use of tax 

law tends to strain the primary function of taxation rather too severely: 

                                                 

1015  Cf. Jeffrey Owens, The David H. Tillinghast Lecture Tax Competition: To Welcome or Not?, 65 Tax L. 

Rev. 173 2011-2012, p. 177: “Growth-oriented tax regimes distort market signals as little as possible and 

avoid discouraging the supply of entrepreneurship, investment, and skills. Tax policies need to go with the 

grain of competition in ensuring that it is the most efficient firms, producing the goods and services 

demanded by the market, which thrive, and at the same time support the redeployment of resources into 

firms and industries where the reward they can earn is higher.” (footnotes omitted).  

1016 Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 1993, p. 15. 
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The firm view that other than budgetary functions of taxation are unacceptable as a matter 

of principle has by now been generally abandoned. Yet what cannot be ignored is the critical 

observation that the instrumental use of tax law (taxation as leverage in the hands of 

policymakers) tends to take too heavy a toll on the primary function of tax law (aiming for 

a just distribution of the tax burden).1017  

He is far from being a voice in the wilderness: in tax literature similar concerns over inequality 

are voiced.1018 In other words, unequal taxation can jeopardize Gleichbelastung and imperil 

well-being, which on purely distributive grounds necessitates its rejection. 

For that reason, the primary function of taxation must continually remain a pivotal concern. 

Given the significance of the ability-to-pay principle and the constitutional equality postulate 

instrumental infringements of Gleichbelastung in my view require weighty justification.1019 

Tipke argues that unequal taxation is only justified if its contribution to well-being clearly, 

convincingly and tangibly exceeds the importance of equal taxation to well-being:1020 

Die Steuervergünstigung ist nur gerechtfertigt, wenn die erwähnte Abwägung ergibt, daβ die 

Steuervergünstigung zu einem gröβeren gesamtgesellschaftlichen Nutzen führt als pure 

Besteuerung entsprechend dem Gleichheitssatz.1021 

                                                 

1017  Leo Stevens, Naar een solidaire participatiemaatschappij: Belastingbeginselen en fiscale instrumenten als 

concretiseringsmogelijkheden (Willem Drees Lezing 2008), Deventer: Kluwer 2008, p. 120.  

1018  E.g., F.H.M. Grapperhaus, Vooruitblik op het belastingrecht, in: A.J. van den Tempel et al., Tributen aan 

het recht. Bundel samengesteld ter gelegenheid van het honderdjarig bestaan van het Weekblad voor Fiscaal 

Recht, Deventer: Kluwer 1971, pp. 5-9; J.L.M. Gribnau, Vertrouwen, legitimiteit en belastingen (inaugural 

address Tilburg), Tilburg University: PrismaPrint 2012, pp. 18-23; R.E.C.M. Niessen, Over de legitimatie 

van belastingheffing, in: A.C. Rijkers and I.J.F.A. van Vijfeijken (eds.), Geppaartbundel. Opstellen 

aangeboden aan prof. mr. Ch. P. A. Geppaart, Deventer: Kluwer 1996, pp. 155-157; Klaus Tipke, Die 

Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und grundrechtlich-

rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, p. 346; Suzanne Mettler, From Pioneer 

Egalitarianism tot he Reign of the Super-Rich: How the U.S. Political System Has Promoted Equality and 

Inequality over Time, 68 Tax L. Rev. 563 2014-2015, pp. 603-607. 

1019  Cf. F.H.M. Grapperhaus, Vooruitblik op het belastingrecht, in: A.J. van den Tempel et al., Tributen aan het 

recht. Bundel samengesteld ter gelegenheid van het honderdjarig bestaan van het Weekblad voor Fiscaal 

Recht, Deventer: Kluwer 1971, pp. 5-6. See also Arie C. Rijkers, Een inkomensbegrip voor de 21e eeuw, 

Tilburg University: PrismaPrint 2013, p. 12. Paul Kirchhof, Der sanfte Verlust der Freiheit. Für ein neues 

Steuerrecht – klar, verständlich, gerecht, München: Carl Hanser Verlag 2004, p. 45. 

1020  Provided that the measure concerned is beneficial to the common good and that it is a suitable, necessary 

and proportional measure to achieve the pursued goal. See Klaus Tipke, Die Steuerrechtsordnung, Band I: 

Wissenschaftsorganisatorische, systematische und grundrechtlich-rechtsstaatliche Grundlagen, Köln: 

Verlag Dr. Otto Schmidt 2000, pp. 340-345.  

1021  Klaus Tipke, Die Steuerrechtsordnung, Band I: Wissenschaftsorganisatorische, systematische und 

grundrechtlich-rechtsstaatliche Grundlagen, Köln: Verlag Dr. Otto Schmidt 2000, pp. 340-341 and p. 346. 

Also: Klaus Tipke, Von der Vielheit zur Einheit des Steuerrechts, in: A.C. Rijkers and I.J.F.A. van Vijfeijken 

(eds.), Geppaartbundel. Opstellen aangeboden aan prof. mr. Ch. P.A. Geppaart, Deventer: Kluwer 1996, 

p. 201. 
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However, in my view, that is not enough. Considering the distribution of material living 

standards it is import that everyone – so every individual, and not just society as a whole – 

benefits on balance. For that reason, the distribution of the benefits of growth and well-being 

should also be taken into account, and not just the aggregate. Therefore, the supposed economic 

utility (a quantitative measure) of instrumental measures will have to be balanced against equal 

(tax) treatment (a qualitative standard). It is only when the balance conclusively tips in favor of 

the instrumental objectives that unequal taxation may be justified. In other words, an 

instrumental measure must not only be verifiably effective, it must also yield added value that 

overcompensates for an infringement of the distribution principles.1022 Growth and rising 

material living standards are indisputably but two links in the chain of well-being and certainly 

not the strongest. 

Specifically, this means for governments, tax policymakers and legislatures that the utility, 

necessity, suitability, effectiveness and proportionality of a tax expenditure must be 

substantiated – and be supported by figures – beforehand. That is why it is fitting to ensure that 

a careful assessment demonstrates the necessity, suitability and proportionality of the 

instrument opted for and ex ante establishes the likelihood of the benefits (for example, 

economic growth) overcompensating for the downside, that is to say, unequal taxation. The 

probability of a positive contribution to well-being must be clear at the outset. As said, the 

burden of proof is with the parties wishing to introduce tax expenditures. 

Once a measure has been enacted, its utility and necessity must be borne out continually: interim 

evaluations will serve to statistically confirm the effectiveness and the requisite 

                                                 

1022  The literature yields an abundance of assessment frameworks for instrumentalism. Whereas such 

frameworks mainly address the legal and formal aspects of legislation, this thesis emphasizes the distributive 

aspects of instrumentalism and of tax expenditures. For that reason, elaborate discussion, analysis and 

exploration of these frameworks is beyond the scope of the research presented in this thesis. For an example, 

see the Prospective Legislation memo (Nota Zicht op wetgeving, Parliamentary documents II 1990/91, 

22 008, nos. 1 and 2), F.H.M. Grapperhaus, Vooruitblik op het belastingrecht, in: A.J. van den Tempel et 

al., Tributen aan het recht. Bundel samengesteld ter gelegenheid van het honderdjarig bestaan van het 

Weekblad voor Fiscaal Recht, Deventer: Kluwer 1971, pp. 5-9, W.A.F.G. Vermeend, Zin en onzin van 

fiscale instrumentalisering, in: J. Verburg, N.H. de Vries and O.I.M. Ydema (eds.), Liberale Gifte: 

Vriendenbundel Ferdinand Grapperhaus, Deventer: Kluwer 1999, p. 365, R.E.C.M. Niessen, 

Instrumentalisme en belastingrecht, WFR 1997/653, Section 4 and the literature cited there, J.L.M. Gribnau, 

Rechtsbeginselen en evaluatie van belastingwetgeving’, in: A.C. Rijkers and H. Vording (red.), Vijf jaar 

Wet IB 2001, Deventer: Kluwer 2006, pp. 39-62, J.P. Boer, Sturende belastingheffing een monster? 

Juridische kanttekeningen bij fiscaal instrumentalisme en ‘tax nudging’ (inaugural address Leiden), The 

Hague: Sdu Uitgevers 2013 and David M. Schizer, Limiting Tax Expenditures, 68 Tax L. Rev. 275 2014-

2015. 



12. Tax instrumentalism and well-being: a theoretical perspective 

p. 365 

overcompensation. Again, the burden of proof is with the government. The evaluative context 

thus established is crucial in assessing whether to continue, discontinue or adjust a tax 

expenditure. To quote Burman: “Periodically evaluating the size and effectiveness of tax 

expenditures is a necessary (although not sufficient) requirement for good government.”1023  

12.3.2.2 A hierarchy of tax principles 

When several tax principles collide, distribution principles curtail the welfare principle. In this 

way, the unequal treatment characteristic of tax instrumentalism is limited by the broad notion 

of well-being, and more in particular by the ideal of Gleichbelastung. Instrumental inequality 

can only be justified if an integral assessment of all relevant qualitative and quantitative 

dimensions of the broad notion of well-being shows that such inequality, in the material sense 

of the word, on balance benefits the well-being of all individuals. Increases in quantitative 

dimensions of the notion of well-being (material living standards, GDP) cannot simply replace 

its qualitative elements, such as equal treatment. For that option to be viable, indisputable added 

value is required – ex ante, hic et nunc and ex post. 

De Langen underlines the decisive role of distribution principles in expressing distributive 

justice: 

This ambition to preserve thrift and entrepreneurial spirit does contain the unrestricted 

application of the distribution principles to a degree, but it does not by any means neutralize 

them; they continue to control the distribution. Using our legislation as reference, the 

interaction between the welfare principle and the distribution principles can be explained as 

follows. After the war, the money supply was observed to be too large and the debt burden 

too heavy. This could be easily remedied: withdraw the money from circulation, return one 

guilder for every two guilders and halve bank and savings deposits. This is indeed how it 

could be done, but chance would then decide to what extent everyone would be impacted, 

sacrifices would be disproportionate and our sense of justice would not tolerate that. Next, 

economists come knocking on the tax door, because we know how to administer distributive 

justice. Very well, we will help you, but we shall play by our rules. And we will impose an 

income-related tax as the one-off levy as well as a windfall tax as the capital accretions tax, 

and we will take in our stride the many complications that follow in the wake of these 

principles and the equality principle - and we will take all these harsh measures to discharge 

debts and reduce the money supply in a just manner.1024 

                                                 

1023  Leonard E. Burman, Is the Tax Expenditure Concept Still Relevant?, National Tax Journal Vol. LVI, No. 3, 

September 2003, p. 621. 

1024  W.J. de Langen, Grondbeginselen van ons belastingstelsel (inaugural address Amsterdam), Alphen aan den 

Rijn: N. Samsom 1950, p. 11. 
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Hofstra too highlights the fundamental role of distribution principles when he observes that 

taxation should be based on a set of rules that aim to distribute the tax burden in a way that 

primarily meets the demands of individual equity and technical feasibility – an aim he believes 

outweighs demands of economic efficiency: 

In the approach of the object of academic tax research I have suggested above the problems 

faced by tax researchers are entirely different in nature. Tax research is no stranger to 

macroeconomic issues, for example, the relationship between the tax burden and economic 

activity. What is essential, however, is that taxation is based on a system of legal rules that 

aim to distribute the tax burden in a way that is not only acceptable macroeconomically, but 

that also, and especially, at the microeconomic level meets the requirements of individual 

justice and technical practicability – two requirements that in turn are well beyond the scope 

of the general problems of modern public finance.  

Naturally, taxation must meet the requirements of economic feasibility: therein lies one of 

the duties of academic tax research. But equally important, nay, more important is the 

requirement of just taxation: for if justice is removed, to quote Augustine of Hippo, what is 

the State, but a great robbery? As far as our problem is concerned, in a state under the rule 

of law it is of the essence to establish what good tax law is; good tax law in the sense of tax 

law that succeeds in reconciling justice with efficiency at their optimum.1025 

Economists have also embraced a hierarchy in which distribution principles top the bill. For 

example, in the authoritative Mirrlees Review distributional outcomes precede the subsequent 

set-up of the tax system in the sense that the parameters of a preferred tax system should be set 

to fit a particular distributional outcome: 

The way we formulate the objectives of a tax system is to say that for a given distributional 

outcome, what matters are:  

- the negative effects of the tax system on welfare and economic efficiency—they should 

be minimized; 

- administration and compliance costs—all things equal, a system that costs less to operate 

is preferable; 

- fairness other than in the distributional sense—for example, fairness of procedure, 

avoidance of discrimination, and fairness with respect to legitimate expectations; 

- transparency—a tax system that people can understand is preferable to one that taxes by 

“stealth”.1026 

                                                 

1025  H.J. Hofstra, Plaats en taak van de belastingwetenschap (inaugural address Leiden), Deventer: Æ. E. Kluwer 

1966, p. 14. 

1026  James. A. Mirrlees (ed.), Tax by Design: The Mirrlees Review, Oxford: Oxford University Press 2011, 

p. 22. 
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12.3.2.3 A harmonious whole 

Sound tax law reflects the optimum of, inter alia, equity and efficiency.1027 These two elements 

are closely connected, to the extent that neither justice nor efficiency is an absolute.1028 Neither 

distributive principles nor the welfare principle should be pushed to their extremes. What 

matters is striking the right balance, achieving a measured equilibrium, and this balance finds 

expression in the prevailing tax structure. The notion of well-being connects distributive 

principles and the welfare principle, in a way that allows them to form a harmonious whole. 

That is why specific departures from the prevailing tax structure (instrumentalism) that rest on 

supposed economic utility require more than just efficiency. New instrumental measures can 

only be legitimate if they overcompensate for unequal tax treatment and yield added value the 

prevailing tax structure cannot achieve. It is up to the government to prove that this is the case. 

  

                                                 

1027  In this connection, see the equity-efficiency trade-off discussed in Chapter 13.2.3. 

1028  As Bordewijk observes: “Taxation based on one’s ability to pay: the slogan of slogans for whom equal tax 

burden is the grand ideal of taxation. It seeks individual justice, as a counterpoise to centuries of randomness 

and brute force. But there is another concept of the ability to pay, one that has a public angle, and from this 

angle the tax authorities are not greed incarnate, as they all too often are in popular perception, but a vital 

organ of a State seeking to increase prosperity, an indispensable element in the great, complex and finely 

attuned barter economy of which taxes are a part. It is not the tax authorities that confront prosperity that 

are social: rather, it is the tax authorities that take part in and are part of prosperity that are social. These 

tax authorities shall not want, for the warning of the venerable MONTESQUIEU, and this is my final point, 

does not apply to them: “Mais si un pouvoir arbitraire ôte les récompenses de la nature, on reprend le dégout 

pour le travail, et l’inaction paraît être le seul bien.” See H.W.C. Bordewijk and J.H. Bast, De Theorie der 

Belastingen en het Nederlandse Belastingwezen (2nd edition), Zwolle: W.E.J. Tjeenk Willink 1939, p. 615. 
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 Conclusion 

In exploring instrumentalism and tax expenditures from the perspectives of the 

multidimensional notion of well-being, ability to pay and Gleichbelastung, this chapter has 

addressed the following research questions:  

How does tax instrumentalism relate to the government’s pursuit of well-being? 

And  

Under what conditions can instrumental deviations from the ability-to-pay benchmark and 

the comprehensive income concept be justified in light of the multidimensional notion of 

well-being? 

These two questions are now answered as follows.  

Instrumentalism is the deliberate use of tax law as a policy instrument to pursue social, 

economic and other policy goals, other than or beyond the revenue goal of taxation (i.e. non-tax 

goals). The two main goals of tax instrumentalism are redistribution and regulation.  

The pursuit of non-tax policy goals through the tax system is a corollary of the State’s mission 

to promote the well-being (including the welfare) of its citizens. Tax instrumentalism thus 

follows from, relates to and expresses the public pursuit of well-being. Taxation is therefore not 

an end in itself but a means to promote well-being. If the pursuit of non-tax goals through the 

tax system furthers this aim, there is no fundamental objection to using the tax system to such 

ends. In other words, instrumental tax policy is an integral part of the State’s raison d’être.  

Tax instrumentalism often involves tax expenditures. Both can lead to unequal taxation, adding 

to the unequal tax treatment that the prevailing tax structure may already engender. As a 

consequence, the ideal of Gleichbelastung may be compromised in situations where taxation is 

subordinate to instrumental ancillary goals. Moreover, unequal taxation does impact on the 

distribution of income and wealth, especially where progressive rates apply. It can increase 

economic inequality.  

Instrumental inequality can therefore only be justified if an integral assessment of all relevant 

qualitative and quantitative dimensions of the broad notion of well-being shows that such 

inequality, in the material sense of the word, on balance benefits the well-being of all 

individuals in society. This means that distribution counts. Increases in quantitative dimensions 

of the notion of well-being (material living standards, GDP) cannot simply replace its 
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qualitative elements, such as equal treatment. For that option to be viable, indisputable added 

value for all is required – ex ante, hic et nunc and ex post. In all instances, the burden of proof 

is with the government.  

Unequal taxation affects the distribution of material living standards. As well-being’s various 

dimensions mutually interact, inequalities of the dimension material living standards may spill 

over to others.1029 Apart from taxation in accordance with ability to pay, the multidimensional 

notion of well-being likewise warrants attention for the distribution of material living standards 

(income, wealth, consumption), both in a multidimensional context and at a conceptual level. 

This is why the next chapter will analyze the consequences an unequal distribution of material 

living standards can have for well-being in order to subsequently identify potential 

well-being-related trends. 

-- 

  

                                                 

1029  See Chapter 11.3. 
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 Introduction 

With economic growth in terms of GDP, material standards of living, and employment as its 

primary driver, the shift to indirect taxes is mainly rooted in economic considerations. It has 

strong instrumental tell-tale signs.1030 Still, Chapter 2 showed, in contemporary economic 

literature this decidedly economic approach has been replaced by a less materialistic pursuit of 

well-being. As expounded in Chapter 11, well-being is a multidimensional concept, home to 

both material and immaterial dimensions. Economic growth and material standards of living 

are only a few and, thus, certainly not the only elements within this many-sided concept. Other 

dimensions like health, social contacts, environment, security and prosperity differences are 

equally – or arguably even more – relevant aspects. Rather than being separate objectives, these 

dimensions are means to achieve the all-round end of well-being. Chapter 11 therefore 

concluded that the pursuit of well-being is multifaceted and all relevant dimensions warrant 

attention when assessing the impact of policy measures on well-being.  

To this end, spillover effects between well-being’s various dimensions should be identified and 

taken into account. As noted in Chapter 11.3, such an analysis is multidimensional. It therefore 

requires a demarcation of the area of enquiry and a starting point from which spillovers to 

(other) dimensions are identified. In this thesis, this analysis departs from the dimension most 

circumscribed and primarily affected by taxation: material living standards. After all, as taxes 

are still paid in cash, they determine the size and distribution of (disposable) income and wealth 

as well as net opportunities to consume.  

Having established the area of enquiry in Chapter 11, Chapter 12 has shown that the tax shift 

to indirect taxes is a form of tax instrumentalism. The chapter argued that instrumentalism, or 

the pursuit of non-tax policy goals through the tax system, is a corollary of the State’s mission 

to promote the well-being of its citizens. In other words, instrumental tax policy is an integral 

part of the State’s raison d’être. The chapter subsequently showed how tax instrumentalism 

leads to unequal taxation, which cannot but add to economic inequality.  

Economic inequality is about the distribution of material living standards. Therefore, 

differences in material living standards materialize in economic inequality. As a result, 

economic inequality is not a separate dimension of well-being: it regards the distribution of 

                                                 

1030  See Chapter 12. 
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well-being’s material living standards dimension. Its effects, however, need not be limited to 

this dimension: economic inequality can spill over to a host of other dimensions. For example, 

literature links economic inequality to a raft of societal, economic, and democratic 

dysfunctionalities that involve dimensions such as health, insecurity, education and political 

voice and governance. Other literature considers economic inequality a building block for 

economic growth and prosperity.  

It follows from the above that the relationship between economic inequality and well-being is 

therefore twofold. On the one hand, economic inequality is about the distribution of (the 

dimension) material living standards. In that respect, it only regards this separate dimension. 

On the other hand, economic inequality can have spill overs to other dimensions of well-being 

at the conceptual level. In this way the impact of an unequal distribution of material living 

standards extends beyond the dimension material living standards. 

Bearing in mind such potential spillovers between well-being’s various dimensions, in the 

pursuit of well-being and welfare it is therefore appropriate to consider the consequences of 

economic inequality and to assess them in a broader, multidimensional context. In this way, 

well-being-related trends of the tax shift to indirect taxes (and tax instrumentalism) can be 

identified through economic inequality. An answer to this thesis’ research question therefore 

also merits an analysis of the twofold relation between economic inequality and well-being and 

the various spillovers economic inequality can give rise to. This is the topic of this 

thirteenth chapter. This chapter concludes the conceptual part of this thesis. 

Traditionally, differences in wealth and income were considered to be a conditio sine qua non 

for economic activity, innovation, growth and – ultimately – rising material living 

standards.1031 On this traditional view, economic inequality is good for economic growth. 

Growth can, in turn, boost the dimension material living standards. From this perspective a tax 

shift to indirect taxes could not only in itself – at least theoretically – boost economic growth 

                                                 

1031  Ostry et al. summarize some of the theoretical economic arguments advanced for economic inequality. They 

write: “Inequality can influence growth (…) positively by providing incentives for innovation and 

entrepreneurship (…); by raising saving and investment if rich people save a higher fraction of their income 

(…); and, perhaps especially relevant for poor countries, by allowing at least a few individuals to accumulate 

the minimum needed to start businesses and get a good education (…).” See Jonathan D. Ostry, Andrew 

Berg, and Charalambos G. Tsangarides, Redistribution, Inequality, and Growth, IMF Staff Discussion Note 

February 2014, SDN/14/02, pp. 7-8. 
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and employment,1032 but also be an indirect stimulant for growth through its impact on 

economic inequality.  

Recent socio-scientific research, though, paints a more balanced picture. This literature links 

an unequal distribution of material living standards with a whole array of economic, societal, 

and democratic dysfunctionalities whose influence on well-being spans beyond material living 

standards only and can affect various dimensions of well-being rather negatively. One example 

already briefly mentioned in Chapter 11.3 concerns the impact of differences in parental income 

on children’s educational opportunities and their opportunities to climb the social ladder. In this 

way, economic inequality can perpetuate along various dimensions of well-being.  

In view of the multidimensional notion of well-being, an examination of the advantages and 

disadvantages of economic inequality would thus be relevant. These will therefore be discussed 

on the basis of a literature study. 

The thing to keep in mind here is the scope of inequality. Hence, the literature referred to above 

does not discuss differences in income and wealth insofar as they reflect differences in 

commitment, effort, and saving and consumption behavior. In broad terms such inequalities 

generally have a signaling and instrumental function: in showing the rewards that efforts can 

produce they can be an incentive for economic activity.1033 Literature is more inclined to focus 

on extensive, dynastic wealth inequalities and yawning wage gaps between deciles of the 

income distribution (excessive inequality). 

A 2011 report of the US Congressional Budget Office (CBO) offers a glimpse into the scope of 

the excessive differences referred to above.1034 The CBO found that “from 1979 to 2007, real 

(inflation-adjusted) average household income, measured after government transfers and 

federal taxes, grew by 62 percent.” However, averages are just… averages. Focusing on the 

distribution itself, it turns out that these benefits accrued almost exclusively to the top 1 percent 

of the population with the highest income, whose average real after-tax income grew almost 

                                                 

1032  Recall from Chapter 2 that the positive growth and employment effects of a shift to indirect taxes are 

nevertheless disputed. A review of empirical literature points out that they are short-lived at best. 

1033  It will be discussed in Chapter 13.2.3 et seq. this is not always necessarily the case.  

1034  Congress of the United States / Congressional Budget Office, Trends in the Distribution of Household 

Income Between 1979 and 2007, October 2011, https://www.cbo.gov/publication/42729 (accessed 

November 17, 2017). 
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275 percent in less than thirty years. The other households in the top 20 percent of the 

population experienced a 65 percent increase in real after-tax income. For the 60 percent in the 

middle of the population (percentiles 21 through 80) the growth in average real after-tax income 

was just under 40 percent. For the 20 percent of the population with the lowest incomes, average 

real after-tax income was roughly 18 percent higher in 2007 than it had been in 1979. 

Inequalities of this kind are considered excessive in this research. 

Maybe a picture is worth more than a thousand words. The following chart illustrates how the 

top 1 percent pulled away from the rest. 

Figure 191035 

 

Bearing in mind such excessive differences, this chapter provides a detailed examination of the 

main arguments in favor of and against (excessive) economic inequality that have been 

advanced in literature. The chapter thereby follows a descriptive and evaluative approach. The 

influence exerted by the degree of inequality of material living standards on dimensions of 

well-being is examined and analyzed by identifying the various advantages and disadvantages 

of economic inequality as described in literature. So, as noted earlier, this chapter and the rest 

of this thesis explicitly forego discussing the moral or political-philosophical principles of a fair 

distribution of income and wealth. This thesis just takes the distribution as it is. The key issue 

is the relationship between economic growth, economic inequality and well-being, viewed 

                                                 

1035  Source: Congress of the United States / Congressional Budget Office, Trends in the Distribution of 

Household Income Between 1979 and 2007, October 2011, p. x. 
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through the lens of the economic, societal, and democratic consequences of economic inequality 

as described in literature. Attention is also paid to the causes of (increasing) inequality that have 

been cited in literature. The research questions read: 

What are the economic, societal, and democratic consequences of - increasing - economic 

inequality that have been identified in literature and how can they affect well-being at the 

conceptual level? 

 

And 

What are the main causes of – increasing – economic inequality that have been cited in 

literature? 

The chapter continues as follows. Traditional arguments in support of inequality are mainly 

economic and describe inequality as prerequisite for economic growth and prosperity. 

Section 13.2 is about this literature (literature review). It links these arguments to dimensions 

of well-being. Modern day literature on the societal, economic, and democratic downsides to 

excessive inequality is discussed in Section 13.3 (literature review). In that section, the various 

downsides highlighted are also linked to dimensions of well-being.  

As this thesis is also about the impact of taxes on inequality, Section 13.4 will subsequently 

briefly contemplate on the various causes of (increasing) economic inequality that have been 

identified in literature (literature review). In this way one can better grasp the role taxes play in 

this respect. It will be shown that inequality’s main causes are chiefly the result of changing 

institutions, but they have a tax dimension too. The tax causes of inequality are elaborately 

discussed in Chapters 14 and 15 – in the empirical part of this thesis. Section 13.5 will include 

a conclusion on and an answer to this chapter’s research questions. 

Before proceeding to discuss the arguments advanced in favor of economic inequality, it should 

be noted that the attention for the downsides of (excessive) economic inequality has grown only 

fairly recently and is not as established as literature on the purported advantages of economic 

inequality. This chapter will therefore mostly focus on this “new” literature. 
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 Economic inequality: why 

 Overview of arguments advanced in favor of economic inequality 

Arguments advanced in support of economic inequality often emphasize how it is instrumental 

to economic activity and a prerequisite to the creation of value. From this perspective, economic 

inequality can have a positive influence on economic activity and economic growth. At the 

conceptual level, economic activity and economic growth, in turn, lead to improvements to the 

dimension material living standards. After all, higher growth means higher output, more 

production, a larger GDP, more jobs, a rising national income and higher standards of living. 

In turn, higher living standards can improve other aspects of well-being, such health outcomes, 

educational opportunities and economic security. 

Pleas in defense of inequality frequently go hand in hand with a case for lower taxes in general 

and tax cuts targeted at the rich in particular.1036 The arguments are roughly threefold. First is 

the so-called Kuznets hypothesis, according to which inequality is merely a temporal 

phenomenon among countries transitioning from a rural to an industrial economy. Inequality 

has further been defended as a spur to economic growth and private initiative – the benefits of 

which would subsequently trickle down “from the rich to the rest”. Finally, it has been argued 

that inequality and concentrations of wealth are a prerequisite to investments in industrial 

enterprises that can employ great masses. These arguments are discussed next. Critics of these 

arguments are also reviewed. 

 Inequality is only a temporal phenomenon: Kuznets’ contribution 

Early literature on income inequality and economic growth was dominated by the so-called 

Kuznets hypothesis. The hypothesis states that while transitioning from rural to industrial 

society, average income continually increases and the distribution of income changes along 

with it.1037 On the basis of cross-country and time series data, Kuznets found an inverted 

U-shaped relation between income inequality and gross national product per capita. First, 

                                                 

1036  See, e.g., Grayson M.P. McCouch, The Empty Promise of Estate Tax Repeal, 28 Va. Tax 369 2008-2009 

and Sergio Pareja, Estate Tax Repeal Under Eggtra: A Proposal For Simplification, 38 Real Prop. Prob. & 

Tr. J. 73 2003-2004 (discussing the US estate tax repeal as part of the Economic Growth and Tax Relief 

Reconciliation Act of 2001.) 

1037  Simon Kuznets, Economic Growth and Income Inequality, The American Economic Review, Vol. XLV, 

March, 1955, No. 1, pp. 1-28. 
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countries grow more unequal during the early stages of development and the rich become 

(comparatively) richer. During later stages average income still increases, but the distribution 

of income gradually becomes more equal. Thus, in this view, inequality is only a temporal 

phenomenon that will eventually diminish during later stages of economic development.  

For a long time most economists showed little interest in the study of income inequality. 

Consequently, Kuznets’ hypothesis resonated with many and dominated thinking about 

inequality.1038 Nevertheless, over the years the hypothesis has been widely criticized for 

various reasons. Aghion et al. observe that “the downward trend in inequality experienced by 

[economies in later stages of development; LWDW] during the twentieth century has reversed 

sharply in recent times.”1039 Others cast doubt on the empirical validity of Kuznets’s 

hypothesis. Went,1040 for instance, criticizes its speculative nature and points out its limited 

empirical underpinnings – of which Kuznets was by the way well aware when he wrote that 

“[t]he paper is perhaps 5 per cent empirical information and 95 per cent speculation, some of it 

possibly tainted by wishful thinking”.1041  

Piketty notes that “the magical Kuznets curve theory was formulated in large part for the wrong 

reasons” and emphasizes that “its empirical underpinnings were extremely fragile”.1042 He 

argues that inequality is not a temporary phenomenon, but a feature of capitalism that cannot 

be reversed without state intervention. According to the economist there is no natural 

relationship between inequality and a country’s level of development. Instead, Piketty claims, 

the sharp reductions in inequality observed in most rich countries between 1914 and 1945 are 

due “above all to the world wars and the violent economic and political shocks they entailed 

                                                 

1038  For a discussion of “Kuznetsian” literature, see Ravi Kanbur, Income Distribution and Development, in: 

A.B. Atkinson and F. Bourguignon (eds.), Handbook of Income Distribution: Volume I, Amsterdam: 

Elsevier Science 2000, pp. 791-841. 

1039  Philippe Aghion, Eve Caroli and Cecilia García-Peñalosa, Inequality and Economic Growth: The 

Perspective of the New Growth Theories, Journal of Economic Literature, Vol. 37, No. 4 (Dec., 1999), 

p. 1616. These economies are the United States and most of the (other) OECD countries. 

1040  Robert Went, Inkomensongelijkheid en groei, in: Monique Kremer, Mark Bovens, Erik Schrijvers and 

Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de ontwikkeling en gevolgen van 

economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, p. 134. 

1041  Simon Kuznets, Economic Growth and Income Inequality, The American Economic Review, Vol. XLV, 

March, 1955, No. 1, pp. 26. 

1042  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, p. 15. For a critical discussion of Piketty’s work, see, e.g., David Soskice, Capital in 

the twenty-first century: a critique, The British Journal of Sociology 65-4, pp. 650-666. 
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(especially for people with large fortunes)” and not to “the tranquil process of intersectoral 

mobility described by Kuznets.”1043 

Piketty bases his argument on a formula that relates the return on capital, r, to the economy’s 

growth rate, g. R represents dividends, interests, profits, rents and other income from capital. G 

is measured in output or income. In short, Piketty’s central thesis is that when the rate of return 

on capital over a long term exceeds the rate of economic growth, concentration of wealth will 

arise. Such an unequal distribution, he claims, can cause social unrest and economic instability. 

Greater equality can in Piketty’s view only be achieved by redistribution – for which he 

proposes a global system of progressive wealth taxes.1044, 1045 I return to these and other 

reported causes and consequences of economic inequality in Section 13.4.  

 A spur to economic growth and private initiative 

Conventional wisdom says that a certain degree of inequality is inevitable and arguably 

necessary in any market economy.1046 From this point of view, income and wealth inequality 

                                                 

1043  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, p. 15. 

1044  “Vielleicht würde die Steuer auf groβe Vermögen wieder abgeschafft. Diese Chance bestand durchaus, aber 

die Einkommensteuer, die schon so lange existierte, würde auf jeden Fall bleiben. Groβe Vermögen! Was 

fiel darunter nach Ansicht des sozialistischen Menschenfreundes? Vermögen von drei Millionen Franc. 

Doch nicht der Mühe wert, deshalb die armen Sparer zu belästigen? Und du weiβt sicher auch, daβ ein 

Kapitalist um so mehr Möglichkeiten hat, sein Vermögen beiseite zu schaffen, je gröβer der Betrag ist, den 

er besitzt. Oder er muβ alles in Immobilien angelegt haben. Oder in Ländereien und Wäldern, aber die sind 

genauer betrachtet nichts wert. Drei Millionen Franc! Was ein Sozialist als groβes Vermögen bezeichnet. Je 

mehr der Wert des Geldes sinkt, desto mehr Leute besitzen bald mehr als drei Millionen und müssen deshalb 

Vermögenssteuer bezahlen. Demnächst muβ noch die kleinste Sparbüchse daran glauben.” Willem Frederik 

Hermans, Au pair (Aus dem Niederländischen von Waltraud Hüsmert), Leipzig: Gustav Kiepenheuer Verlag 

2003, p. 310. 

1045  For critical remarks see also Laurens Wijtvliet, Analyse Piketty moet leiden tot betere inkomstenbelasting, 

Het Financieele Dagblad, October 29th, 2014. 

1046  Cf. Eric M. Zolt, Inequality in America: Challenges for Tax and Spending Policies, 66 Tax L. Rev. 641 

2012-2013, p. 645 (“... it is important to appreciate that some degree of inequality is an inevitable and 

necessary result of a market economy.”) See also George P. Watkins, The Growth of Large Fortunes: A 

Study of Economic Causes Affecting The Acquisition and Distribution of Property, diss. 1907 Cornell 

University, p. 162 (“Some inequality is inevitable and also highly desirable. But inequality of natural 

endowment will, under any probably circumstances, insure all the economic inequality that is needed.”) 

Rawls also rejects an equal distribution of income and wealth, calling it “irrational”, because “it does not 

allow society to meet the requirements of social organization and efficiency”. See John Rawls, Justice as 

Fairness. A Restatement, Cambridge, MA: The Belknap Press of Harvard University Press 2001, p. 151. In 

this regard, McCaffery observes: “Rawls does not claim, either in the passages setting forth fair equality of 

opportunity or in his sketch of an ideal tax system, that the institutions of society should be set up to ensure 

that individuals in fact be born into the same ‘income class’. Rather, Rawls has the comparatively more 

modest concern that unequal income classes should not adversely affect important life opportunities, or 
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may arise “because of underlying differences in members of society”1047 and reflect differences 

in effort, talent, intelligence, hours worked, investments in human capital, ambition, 

preferences, taste, physical appearance, ambition, and luck.1048 A college graduate who studies 

to obtain an MBA-degree may earn a greater return on his investment in human capital and 

command a higher wage in the market place than those who do not pursue an additional 

education. I agree with Zolt that it is hard to object differences in outcome if two people who 

share similar (economic) opportunities in life “make different decisions about how and whether 

to exploit those opportunities.”1049 

Traditionally, differences in earnings are perceived as rewards for merit and can be considered 

as a motivator: inequality of earnings signals that those willing to work hard and put in 

additional effort may one day reap the fruits of their labor. In this respect, inequality and the 

opportunity to get rich can motivate people to take up paid work, start a business, hire additional 

employees or put in a few additional hours at the office to earn that bonus. As far as such efforts 

lead to increases in employment or income, economic inequality can primarily improve the 

dimension material living standards at the conceptual level.  

Moreover, there can be immaterial, non-pecuniary benefits too – especially at the individual 

level. Taking up a paid job or starting a business may, for instance, improve someone’s 

socio-economic situation, contribute to self-esteem, offer a pastime, improve social connections 

and enable a person to engage in more personal activities like going out and taking a vacation. 

A higher income can also improve access to health care and education. From a government 

fiscal perspective, rising employment can bring in more tax revenues and contribute to falling 

welfare and unemployment costs. The benefits of improvements to the dimension material 

                                                 

‘prospects of success’.” See Edward J. McCaffery, The Uneasy Case for Wealth Transfer Taxation, 104 

Yale L. J. 283 1994-1995, p. 292.  

1047  Eric M. Zolt, Inequality in America: Challenges for Tax and Spending Policies, 66 Tax L. Rev. 641 2012-

2013, p. 645. 

1048  See also Derek Neal and Sherwin Rosen, Theories of the Distribution of Earnings, in: A.B. Atkinson and F. 

Bourguignon (eds.), Handbook of Income Distribution, Volume 1, Amsterdam: Elsevier 2000 (exploring 

several theories of earnings distributions and models that address their empirical motivations.) 

1049  Eric M. Zolt, Inequality in America: Challenges for Tax and Spending Policies, 66 Tax L. Rev. 641 2012-

2013, p. 645 (“It is hard to object that two otherwise identical young lawyers are paid different salaries 

because one elects to work 1800 hours a year and the other works 2800 hours, or that two brothers or sisters 

who share similar economic opportunities but make different decisions about how and whether to exploit 

those opportunities have different financial outcomes.”) 
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living standards can thus be manifold and involve other dimensions of well-being, too. They 

are, however, primarily material in nature. 

The notion that hard work and the toils of labor pay off is engrained in the minds of many 

people and embodied by Horatio Alger stories about people from modest backgrounds who 

rose from rags the riches.1050 The mantra that by dint of own effort each can pull away from 

poverty could also be heard in U.S. President Obama’s 2012 election speech: 

I believe we can keep the promise of our founding – the idea that if you’re willing to work 

hard, it doesn’t matter who you are, or where you come from, or what you look like, of where 

you love – it doesn’t matter whether you’re black or white, or Hispanic or Asian, or Native 

American, or young or old, or rich or poor, abled, disabled, gay or straight – you can make 

it here in America if you’re willing to try.1051 

Far from only folklore, similar convictions have dominated economic thinking for decades. 

Following the American economist Arthur M. Okun, a widespread view among economists has 

long been that there exists a trade-off between equality and efficiency in economics. In this 

view, market outcomes reflect rewards and penalties that are meant to encourage effort and 

socially productive enterprise. Inequality is then a necessary by-product of an efficient economy 

that successfully goads economic enterprise and rewards merit.1052 It could thereby also 

encourage the poor to work harder, the theory holds.1053 Okun put it as follows: 

American society proclaims the worth of every human being. All citizens are guaranteed 

equal justice and equal political rights. Everyone has a pledge of speedy response from the 

fire department and access to national monuments. As American citizens, we are all 

members of the same club. 

Yet at the same time, our institutions say “find a job or go hungry”, “succeed or suffer.” 

They prod us to get ahead of our neighbors economically after telling us to stay in line 

socially. They award prizes that allow the big winners to feed their pets better than the losers 

can feed their children. 

                                                 

1050  Horatio Alger was a nineteenth century author who wrote stories about individuals from modest 

backgrounds who by their own hard work and effort managed to live the American Dream and go from rags 

to riches.  

1051  Remarks by the President on Election Night, November 7, 2012, http://www.whitehouse.gov/the-press-

office/2012/11/07/remarks-president-election-night (accessed November 17, 2017).  

1052  See generally, e.g., Karen Rowlingson and Stuart Connor, The ‘Deserving’ Rich? Inequality, Morality and 

Social Policy, 40 Journal of Social Policy 3 (2011), pp. 437-452 (outlining a range of possible criteria for 

deservingness among the rich.) 

1053  Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce Inequality and 

Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, p. 1264. 
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Such is the double standard of capitalist democracy, professing and pursuing an egalitarian 

political and social system and simultaneously generating gaping disparities in economic 

wellbeing. This mixture of equality and inequality sometimes smacks of inconsistency and 

even insincerity. Yet I believe that, in many cases, the institutional arrangements represent 

uneasy compromises rather than fundamental inconsistencies. The contrasts among 

American families in living standards and in material wealth reflect a system of rewards and 

penalties that is intended to encourage effort and channel it into socially productive activity. 

To the extent that the system succeeds, it generates an efficient economy. But that pursuit of 

efficiency necessarily creates inequalities. And hence society faces a tradeoff between 

equality and efficiency...1054 

Note that these theories would seem to assume that all citizens have equal economic 

opportunities and possibilities, at the very least that differences in efforts and economic activity 

are an individual’s free choice. However, as noted in Chapter 13.1 and discussed more 

elaborately in Chapter 13.3, excessive economic inequality has exactly the opposite effect: it 

bars equal opportunity. 

In the traditional view, policies that pursue greater equality of outcomes, for example by means 

of progressive taxation, can thus only come at the cost of reduced efficiency, lost productivity 

and foregone economic growth because they discourage effort and risk-taking.1055 This 

aversion to taxes was once powerfully articulated by Winston Churchill:  

We contend that for a nation to try to tax itself into prosperity is like a man standing in a 

bucket and trying to lift himself up by the handle.1056  

In economics, equality, but also equity, and efficiency are thus sometimes thought of as two 

mutually exclusive or rival objectives of tax policy between which policymakers must 

choose.1057 Taxes, and especially progression and progressive tax rates targeted at the rich, 

discourage economic activity and depress private initiative. Conversely, rewarding effort and 

                                                 

1054  Arthur M. Okun, Equality and Efficiency: The Big Tradeoff, Washington DC, The Brookings Institution, 

p. 1. 

1055  E.g., Joel Slemrod and Jon Bakija, Taxing Ourselves: A Citizen’s Guide to the Debate over Taxes (fourth 

edition), Cambridge, MA: The MIT Press 2008, p. 188 (“One important lesson... is that conflicts and 

trade-offs often arise among the criteria by which we evaluate tax policy. More progressivity generally is 

accompanied by greater disincentives to work and to otherwise seek economic advancement.”) 

1056  Michael Wolff (ed.), Collected Essays of Sir Winston Churchill, Vol. II, London: 1975, p. 23. 
1057  Martin J. McMahon Jr, The Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004), p. 1077 et 

seq. See also, e.g., Joseph E. Stiglitz, Economic of the Public Sector (third edition), New York: W.W. 

Morton & Company 2000, pp. 93-124. See generally Walter J. Blum and Harry Kalven Jr., The Uneasy 

Case For Progressive Taxation, Chicago: The University of Chicago Press 1953 and Walter J. Blum, 

Revisiting the Uneasy Case for Progressive Taxation, 60 Taxes 16 1982. 
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initiative spurs economic activity, innovation and growth. These benefits are believed to 

subsequently trickle down to the rest of the population. Giving the rich a larger piece of the pie 

by cutting taxes therefore enables everyone to enjoy a larger slice as the pie itself gets 

bigger.1058 Hence, everyone would benefit from improvements to the dimension material living 

standards. 

Despite the potentially appealing ring to them, the equity-efficiency trade-off and adjacent 

trickle down justifications do not command mainstream support and are sometimes even 

dismissed altogether.1059 McMahon Jr., for instance, discusses a body of theoretical and 

empirical evidence that undermines the validity of the equity-efficiency trade-off and shows it 

is not as significant as it was originally thought to be.1060 From this literature McMahon Jr. 

infers that behavioral responses to taxes primarily entail the timing of the taxable event, and not 

economic activity as such. In the second tier are tax avoidance – including income shifting, 

corporate restructuring, changes in legal form of the corporation – and tax evasion. Labor 

supply and savings were found to be not highly responsive to taxes. 

The validity of the equity-efficiency trade-off is further undermined by a range of studies that 

show how greater equality and efficiency may in fact go hand in hand and lead to higher 

economic growth and more income.1061 From that perspective, greater equality – and not 

                                                 

1058  See also generally and critically Raymond R. Stevens, Supply-Side Economics: The ‘Trickle-Down’ Theory 

Revisited, 5 Wage-Price L. & Econ. Rev. 19 1980 and Augustus F. Hawkins, Beware the ‘Trade-Off’ and 

‘Trickle-Down’ Theories: You Have To Water The Economic Tree At The Bottom, 2 Wage-Price L. & 

Econ. Rev. 71 1976.  

1059  An exception is Partridge, who notes that “perhaps ‘trickle-down’ economics works in advanced economies 

in that it is necessary for wealth to be sufficiently concentrated to ensure greater future investment. Similarly, 

more unequal income distributions may indicate greater labor-market incentives that encourage work 

effort.” See Mark D. Partridge, Is Inequality Harmful for Growth? Comment, The American Economic 

Review, Vol. 87, No. 5 (Dec., 1997), p. 1030. 

1060  Martin J. McMahon, Jr., The Matthew Effect and Federal Taxation, 45 B.C. L. Rev. 993 (2004), pp. 1077-

1095 and the literature cited there. 

1061  See, e.g., Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD 

Social, Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris. A recent 

paper by Ostry, Berg and Tsangarides shows lower net inequality to be robustly correlated with faster and 

more durable growth, for a given level of redistribution. See Jonathan D. Ostry, Andrew Berg, and 

Charalambos G. Tsangarides, Redistribution, Inequality, and Growth, IMF Staff Discussion Note February 

2014, SDN/14/02. Caron and Repetti review a total of thirty-six studies on the relationship between 

inequality and economic growth and find that inequality hampers economic growth in the long run. They 

find similar results for concentrations of income and wealth. See Paul L. Caron and James R. Repetti, 

Occupy the Tax Code: Using the Estate Tax to Reduce Inequality and Spur Economic Growth, 40 Pepp. L. 

Rev. 1255 2013, pp. 1264-1274. These and other studies are discussed in Chapter 13.3.3. 
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inequality – could benefit the dimension material living standards. These and other studies are 

discussed in Chapter 13.3.3. 

Trickle-down theories also meet with criticism. Discussing World Bank data on economic 

growth, Chang observes that pro-rich (tax) reforms since the 1980s have given the rich a larger 

share of the pie and to have actually reduced growth compared to the 1960s and 1970s. In 

Chang’s view, concentrating income in the hands of a few does not necessarily lead to higher 

growth, because there is no system that warrants that it is actually invested.1062 So, increasing 

inequality need not necessarily lead to more growth and, in turn, not to improvements of the 

dimension material living standards. 

Stiglitz is another critic. He writes: 

What America has been experiencing in recent years is the opposite of trickle-down 

economics: the riches accruing to the top have come at the expense of those down below.  

One can think of what’s been happening in terms of slices of a pie. If the pie were equally 

divided, everyone would get a slice of the same size, so the top 1 percent would get 1 percent 

of the pie. In fact, they get a very big slice, about a fifth of the entire pie. But that means 

everyone else gets a smaller slice. 

Now, those who believe in trickle-down economics call this the politics of envy. One should 

look not at the relative size of the slices but at the absolute size. Giving more to the rich leads 

to a larger pie, so though the poor and middle get a smaller share of the pie, the piece of pie 

they get is enlarged. I wish that were so, but it’s not. In fact, it’s the opposite: (…) in the 

period of increasing inequality, growth has been slower – and the size of the slice given to 

most Americans has been diminishing.1063 

Whereas trickle-down economics does not work, according to Stiglitz trickle-up very well may. 

In his view, lowering taxes at the bottom and raising them at the top of the income pyramid can 

yield a “double dividend” because it reduces inequality and boosts the economy. In this view, 

lower income household have a high propensity to consume.1064 As a result, any additional net 

income is likely to be spent in its entirety, surging demand. The rich, on the other hand, have a 

                                                 

1062  Ha-Joon Chang, 23 Things They Don’t Tell You About Capitalism, London: Allen Lane 2010, pp. 144-145. 

As also illustrated by the 2011 report evaluating the 2004 repatriation tax holiday for offshore funds granted 

to US Multinational Corporations. According to the authors of the report the tax holiday did not result in the 

creation of additional jobs in the US and decreased spending on R&D. Instead, the report claims, executive 

pay and stock repurchase increased after repatriation. See Permanent Subcommittee on Investigations, 

Repatriating Offshore Funds: 2004 Tax Windfall For Select Multinationals, Majority Staff Report, October 

11, 2011. 

1063  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 8. 

1064  See also Chapter 10. 
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comparatively high propensity to save, so reducing their net income by increasing taxes will 

lead to a relatively smaller drop in demand. On balance, total spending and demand increases 

and the economy grows. Stiglitz explains:1065 

Raising taxes on the very rich reduces spending by at most around 80 cents on the dollar; 

lowering taxes at the bottom increases spending at almost 100 cents on the dollar. Hence 

making the tax system more progressive not only reduces inequality but stimulates the 

economy as well. Trickle-up economics can work, even when trickle-down economics 

doesn’t.1066 

International organizations such as the OECD are likewise reluctant to embrace trickle-down 

theories and can be found openly questioning their validity. In their view, economic inequality 

need not necessarily improve the dimension material living standards and its distribution. In the 

2011 report Divided We Stand: Why Inequality Keeps Rising the OECD for instance dispels the 

assumption that economic growth benefits everyone and emphasizes that “without a 

comprehensive strategy for inclusive growth, inequality will continue to rise.”1067 And in the 

2015 study In It Together: Why Less Inequality Benefits All it is noted that “focusing exclusively 

on growth and assuming that its benefits will automatically trickle down to the different 

segments of the population may undermine growth in the long run inasmuch as inequality 

actually increases”.1068 Section 13.3 will show how rising inequality is linked to a host of 

tendencies that negatively affect various dimensions of well-being. 

 Savings and concentrations of wealth as a prerequisite for investment 

and economic growth 

Before trickling down, wealth and income must be created first. A third justification for 

inequality and economic growth embroiders on this shibboleth and considers large fortunes the 

seed-bed to make the necessary investments that will bring work and prosperity to great 

multitudes. The argument runs along the following lines: (1) the rich have a higher propensity 

to save and (2) only the wealthy can make the large capital contributions required to cover 

                                                 

1065  The potentially negative impact of economic inequality on economic growth is discussed in Chapter 13.3.3 

below. 

1066  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 273. 

1067  OECD (2011), Divided We Stand: Why Inequality Keeps Rising, Paris: OECD Publishing, Paris, p. 19. See 

also OECD (2014), United States: Tackling High Inequalities Creating Opportunities For All, OECD 2014, 

p. 5 (“The benefits of growth did not trickle down: lower income households fell behind.”) 

1068  OECD (2015), In It Together: Why Less Inequality Benefits All, OECD Publishing, Paris, p. 79. 
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investments to start new enterprises.1069 Such ventures could employ great multitudes and 

generate profits, improving the dimension material living standards. Cambridge economist 

Nicholas Kaldor is often mentioned in this regard.1070  

This line of reasoning is about investment indivisibilities. Aghion et al. explain that investments 

in new industries as well as the implementation of innovations often require large capital 

contributions to cover the sunk costs involved. When broad and well-functioning capital 

markets are absent, “wealth obviously needs to be sufficiently concentrated in order for an 

individual (or a family) to be able to cover such large sunk costs and thereby initiate a new 

industrial activity.”1071 In any case, steep progressive taxation harms economic growth as it 

“dampens personal savings by those in the potential pool of enterprisers [and] might reduce the 

total of new ventures”.1072 

This reasoning can in my view be criticized for various reasons. First and foremost, I feel it is 

anachronous. To focus on the necessity of large fortunes in the hands of a few is to ignore that 

nowadays as little as a computer and access to the internet, and not large industrial plants, can 

buoy innovation and spur economic growth. This argument would thus seem to be caught up 

by time (in part), at least its strength has diminished in the current juncture. On top of this, I 

                                                 

1069  Philippe Aghion, Eve Caroli and Cecilia García-Peñalosa, Inequality and Economic Growth: The 

Perspective of the New Growth Theories, Journal of Economic Literature, Vol. 37, No. 4 (Dec., 1999), 

pp. 1620. See also Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to 

Reduce Inequality and Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, p. 1264 and Martin J. 

McMahon Jr, The Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004), p. 1089. 

1070  In his 1957 essay A Model of Economic Growth (Nicholas Kaldor, A Model of Economic Growth, The 

Economic Journal, Vol. 67, No. 268 (Dec., 1957), pp. 591-624), Kaldor conceived six stylized facts of 

economic growth in the long run. Went explains that Kaldor’s hypothesis roughly runs as follows. The more 

income in the hands of the owners of capital, the faster the economy would grow. The owners of capital are 

able to save, and savings are required to fund investments. The more savings, the more investments and the 

faster the economy will grow. The owners of capital being able to save and finance investments, the 

economy as a whole benefits from an increasing share of income in the hands of the owners of capital. See 

also Robert Went, Inkomensongelijkheid en groei, in: Monique Kremer, Mark Bovens, Erik Schrijvers and 

Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de ontwikkeling en gevolgen van 

economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, p. 135. See also Philippe 

Aghion, Eve Caroli and Cecilia García-Peñalosa, Inequality and Economic Growth: The Perspective of the 

New Growth Theories, Journal of Economic Literature, Vol. 37, No. 4 (Dec., 1999), p. 1619 who note that 

if the growth rate of GDP is directly related to the proportion of national income saved, more unequal 

economies are likely to grow faster than economies in which income is more equally distributed. 

1071  Philippe Aghion, Eve Caroli and Cecilia García-Peñalosa, Inequality and Economic Growth: The 

Perspective of the New Growth Theories, Journal of Economic Literature, Vol. 37, No. 4 (Dec., 1999), 

p. 1620. 

1072  Walter J. Blum, Revisiting the Uneasy Case For Progressive Taxation, 60 Taxes 16 1982, p. 18. 
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believe it fails to consider modern, alternative funding methods such as crowdfunding that 

enable entrepreneurs to raise funding for projects or ventures from a large number of people. It 

should further be noted that savings may not be as responsive to taxes as this argument appears 

to imply.1073 

Furthermore, in my opinion it is hard to contend that large fortunes must necessarily be 

concentrated in the hands of a few wealthy individuals, when large numbers of small individual 

investors or a small number of large institutional investors (e.g. pension funds) might just as 

well raise the capital required to fund investments.  

The international operations of capital markets should certainly not be forgotten. Even if 

taxation in any country were to have negative consequences for savings at all, the capital 

required could be raised internationally. This would solely be different if savings were reduced 

across the world. It is then questionable as to whether it is realistic to assume that capital 

markets are unsuccessful in joining supply and demand. 

And finally, needless to say, I am of the opinion that taxes are required for governments to 

create and maintain an economic infrastructure that allows firms to take root and blossom.1074 

Without taxes, wealth and income as we know them could not be created. In this spirit Abreu 

and McMahon note that “society at large owns the market, because it has created the market 

including the legal infrastructure that facilitates […] participation in that market.” They have 

described taxation as “rent for the privilege of participating in the market–rent which will be 

plowed back into maintaining the market in the form of public goods.”1075 Quite picturesque 

is Avi-Yonah’s approach, characterizing income-generating activities as a partnership between 

                                                 

1073  On the effects of taxation on savings, see, e.g., Orazio P. Attanasio and Matthew Wakefield, The Effects on 

Consumption and Saving of Taxing Asset Returns, in: James. A. Mirrlees (ed.), Dimensions of Tax Design: 

The Mirrlees Review, Oxford: Oxford University Press 2010, pp. 675-736. 

1074  Stiglitz writes: “But the rich do not exist in a vacuum. They need a functioning society around them to 

sustain their position and to produce income from their assets. The rich resist taxes, but taxes allow society 

to make investments that sustain the country’s growth. When little money is invested in education, for lack 

of tax revenues, schools do not produce the bright graduates that companies need to prosper. Taken to its 

extreme – and this is where we are now – this trend distorts a country and its economy as much as the quick 

and easy revenues of the extractive industry distort oil- or mineral-rich countries.” (Joseph E. Stiglitz, The 

Price of Inequality, London: Penguin Books 2013, p. 105. See also Liam Murphy and Thomas Nagel, The 

Myth of Ownership: Taxes and Justice, Oxford: Oxford University Press 2002, p. 32 

1075  Martin J. McMahon Jr. and Alice G. Abreu, Winner-Take-All Markets: Easing the Case for Progressive 

Taxation, 4 Fla. Tax Rev. 1 (1998-2001), p. 69. 
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individuals and the government. He perceives taxes as “the government receiving its share of 

partnership income.”1076 

 Concluding comments 

This section provided an overview of economic arguments frequently advanced in support of 

economic inequality (advantages of economic inequality) and has linked them to the 

multidimensional notion of well-being. These arguments are threefold. First and oldest is the 

Kuznets hypothesis, according to which increasing economic inequality is merely a temporal 

phenomenon during transition from a rural to an industrial economy; it will be reversed when 

a certain stage of development is reached. Others perceive economic inequality as a spur for 

economic activity and emphasize the inevitability of a trade-off between equity and efficiency. 

Again others emphasize the necessity of savings and large fortunes to cover the large sunk costs 

of entrepreneurial investments. A critical review of the arguments has revealed various 

shortcomings and flaws of these trains of thought.  

Be that as it may, at the conceptual level, all arguments discussed mainly regard the dimension 

material living standards. On those views, economic inequality is a prerequisite to economic 

growth. And as more growth means higher output and GDP, more jobs, rising national income 

and soaring living standards, economic inequality can benefit the dimension material living 

standards. The benefits of inequality are, therefore, predominantly material in nature. They can 

spill over to other dimensions of well-being, such as health, education and (economic) security. 

However, in present day literature the aforementioned arguments in favor of economic 

inequality no longer command widespread (academic) support. As a result, economic inequality 

is no longer generally accepted as a prerequisite for economic activity. In fact, evidence amasses 

that inequality may actually be bad for economic growth. In line with this, recent scholarly 

work has shifted its focus to the potential downsides of inequality. The next section discusses 

this literature. 

  

                                                 

1076  Reuven S. Avi-Yonah, Why Tax the Rich? Efficiency, Equity, and Progressive Taxation, 111 Yale L.J. 1391 

(2001-2002), p. 1404. 
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 Excessive economic inequality: why not 

 Overview of arguments advanced against excessive economic 

inequality 

In the wake of the financial crisis the downsides of excessive economic inequality have received 

much attention. Politicians,1077 scholars,1078 think thanks,1079 and NGOs1080 alike now seem 

to revisit the case for economic inequality and question the traditional economic theory 

advanced in support thereof. Drawing from a growing body of literature they argue that greater 

economic equality may in fact make society at large better off. In this respect they refer to a 

myriad of harmful externalities (negative spillovers) caused by excessive inequality. The body 

of literature they draw from links this type of economic inequality to a plethora of defects. By 

and large, these defects are of a societal, economic, and democratic nature. They involve not 

only the dimension material living standards, but also other, immaterial dimensions of 

well-being such as health, insecurity, political voice and governance as well as education. This 

section discusses these defects and links them to well-beings various dimensions at a conceptual 

level.  

On the societal side, research shows that excessive inequality can entail various imperfections 

that negatively affect the well-being of both the haves and the have-nots in society.1081 More 

unequal countries have been documented to have more crime, more teen pregnancies, high 

infant mortality rates and less health. Each on their own, these elements may also harm (various 

dimensions of) well-being at the conceptual level. Dimensions involved include, for instance, 

                                                 

1077  E.g., Whitehouse.gov, Remarks by the President on Economic Mobility, http://www.whitehouse.gov/the-

press-office/2013/12/04/remarks-president-economic-mobility (accessed November 17, 2017) (“And that is 

a dangerous and growing inequality and lack of upward mobility that has jeopardized middle-class 

America’s basic bargain -- that if you work hard, you have a chance to get ahead.”) 

1078  E.g., Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies 

Stronger, New York: Bloomsbury Press 2010 and Joseph E. Stiglitz, The Price of Inequality, London: 

Penguin Books 2013. 

1079  E.g., Monique Kremer, Mark Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? 

Een verkenning van de ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam 

University Press 2014 

1080  E.g., Oxfam, Working for the Few: Political capture and economic inequality, 178 Oxfam Briefing Paper, 

20 January 2014 and Oxfam, Wealth: Having it all and wanting more, Oxfam Issue Briefing, January 2015. 

1081  E.g., Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies 

Stronger, New York: Bloomsbury Press 2010 and Joseph E. Stiglitz, The Price of Inequality, London: 

Penguin Books 2013. 
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insecurity and health. This is further discussed and analyzed in Section 13.3.2. On top of that, 

research indicates that excessive inequality can negatively affect economic growth and 

economic efficiency. Contrary to the “traditional” view,1082 some research even suggests a 

synthesis between greater equality and economic growth. At the conceptual level, this mainly 

involves the dimension material living standards. This perspective on inequality is analyzed in 

Section 13.3.3. In addition, it has been argued that large concentrations of wealth can entail 

disproportionate political, economic and social power and influence,1083 which may not only 

give the wealthy unfair advantages compared to the rest of society but is even considered at 

odds with elective and representative government by some.1084 In this view, wealth and money 

confer power beyond their consumption value.1085 Power, then, is the power to invest. Taxes 

on consumption cannot reach this power.1086 Dimensions of objective well-being involved in 

                                                 

1082  See Chapter 13.2, most notably Chapter 13.2.3. 

1083  Cf. Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, p. 15 and Reuven S. 

Avi-Yonah, Why Tax the Rich? Efficiency, Equity, and Progressive Taxation, 111 Yale L.J. 1391 

2001-2002, p. 1406. 

1084  For a discussion, see James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, pp. 

840-850 and James R. Repetti, Democracy and Opportunity: A New Paradigm in Tax Equity, 61 Vand. L. 

Rev. 1129 2008, especially pp. 1152-1162. See also Martin J. McMahon, Jr., The Matthew Effect And 

Federal Taxation, 45 B.C. L. Rev. 993 (2003-2004), pp. 1109-1111. 

1085  Anne L. Alstott, The Uneasy Liberal Case Against Income And Wealth Transfer Taxation: A Response to 

Professor McCaffery, 51 Tax L. Rev. 371 1995-1996, p. 371. (“The unavoidable difficulty is that private 

wealth remains a source of current social, economic and political power that goes beyond the potential use 

of wealth for consumption.”) As observed by Van Kesteren and Van Hilten money serves three purposes, 

namely that of means of exchange (“hulpmiddel bij ruil”), store of value (“spaarmiddel”) and that of a 

monetary account (“rekeneenheid”). See M.E. Van Hilten and H.W.M. van Kesteren, Omzetbelasting 

(veertiende druk), Deventer: Kluwer 2014, p. 8, footnote 15. 

1086  See also Reuven S. Avi-Yonah, The Three Goals of Taxation, 60 Tax L. Rev 1 2006-2007, p. 15 and Reuven 

S. Avi-Yonah, Why Tax the Rich? Efficiency, Equity, and Progressive Taxation, 111 Yale L.J. 1391 2001-

2002, p. 1406 et seq. Avi-Yonah quotes Richard Musgrave when he argues that a consumption tax is deficient 

because it “assumes that consumption, current or future, is the only benefit that income provides. This 

overlooks the benefits derived from the accumulation and holding of wealth, whether in terms of security, 

power, or social standing.” Others, such as McCaffery, have argued that it is the use and not the concentration 

of wealth as such that is undesirable and threatening: “claims of inequality are most compelling vis-à-vis 

the use of resources; the justice of earnings is logically and ethically distinct from the justice of use. 

Furthermore, large-scale use may distort the allocation of resources and interfere with the fair value of prior 

liberties; it is the use and not the mere concentration of wealth that threatens reasonable liberal values. […] 

The real threats to liberty and equality from private possession alone turn out, on closer scrutiny, to relate 

to possession qua potential or actual use […]” See Edward J. McCaffery, The Uneasy Case for Wealth 

Transfer Taxation, 104 Yale L.J. 284 1995-1995, p. 296. McCaffery’s view has met with opposition from, 

among others, Alstott, who observes that the boundaries between the possession and the use of wealth are 

all but clear. In her view, the mere possession of wealth ought to be of concern: “The unavoidable difficulty 

is that private wealth remains a source of current social, economic and political power that goes beyond the 

potential use of wealth for consumption. In addition to the social and political influence that wealth creates, 

the possession of wealth confers significant economic security; one need not consume wealth to bask in its 

benefits. The result is that Professor McCaffery’s proposal would leave significant leeway for the exercise 
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this perspective include, but are not limited to, political voice and governance and material 

living standards. The democratic perspective is discussed in Section 13.3.4. 

The next sections discuss the various downsides to excessive inequality cited in literature. A 

few words of caution are in order. It should, for instance, be noted that much of the literature 

on democracy is the work of American scholars. These scholars have amassed a rich body of 

literature on the democratic deficiencies economic inequality can entail, predominantly in the 

context of the United States. As far as I have been able to verify, this subject has been studied 

less intensively in other countries. The situation portrayed therefore need not necessarily apply 

to the Netherlands or – for that matter – to any country other than the United States that is 

perceived less unequal. Nor is the discussion meant to imply that the various downsides to 

excessive economic inequality will arise per definitionem as countries grow more unequal. 

However, by focusing on this literature one is able to identify various consequences sharp 

economic inequality could potentially entail for well-being at the conceptual level. This 

literature thus offers points of interest that may be taken into account in the policy arena. 

In social science literature, excessive economic inequality has been linked to the prevalence of 

all sorts of societal dysfunctionalities. The next subsection touches upon this literature and 

discusses research that shows “how inequality gets under the skin”1087 as it gets transmitted 

across generations. 

 Societal dysfunctionalities 

13.3.2.1 Positional concerns 

Various authors underscore the adverse societal consequences inequality can have and draw 

attention to a wide range of societal dysfunctionalities that are more prevalent in unequal, rich 

societies. These analyses show that it is not inequality per se, but the degree of inequality that 

is of great importance. A case in point is delivered by Richard Wilkinson and Kate Pickett, who 

show how the degree of income inequality correlates with a great number of societal 

                                                 

of economic privilege by the rich.” See Anne L. Alstott, The Uneasy Liberal Case Against Income and 

Wealth Transfer Taxation: A Response to Professor McCaffery, 51 Tax L. Rev. 371 1995-1996, p. 371.  

1087  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 33. 
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imperfections.1088 In some cases, they even identify causal relationships. The authors map out 

how rich and prosperous countries perform with regard to: 

- Community life and social relations; 

- Mental health and drug use; 

- Physical health and life expectancy; 

- Obesity; 

- Education performance; 

- Teenage births; 

- Violence; 

- Imprisonment and punishment; and 

- Social mobility. 

Wilkinson and Pickett find more unequal societies to underperform on these accounts compared 

to their more equal counterparts. They show a wide range of societal dysfunctionalities – from 

mental illness to drug abuse and from obesity to teen pregnancy – to be more prevalent in more 

unequal, rich countries.1089 They further note how the quality of social relations deteriorates in 

more unequal societies: levels of trust and social relations as well as the status of women are 

weakened by inequality.1090 Moreover, they note, there is “a strong [causal; LWDW] 

relationship between inequality and many different health outcomes”: a person’s position in 

society matters for his or her health and life expectancy.1091 The same goes for educational 

opportunities and attainment: more unequal countries (and within countries: states) have worse 

educational attainment and frequently lack opportunities for children of modest backgrounds to 

succeed in education and to move up the ladder.1092 In line with this, social and income 

mobility (equal opportunity) are lower the more unequal countries grow.1093 I return to this in 

Section 13.3.2.2. Finally, more unequal countries are documented to be more violent: they are 

                                                 

1088  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010. 

1089  For mental illness and drug abuse, see Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater 

Equality Makes Societies Stronger, New York: Bloomsbury Press 2010, pp. 63-72. For teenage births, see 

pp. 119-128. 

1090  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, pp. 49-62. 

1091  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 87. See more elaborately pp. 73-87. 

1092  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, pp. 103-117. 

1093  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, pp. 157-169. 
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found to have higher homicide and conflict rates and more imprisonments per 100,000 

inhabitants.1094  

These inequality-related dysfunctionalities illustrate how inequalities in the distribution of 

material living standards can spill over to other dimensions of well-being. In that way, the 

consequence of economic inequality extend beyond the dimension material living standards. 

To name but a few examples. When economic inequality causes social fabric to weaken and 

community life and social relations to deteriorate, the dimension social connections and 

relationships is negatively affected. Lacking social relations may, in turn, spill over to other 

dimensions of well-being, for instance by limiting people’s ability to engage in personal 

activities.  

Another example involving social relations is economic in nature. In any economy trust is 

essential for contracts to be concluded, people to be hired and economic transactions to take 

place. In other words, trust is vital for economic growth, employment and value creation.1095 

As a consequence, inequality-induced lack of trust can affect economic growth and, hence, the 

dimension material living standards. 

The dimension health can also be affected. The prevalence of mental illness and drug use 

primarily involves this dimension. The same goes for physical health, life expectancy and 

obesity – which are all harmed by economic inequality. Mental illness and drug use can further 

involve crime and, as a result, the dimension insecurity. Violence and imprisonment are 

likewise parts of this dimension. Lacking health can further limit people’s labor market 

potential, affect their earnings capabilities and restrict their ability to work. Thus, health can 

have negative spillovers to the dimension material living standards. In turn, at the individual 

level, lacking living standards can negatively affect health outcomes, limit people’s abilities to 

get an education and engage in personal activities. 

                                                 

1094  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, pp. 129-144 (for violence, conflict and homicide rates) and pp. 145-156 

(for imprisonment and punishment). 

1095  On the role of trust in the economy, see, e.g., Th. van de Klundert, Vormen van kapitalisme: markten, 

instituties en macht, Utrecht: Lemma 2005. 
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Remarkably, the pattern “more inequality, more societal imperfections” occurs regardless of a 

country’s absolute income levels: Wilkinson and Pickett find absolute levels of income to hardly 

play a role in this respect. Instead, the distribution of income and individuals’ relative position 

on the income ladder appears to be decisive.1096 Wilkinson and Pickett therefore impute the 

prevalence of the various dysfunctionalities to social status differentiation: people tend to 

compare themselves to others and the more unequal a society, the greater the importance of 

social hierarchy, status and the urge to compare.  

Social comparison can also be observed with regard to consumption. Stiglitz notes how people 

tend to aspire to the rich and attempt to imitate those above them. Such aspirations cause 

behavior to trickle down in attempts of those below the one percent to mimic their consumptions 

as closely as possible: 

Trickle-down economics may be a chimera, but trickle-down behaviorism is very real. 

People below the top 1 percent increasingly aspire to imitate those above them. Of course, 

for those at the very bottom, living like the wealthiest 1 percent is unimaginable. But for 

those in the second percentile, the 1 percent provides an aspiration, for those in the third 

percentile, the second percentile provides an aspiration, and so on down the line.1097 

In his book Falling Behind: How Rising Inequality Harms the Middle Class1098 economist 

Robert Frank describes how such aspirations and the urge “keep up with the Jones’” has 

                                                 

1096  Wilkinson and Pickett’s work has met with criticism. Van de Werfhorst sums up this criticism in three 

grounds. First of all, it has been disputed whether the correlation between the degree of income inequality 

and the number of societal dysfunctionalities is as robust as Wilkinson and Pickett claim. Secondly, the 

mechanism used to explain why income inequality and social cohesion are negatively connected, namely 

psycho-social processes that are said to be strengthened by inequality, has been subject to debate. A final 

moot point is about the excessive attention Wilkinson and Pickett would pay to the distribution of income, 

whilst hardly considering other relevant forms of stratification such social distance between occupational 

groups and education. Nor would the authors pay much attention to the (potential) consequences of wealth 

inequality. Taking into account various (unmeasured) cultural and historic characteristics of countries, Van 

de Werfhorst examines the robustness of the correlation between income inequality and a number of social 

and political factors. He finds that the relation between income inequality and political and social outcomes 

is fairly robust. Moreover, and again taking into account country-specific factors, he finds a higher degree 

of income inequality to go hand in hand with a desire for social recognition and social status, especially 

among low-status groups. See Herman van de Werfhorst, Politieke en sociale gevolgen van 

inkomensongelijkheid, in: Monique Kremer, Mark Bovens, Erik Schrijvers and Robert Went (eds.), Hoe 

ongelijk is Nederland? Een verkenning van de ontwikkeling en gevolgen van economische ongelijkheid, 

Amsterdam: Amsterdam University Press 2014, pp. 113-128 and the literature cited there. See also Nico 

Wilterdink, Gelijkheid, goed voor u: Over ‘The Spirit Level’ van Richard Wilkinson en Kate Pickett, 

Socialisme en Democratie Vol. 69 (2012), No. 7/8, pp. 69-73.  

1097  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. xlv and p. 131. 

1098  Robert H. Frank, Falling Behind. How Rising Inequality Harms the Middle Class, Berkeley: University of 

California Press 2007. 
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launched a positional arms race for the consumption of goods that signal status and position 

(positional goods), which has left many American middle-class families severely disillusioned, 

overworked and heavily indebted.1099 A similar point is made by Australian economists Clive 

Hamilton and Richard Denniss, who emphasize the high costs the pressure to consume poses 

on consumers, on society and on the natural environment. The authors describe how the 

obsession with economic growth and consumption has caused consumer debt to rapidly 

increase, the environment to deteriorate and has led many Australians to work themselves sick 

in order to secure their piece of the pie.1100 Went points out that such indebtedness can be 

economically counterproductive, weigh down the economy and slow down economic growth 

as instalments and repayments reduce the amounts available for consumer spending.1101 In this 

way inequality can negatively affect the dimension material living standards. I return to this 

below in Chapter 13.3.3.3. 

13.3.2.2 The devolution of inequality 

Unlike income from labor – which ends in the event of death – inequalities of wealth can 

devolve to other generations. Because of the retrenchment of the welfare state and deterioration 

of social provisions in many countries, inequality is expected to evolve and perpetuate along 

those lines.1102 This can limit upward social and economic mobility (equal opportunity). From 

                                                 

1099  “It was the rifle that broke down the barriers. This was an impossibility, and if he could think of having a 

rifle whole horizons were burst and he could rush on. For it is said that humans are never satisfied, that you 

give them one thing and they want something more. And this is said in disparagement, whereas it is one of 

the greatest talents the species has and one that has made it superior to animals that are satisfied with what 

they have.  

The neighbors, close pressed and silent in the house, nodded their heads at his wild imaginings. And a man 

in the rear murmured: ‘A rifle. He will have a rifle.’” John Steinbeck, The Pearl (1947). 

1100  Clive Hamilton and Richard Denniss, Affluenza: When too much is never enough, Crows Nest, NSW: Allen 

& Unwin 2005. 

1101  Robert Went, Inkomensongelijkheid en groei, in: Monique Kremer, Mark Bovens, Erik Schrijvers and 

Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de ontwikkeling en gevolgen van 

economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, pp. 137-138 and the literature 

cited there. 

1102  Bas van Bavel, Vermogensongelijkheid in Nederland: De vergeten dimensie, in: Monique Kremer, Mark 

Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de 

ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, 

pp. 90-91. See also Bas van Bavel and Ewout Frankema, Low Income Inequality, High Wealth Inequality. 

The Puzzle of the Rhineland Welfare States, CGEH Working Paper Series, Working paper No. 50, 

November 2013.Van Bavel and Frankema argue that private wealth inequality in Rhineland welfare states 

may be higher than frequently assumed. They hypothesize that the presence of encompassing social security 

systems may reduce the incentive on the part of low income groups to save for education and income losses 

due to unemployment, illness and old age and favor private debt creation. Moreover, the predominant 
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this perspective, the main dimensions of well-being involved are material living standards and 

education. 

Piketty notes, for instance, how the observed increase in wage inequality that has reportedly 

taken place in the United States from the 1970s appears not to have been compensated by 

increased wage mobility over the course of people’s working lives.1103 Caron and Repetti 

discuss a number of studies that show that upward social mobility can be hampered in more 

unequal societies.1104 Wilkinson and Pickett find comparable results, implying that lack of 

upward social mobility is correlated to inequality.1105 The World Bank mentions inequality 

traps “which may systematically exclude some groups of the population from participating in 

economic activity [...].”1106 So, inequality can frustrate people’s opportunities to get ahead in 

life and earn higher wages.  

Birth seems to be a factor in this.1107 Chetty et al. show that – even though American children 

entering the labor market today “have the same chances of moving up in the income distribution 

                                                 

taxation of labor and consumption to finance the welfare state is believed to reduce the opportunities for low 

income groups to save and build wealth, while it does enable the wealthy to expand their fortunes. Piketty 

and Zucman expect wealth to play a significant role in the overall structure of inequality in the twenty-first 

century. See Thomas Piketty and Gabriel Zucman, Capital is Back: Wealth-Income Ratios in Rich Countries 

1700-2010, 129 Q. J. Econ. 3, p. 1257 (2014). See also, generally, Thomas Piketty, Capital in the Twenty-

First Century, Cambridge, MA: The Belknap Press of Harvard University Press 2014. 

1103  Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, p. 229. 

1104  Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce Inequality and 

Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, pp. 1262-1264. 

1105  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, pp. 157-169. 

1106  Vito Peragina, Flaviana Palmisano and Paolo Brunori, Economic Growth and Equality of Opportunity, 

World Bank Policy Research Working Paper 6599, September 2013, p. 3. 

1107  “Those people went in search of themselves and many of them never found what they were looking for: 

their true self, their own identity. They were people who had always resigned themselves to the roles others 

had thought up for them. Had accepted the caricatures stuck to their face, had themselves branded by their 

enemies. Such people fooled themselves, such as when they thought they should be unskilled workers 

throughout their entire life, because their father and their grandfather, too, had been unskilled workers. And 

because this had always been the sole thought ingrained in their mind’s eye and never anything else, because 

of this as early as primary school they never bothered to properly pay attention in class, defiled their 

textbooks, failed to show up for no reason, were impertinent, kept other children from doing their work, 

snickered at everything they never heard anybody back home talk about, did not pay attention, learned 

nothing. Finally grown up, the only thing they were ever fit for was to be an unskilled worker. Had there 

only been one single person to make it clear to them they could become a professor in sociology, that this 

was their real identity, they would have become professor in who knows what, well, yes, sociology and that 

would have been so much more pleasant so this was how things just about were according to modern 

psychology. De Rode Amsterdammer claimed this, too, but because Clemens was so fond of it, she never 
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(relative to their parents) as children born in the 1970s” – because of rising inequality “the 

consequences of the ‘birth-lottery’ – the parents to whom a child is born – are larger today than 

in the past.”.1108 “Born for a dime, these children might never amount to a quarter.” Chetty et 

al. also explore the factors correlated with upward mobility. They find high mobility areas in 

the United States to have 1) less residential segregation, 2) less income inequality, 3) better 

primary schools, 4) greater social capital, and 5) greater family stability.1109 

One way how upward social mobility may be stifled is by cutting off equal access to education 

and hindering investments in human capital by those less well-off.1110 Here, inequality can be 

linked to the dimension education. Piketty notes that high tuition fees can partially explain this: 

when inequality increases and many households experience a stagnation of income, it may keep 

them from investing in the upbringing and education of their own and their offspring.1111 

Piketty further points out that non-transparent college admission policies and parents’ capacity 

to make financial donations to the educational institutions may also play a role.1112 Parents’ 

financial capacity may then very well be a predictor of their children’s educational 

opportunities. And as noted before, insufficient educational opportunities can limit the chances 

to a decent income in the job market, making the difference between no, some and sufficient 

education all the more relevant. In this way inequality can perpetuate itself along the lines of 

education.  

                                                 

read it. He had only picked up nonsense from it, she thought. Still, after talking to Alies she had talked to 

him about it, about the identity, and he then said: “Of course, De Rode Amsterdammer…” Willem Frederik 

Hermans, Uit talloos veel miljoenen (vijfde druk, pocket), Amsterdam: Uitgeverij De Bezige Bij 1996, 

p. 195 (unofficial translation). 

1108  Raj Chetty, Nathaniel Hendren, Patrick Kline, Emmanuel Saez and Nicholas Turner, Is the United States 

Still a Land of Opportunity? Recent Trends in Intergenerational Mobility, NBER Working Paper No. 19844, 

January 2014. 

1109  Raj Chetty, Nathaniel Hendren, Patrick Kline, Emmanuel Saez, Where is the Land of Opportunity? The 

Geography of Intergenerational Mobility in the United States, NBER Working Paper No. 19843, January 

2014.  

1110  “Kino felt the rage and hatred melting toward fear. He did not know, and perhaps this doctor did. And he 

could not take the chance of putting his certain ignorance against this man’s possible knowledge. He was 

trapped as his people were always trapped, and would be until, as he had said, they could be sure that the 

things in the books were really in the books.” John Steinbeck, The Pearl (1947). 

1111  Robert Went, Inkomensongelijkheid en groei, in: Monique Kremer, Mark Bovens, Erik Schrijvers and 

Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de ontwikkeling en gevolgen van 

economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, p. 139. 

1112  E.g., Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014, p. 485 and the literature cited there. 
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Some would further argue that the educational level of parents affects how children perform in 

school, such that a new class society with persistent inequality threatens to arise.1113 This would 

imply that (any chance of) economic success is more than hard work and intelligence alone: the 

social environment in which someone is born into is most certainly decisive too.  

So, when transmitted across generations, the adverse effects of excessive inequality can 

cumulate and cause the divide between the haves and the have-nots to widen. Taking into 

account that wealth is frequently inherited and dynastic,1114 inequality’s impact on upward 

mobility is therefore likely to be stronger in case of dynastic wealth as compared to wealth held 

by different families in successive generations. Repetti observes that dynasties could severely 

limit the chances of other families “moving up the ladder” and could decrease pluriformity of 

society: 

Where different families hold wealth each generation, it is likely that each new family will 

bring new perspectives, life experiences, and concern to the political process and the media. 

Moreover, since the wealth will have been created by those that possess it, it is likely that 

such wealthholders also will have significant talents. In contrast, where wealth simply is 

transmitted from a generation that created it to subsequent generations in the same family, it 

is less certain that the subsequent generations will have new perspectives, life experiences, 

or great talent. (…) Families seeking to preserve their power may exercise it to prevent others 

from acquiring wealth. This would decrease diverse views and ideas which help create a 

vibrant society.1115 

In its 2014 report Even it up the NGO Oxfam concludes that inequality is thus making a mockery 

of the hopes and ambitions of those at the low-end tail of the income distribution. If this 

situation is not reversed, Oxfam warns, “the cascade of privilege and disadvantage will continue 

for generations.”1116 As a consequence, the distribution of material living standards would 

continue to grow more unequal. 

World literature, too, chronicles how many people never attain their dreams and wishes. The 

following paragraph from John Steinbeck’s Of Mice and Men may serve as an example: 

                                                 

1113  See generally Paul de Beer and Maisha van Pinxteren (eds.), Meritocratie: Op weg naar een nieuwe 

klassensamenleving?, Amsterdam: Amsterdam University Press 2016. See also Maaike van Houten, Zonder 

slimme ouders kom je er niet meer, Trouw 6 juni 2016, 

http://www.trouw.nl/tr/nl/4328/Opinie/article/detail/4314273/2016/06/06/Zonder-slimme-ouders-kom-je-

er-niet-meer.dhtml (accessed November 17, 2017).  

1114  To illustrate, in 2010 the top ten of the Dutch Quote 500 was almost solely populated by families or heirs to 

family fortunes. 

1115  James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, p. 850. 

1116  Oxfam, Even It Up: Time To End Extreme Inequality, 2014, p. 12. 
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‘We’re gonna have rabbits an’ a berry patch.’ 

‘You’re nuts.’ 

‘We are too. You ast George.’ 

‘You’re nuts.’ Crooks was scornful. ‘I seen hunderds of men come by on the road an’ on the 

ranches, with their bindles on their back an’ that same damn thing in their heads. Hunderds 

of them. They come, an’ they quit an’ go on; an’ every damn one of ‘em’s got a little piece 

of land in his head. An’ never a God damn one of ‘em ever gets it. Just like heaven. 

Ever’body wants a little piece of lan’. I read plenty of books out here. Nobody never gets to 

heaven, and nobody gets no land. It’s just in their head. They’re all the time talkin’ about it, 

but it’s jus’ in their head.’1117 

These and other convictions put the Horatio Alger stories in a whole new light. Fiction rather 

than facts according to some, it has not gone unnoticed that these stories are often a stretch 

away from the reality of everyday life. Stiglitz, for example, is quick to dismiss them as merely 

a myth, “for the children of those at the top will, more likely than not, remain there.”1118 In 

addition, Zolt notes how the idea of the Horatio Alger stories resonates without a crucial plot 

devise common to the stories: 

The Alger hero only succeeds after the intervention of an older, wealthy gentleman who 

recognizes the good qualities of poor youth and provides assistance to help him get ahead. 

So even in fiction, connections and contacts matter.1119 

Extending this reasoning Zolt notes that the assumption that people thrive solely on their own 

merits and that everyone can create his own opportunities may thus be seriously flawed. 

Somewhat cynically he even characterizes the hope for economic success the Alger stories 

radiate as a sop to avert politically undesirable consequence that may arise when the poor lose 

all hope for economic success: 

Belief in the Alger stories yields substantial economic and political benefits. It provides 

support for the notion that those who succeed do so through personal efforts. The prospect 

of large personal rewards encourages hard work, risk-taking, and innovation. The potential 

for riches provides incentives for the less fortunate to work hard within the system to achieve 

economic success. When lower classes lose hope for economic success, there may be 

undesirable political consequences.1120  

  

                                                 

1117  John Steinbeck, Of Mice and Men, 1937. 

1118  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. xlv and p. 102. 

1119  Eric M. Zolt, Inequality in America: Challenges for Tax and Spending Policies, 66 Tax L. Rev. 641 2012-

2013, p. 671-672. 

1120  Eric M. Zolt, Inequality in America: Challenges for Tax and Spending Policies, 66 Tax L. Rev. 641 2012-

2013, p. 671. 
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 Economic growth  

13.3.3.1 Empirics: a counterbalance to conventional views 

13.3.3.1.1 Inequality and economic growth 

The fairytale-like character of the Horatio Alger stories bears anecdotal testimony to the weak 

foundation of “traditional” theories that hold economic inequality as a prerequisite for economic 

growth. These theories were discussed in Chapter 13.2. In fact, evidence to the contrary amasses 

and inequality is frequently related to countries’ reduced economic performance. Many studies 

now dispute the identification of inequality and growth and provide a counterbalance to the 

conventional rhetoric. On this view, inequality may (but need not!) reduce growth, negatively 

affecting the dimension material living standards. This subsection discusses some of those 

studies.  

It is emphasized that this discussion is merely meant to illustrate how the conventional wisdom 

“inequality is good for growth”1121 is no longer generally accepted. To this end, some evidence 

to the contrary is presented and analyzed. This discussion is not meant as a comprehensive 

overview of the current state of literature.  

One example of studies that question the adage “inequality is good for growth” is delivered by 

Cingano, who studied inequality in relation to economic performance in his paper Trends in 

Income Inequality and its Impact on Economic Growth.1122 “Drawing on harmonised data 

covering the OECD countries over the past 30 years,” he finds that changes in income inequality 

(disposable income) over the period 1985-2005 have had “a negative and statistically significant 

impact on subsequent growth” of GDP per capita over the period 1990-2010.1123 In countries 

where inequality rose, growth would have been significantly higher had income disparities not 

widened. Rising income inequality is reported to have knocked off more than ten percentage 

points of growth in Mexico and in New Zealand. In the United Kingdom, Sweden, Finland, 

Norway, the United States and Germany the growth rate would have been more than a fifth 

                                                 

1121  See Chapter 13.2. 

1122  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris. 

1123  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 6. 
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higher. In the Netherlands, growth would have been almost 5 percent higher had inequality not 

increased. Conversely, greater equality in Ireland, France and Spain is found to have led to four 

to six percentage points higher growth of per capita GDP.1124 

According to Cingano, his analysis suggests two things. First, he notes that “income inequality 

has a sizeable and statistically significant negative impact on growth”.1125 Second, 

“redistributive policies achieving greater equality in disposable income ha[ve] no adverse 

growth consequences”.1126 In his view, it is mainly inequality at the bottom that hampers 

economic growth: the gap between low income households, i.e. the bottom four deciles, and 

the rest of the population matters most.  

Additional analysis suggests that one key channel through which economic performance is 

affected is through lowering investment opportunities, education in particular, of the poorer 

segments of the population.1127 I agree with Cingano that this implies that limiting – or 

reversing – the long-run rise in inequality would yield a “double dividend”: it “would not only 

make societies less unfair, but also richer.”1128 

Cingano stresses that in limiting inequality a comprehensive set of policy measures, aimed at 

both the taxation of top earners and empowering lower-income classes, is advisable. In my view 

this illustrates that in order to meaningfully redress economic inequality non-tax instruments 

should be exploited as well. More important than redistribution, access to and the quality of 

collective goods and public services – such as primary, secondary and tertiary education, on the 

job training and health care – are powerful tools to address inequality at the bottom of the 

                                                 

1124  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 18. For more 

detailed results and information about the magnitude of the impacts, see OECD (2014), Focus on Inequality 

and Growth - December 2014. The document as well as the figures included therein and underlying data are 

available at http://www.oecd.org/social/inequality-and-poverty.htm (accessed November 17, 2017) and 

http://www.oecd.org/els/soc/Focus-Inequality-and-Growth-Figures-Data-2014.xlsx (accessed November 

17, 2017). 

1125  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 28. 

1126  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 28. 

1127  These and other explanations for the negative impact of inequality on growth are discussed in greater detail 

in Chapters13.3.3.2 through 13.3.3.5. 

1128  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 28. 
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income pyramid by smoothing pre-tax income differences, fostering social mobility and 

improving equality of opportunity.1129  

Cingano also reviewed seventeen earlier studies on the relationship between inequality and 

growth. Contrary to his own results, this review highlighted a lack of consensus about the sign 

and the strength of that relationship. Some of the studies found that inequality has a negative 

effect on growth, while others highlighted a positive effect. On occasion, studies found 

insignificant effects of inequality on growth.1130 This leads me to believe that – at the end of 

the day – not much can be said about the exact relationship between inequality and growth.  

For that reason it does not come as a surprise that Cingano’s results have been criticized. 

Bettendorf, for instance, has critically analyzed the study and pointed out a number of 

methodological shortcomings, casting severe doubt on the validity of the results.1131 Bettendorf 

notes that Cingano uses income inequality as the sole significant driver of economic growth, 

instead of the primary factors, such as investments in physical capital and the average years of 

formal education, that are commonly considered the main drivers of growth. Moreover, no 

effect on growth is found when the inequality of income and the degree of redistribution are 

considered. This means that – in Cingano’s model – the growth rate is considered independent 

of the degree of redistribution. According to Bettendorf this is clearly a stretch from empirical 

reality. Moreover, Cingano is said to have wrongfully assumed the countries examined to be 

homogenous, thereby ignoring important structural differences that tend to lead to different 

policy effects in different countries and over time. As a consequence, it is doubtful whether the 

impact of inequality of growth in a country like the Netherlands is truly comparable to the effect 

in, for example, Mexico. Given these methodological shortcomings, I believe that Cingano’s 

findings should be treated with caution when making inferences about the impact of inequality 

on growth. They do, however, illustrate that inequality need not necessarily be bad for growth. 

                                                 

1129  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 29. 

1130  Federico Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, 

Employment and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 12.  

1131  Leon Bettendorf, CPB-reactie op OESO-studie over de relatie tussen inkomensongelijkheid en economische 

groei, December 22, 2014. Available online at 

https://www.cpb.nl/sites/default/files/publicaties/download/cpb-notitie-22dec2014-reactie-op-oeso-studie-

over-relatie-inkomensongelijkheid-en-economische-groei.pdf (accessed November 17, 2017). 
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Other authors have also analyzed the relationship between inequality and growth. For example, 

Halter, Oechslin and Zweimüller find inequality to help growth in the short run but to be 

potentially harmful in the long-term. They explain this difference by pointing out that 

growth-promoting effects may arise from purely economic mechanisms, such as savings or 

innovation incentives – which set in relatively fast. The growth-reducing effects, however, 

involve political processes, changes to institutions, the rise of socio-political movements and 

arise through changes in people’s educational attainment. Arguably, such effects take longer to 

materialize.1132 

Caron and Repetti review 36 studies on the impact of inequality on growth. They distinguish 

between long-term empirical studies (i.e. fifteen years through thirty-five years) and short-term 

studies (i.e. ten years or less). The nineteen long-term studies suggest that high concentrations 

of wealth correlate with poor economic performance.1133 The seventeen short-term studies 

Caron and Repetti reviewed were less unambiguous and even contradictory. One study of 

sixteen industrial nations found countries with the greatest income inequality in the 1980s to 

have the lowest growth of labor productivity in the ensuing years.1134 Yet another study 

concluded that high inequality at the start of a ten-year period correlated with higher GDP 

growth during that period for wealthy countries and with lower growth for poor countries.1135 

For periods of five years and shorter contradictory results were also observed.1136 

                                                 

1132  Daniel Halter, Manuel Oechslin and Josef Zweimüller, Inequality and growth: the neglected time dimension, 

J. Econ. Growth (2014) 19, pp. 81-104. 

1133  Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce Inequality and 

Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, pp. 1266-1270. The authors note that “because wealth 

is often difficult to measure, most of the studies reviewed use concentrations of income as a proxy for wealth. 

Many economists believe that this may not affect the results because concentrations of income follow the 

same patterns as concentrations of wealth, but a recent study has concluded–after examining data from 

countries that collect data on both distributions of income and wealth–that the distribution of wealth in those 

countries is more concentrated than the distribution of income.” (p. 1266). 

1134  Andrew Glyn and David Miliband, Introduction, in: Paying For Inequality: The Economic Cost of Social 

Injustice (1994) as cited by Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate 

Tax to Reduce Inequality and Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, p. 1270. 

1135  Robert J. Barro, Inequality and Growth in a Panel of Countries, 5 J. Econ. Growth 5, 18 (March 2000) as 

cited by Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce 

Inequality and Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, p. 1270. 

1136  See Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce Inequality 

and Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, pp. 1271-1273. 
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Caron and Repetti offer two potential explanations for the difference between the long-term 

and short-term studies.1137 First, both types of studies use different types of data. Short-term 

studies frequently use panel data, which consist of information about several variables for 

several countries, usually for a relatively short period of time. Long-term studies use 

cross-country data that primarily consist of a measure of inequality and the growth rate for a 

country during a lengthy period. Second, the authors explain that the short term studies may 

fail to capture the relationship between inequality and economic growth because it is simply 

not a short-term relationship: “The explanations with the most support - the failure of countries 

with inequality to invest adequately in education, the presence of social unrest, and the difficulty 

of enforcing property rights in polarized societies - are also the explanations most likely to 

manifest themselves over a long period of time, not a short period.”1138  

Far from being an exhaustive and balanced overview, the above studies challenge the 

conventional wisdom that inequality is good for growth. On the contrary, they illustrate how 

evidence abounds that excessive inequality may, in fact, hamper growth – for instance through 

falling investments in human capital and formal education. However, there is no consensus. 

Nevertheless, (greater) equality and economic growth need not necessarily be rival objectives, 

but may in fact go hand in hand. This suggests that greater equality may – under certain 

circumstances – be desirable for governments that pursue an economic growth agenda.  

13.3.3.1.2 Taxes and growth  

A means most commonly invoked to achieve greater equality, is the tax system. The tax system 

can serve as a tool for redistribution and affect the market-based distribution of income and 

wealth.  

Traditionally, taxes and redistribution have been considered detrimental to economic 

growth.1139 On that view, high tax rates discourage effort and risk taking, reduce economic 

                                                 

1137  Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce Inequality and 

Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, pp. 1273-1274. 

1138  Paul L. Caron and James R. Repetti, Occupy the Tax Code: Using the Estate Tax to Reduce Inequality and 

Spur Economic Growth, 40 Pepp. L. Rev. 1255 2013, p. 1274 (footnotes omitted). 

1139  See, e.g., Chapter 13.2.3 and the literature cited there. 
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activity and slow down the growth of the economy. De Mooij,1140 Griffith et al.1141 and 

Auerbach et al.1142 provide examples thereof. But other research sheds a different light on the 

matter: various studies have found high tax rates not to play a negative role in this respect. Such 

studies challenge the conventional view and illustrate how taxes need not necessarily depress 

economic growth. This subsection and the next are devoted to such studies. Again, both 

subsections are not meant to provide a comprehensive overview of the literature of taxes and 

economic growth. This literature is very large and shows no signs of consensus about the impact 

of taxes on growth. Instead, the literature to be discussed is meant to counterbalance the 

traditional conviction that considers taxes bad for growth. As a result, these subsections only 

deal with studies that illustrate how taxes need not necessarily depress growth and 

entrepreneurship. 

Garrisson and Lee, for instance, study forty-five low-income countries and eighteen industrial 

countries. They include tax rates directly in their models and find no support for the hypothesis 

that increases in tax rates adversely affect economic activity.1143 Along the same lines, Perotti 

found no evidence that taxes negatively affect the growth rate. Using a sample of sixty-seven 

countries he finds the coefficient of the marginal tax rate variable in his regression models to 

be positive and highly significant, which suggests that higher tax rates correlate with higher 

growth.1144 

Ostry, Berg and Tsangarides also provide an empirical analysis of inequality and growth and 

conclude that lower net inequality is robustly correlated with faster and more durable growth, 

for a given level of redistribution.1145 They further find that redistribution generally appears to 

have minor effects on growth. But for non-extreme redistribution, there is no evidence of any 

                                                 

1140  Ruud A. de Mooij, Will Corporate Income Taxation Survive?, De Economist 2005, 153, pp. 277-301. 

1141  Rachel Griffith, James Hines and Peter Birch Sørensen, International Capital Taxation, in: J.A. Mirrlees 

(ed.), Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford University Press 2010. 

1142  Alan Auerbach, Michael P. Devereux and Helen Simpson, Taxing Corporate Income, in: James. A. Mirrlees 

(ed.), Dimensions of Tax Design: The Mirrlees Review, Oxford: Oxford University Press 2010. 

1143  Charles B. Garrison and Feng-Yao Lee, Taxation, Aggregate Activity and Economic Growth: Further Cross-

Country Evidence on Some Supply-Side Hypotheses, 32 Econ. Inquiry 172 1992, pp. 172-176. 

1144  Roberto Perotti, Growth, Income Distribution, and Democracy: What the Data Say, Journal of Economic 

Growth, 1: 149-187 (June, 1996). 

1145  Jonathan D. Ostry, Andrew Berg, and Charalambos G. Tsangarides, Redistribution, Inequality, and Growth, 

IMF Staff Discussion Note. SDN/14/02, February 2014, p. 6. 
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adverse direct effect on growth, leading the authors to associate average redistribution and the 

associated reduction in inequality “with higher and more durable growth”.1146 In my view, a 

two-stage flat tax, which combines a comparatively low income tax rate for the lower and 

middle incomes with a progressive rate for high incomes could then be a serious option.1147 

That is, as long as the financial backing is found in reducing instrumental humbug and tax 

expenditures.  

In other literature it has been inferred from the above that “more progressivity within direct 

taxation could hence possibly be an efficient tool to ensure both the financing of targeted labour 

tax cuts while reinforcing equity/redistribution within the taxation of income.”1148 This 

provides an important lesson for the shift to indirect taxes: reductions of the personal income 

tax should especially target lower and middle-income households. Note that additional tax 

revenues could also be used to improve access to education, health and social security. 

13.3.3.1.3 Entrepreneurship and taxation 

Entrepreneurship is often considered an importance source of growth.1149 Clingingsmith and 

Shane review the empirical literature on the effects of individual income tax policy on seven 

dimensions of entrepreneurship,1150 namely:  

1) the decision to enter entrepreneurship; 

2) the decision to exit entrepreneurship; 

3) the selection of the legal form of business; 

4) compliance with tax laws; 

                                                 

1146  Jonathan D. Ostry, Andrew Berg, and Charalambos G. Tsangarides, Redistribution, Inequality, and Growth, 

IMF Staff Discussion Note. SDN/14/02, February 2014, p. 26. 

1147  See also Ulko Jonker, Formatie stort zich op belastinghervorming: Over migratie, klimaatbeleid, en ethische 

kwesties zou impliciet overeenstemming zijn, Het Financieele Dagblad, 11 September 2017, p. 5 and 

Chapter 16. 

1148  Milena Mathè, Gaëtan Nicodème and Savino Ruà, Tax Shifts, European Commission Taxation Papers 

Working Paper N. 59-2015, p. 10. 

1149  See, critically, Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 115 (“The 

current economic mantra stresses the role of the private sector as the engine of economic growth. It’s easy 

to see why: when we think of innovation we think of Apple, Facebook, Google, and a host of other 

companies that have changed our lives. But behind the scenes lies the public sector: the success of these 

firms, and indeed the viability of our entire economy, depends heavily on a well-performing public sector. 

There are creative entrepreneurs all over the world. What makes a difference – whether they are able to 

bring their ideas to fruition and products to market – is the government.”) 

1150  David Clingingsmith and Scott Shane, How Individual Income Tax Policy Affects Entrepreneurship, 84 

Fordham L. Rev. 2495 2015-2016. 



The Tax Tectonics 

p. 408 

5) employment of workers; 

6) company sales; and  

7) the tendency of business owners to make capital investments.  

The authors find no evidence of consensus, “even on relatively narrow questions such as 

whether individual income tax rates deter or encourage entrepreneurial activity.” On the basis 

of their review, they conclude that “two key findings for policymakers seeking to be normative–

whether the tax has a positive effect or a negative one [on entrepreneurial activity, LWDW] and 

the magnitude of that positive or negative effect–simply are not found with enough consistency 

to make statements about the expected effects of increasing or decreasing individual income 

tax rates on different aspects of entrepreneurial activity.”1151  

Moreover, results found for the impact of tax policy on different dimensions of entrepreneurship 

are not consistent: individual income tax does not affect all types of entrepreneurial activity in 

the same way and “has theoretically inconsistent effects on different aspects of 

entrepreneurship.”1152 Clingingsmith and Shane draw an important lesson for tax policy from 

this literature: as the population of entrepreneurs whose activities create substantial 

employment and productivity growth is small, it is probably better for policymakers wishing to 

promote this activity to “find ways of addressing this population directly through targeted 

policies, rather than through the blunt instrument of individual income tax rates that affect 

nearly everyone.”1153  

An often-heard claim is that tax cuts for entrepreneurs and investors spur investments, create 

jobs and fuel economic growth.1154 Fleischer notes that, to a tax scholar, this claim likely 

sounds falsifiable and “subject to empirical observation and testing.”1155 However, “for many 

                                                 

1151  David Clingingsmith and Scott Shane, How Individual Income Tax Policy Affects Entrepreneurship, 84 

Fordham L. Rev. 2495 2015-2016, p. 2515. 

1152  David Clingingsmith and Scott Shane, How Individual Income Tax Policy Affects Entrepreneurship, 84 

Fordham L. Rev. 2495 2015-2015, p. 2516. 

1153  David Clingingsmith and Scott Shane, How Individual Income Tax Policy Affects Entrepreneurship, 84 

Fordham L. Rev. 2495 2015-2015, p. 2516. 

1154  Victor Fleischer, Job Creationism, 84 Fordham L. Rev. 2477 2015-2016, p. 2477 notes that during the 

October 28, 2015, Republican Presidential Debate, U.S. Senator Marco Rubio for instance argued: “The 

other thing I’d like to make about our plan, one more point, it is the most pro growth tax plan that I can 

imagine because it doesn’t tax investments at all. You know why? Because the more you tax something, the 

less of it you get.” See also http://www.nytimes.com/2015/10/29/us/politics/transcript-republican-

presidential-debate.html?smid=pl-share&_r-0 (accessed November 17, 2017). 

1155  Victor Fleischer, Job Creationism, 84 Fordham L. Rev. 2477 2015-2016, p. 2477. 
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policymakers, voters, and even some academics, the relationship between taxes and 

entrepreneurship is a matter of faith” and “ideological commitment, not [of] evidence and 

reason.”1156 Addressing this purported relationship, Fleischer points out a lack of empirical 

evidence in support thereof. The available evidence suggests instead that “at moderate tax rates 

(below, say, 50 percent), tax policy has little effect on the marginal rate of entrepreneurial entry 

or the marginal growth of new firms.”1157 Yet tax codes are often riddled with tax breaks for 

entrepreneurial income and investors. According to Fleischer, such is “not a policy of job 

creation”, but “job creationism” and best described as “a system that favors rich incumbents 

and also helps out a few entrepreneurs.”1158 Fleischer concludes that it is better to focus “on 

creating an economy that maximizes opportunities and leave the tax code out of it.”1159 I briefly 

return to this in Chapters 14.4 and 14.5 when discussing instrumentalism in direct taxation. 

13.3.3.1.4 To summarize 

The literature discussed in the foregoing subsections challenges the conventional view that 

inequality is good for growth and that taxes are bad. It illustrates that economic equality and 

economic growth need not necessarily be mutually exclusive. Taxes need not be a depressant 

for growth either. Conversely, inequality may have a depressing effect on growth as it can make 

for a less efficient economy.  

This raises the question why (excessive) inequality may interfere with economic growth and 

– as a consequence – negatively affect the dimension material living standards.1160 Literature 

offers roughly four explanations. The first explanation is about shortfalls in aggregate demand: 

inequality can lead to underconsumption and unemployment, as a consequence of which the 

economy does not supply as much as it is capable of. Moreover, and secondly, debts can weigh 

down the economy as part of debtors’ future budgets will have to be reserved for redemption 

and interest payments, thereby likewise limiting consumer expenditures. A third explanation is 

about market power, which can drive out competition and raise the prices of goods and services. 

                                                 

1156  Victor Fleischer, Job Creationism, 84 Fordham L. Rev. 2477 2015-2016, p. 2477. 

1157  Victor Fleischer, Job Creationism, 84 Fordham L. Rev. 2477 2015-2016, p. 2477. 

1158  Victor Fleischer, Job Creationism, 84 Fordham L. Rev. 2477 2015-2016, p. 2489. 

1159  Victor Fleischer, Job Creationism, 84 Fordham L. Rev. 2477 2015-2016, p. 2489. 

1160  For an overview, see Robert Went, Inkomensongelijkheid en groei, in: Monique Kremer, Mark Bovens, 

Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de ontwikkeling 

en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, pp. 136-141. 
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The fourth and final explanation discussed is about private and public underinvestment in 

human capital and a country’s economic infrastructure, which may undermine a country’s 

future growth potential. The remainder of this section discusses these explanations in greater 

detail. 

13.3.3.2 Shortfalls in aggregate consumption 

The first reason why excessive economic inequality may be bad for growth regards the demand 

side of the economy. It is about deficiencies in aggregate demand (underconsumption) and 

unemployment.  

Expenditures drive economic growth and job creation. In more unequal societies the bulk of 

national income accrues to the owners of capital and to high-income households, who have a 

higher propensity to save and consequently consume a smaller portion of their income than 

middle- and lower-income families.1161 Conversely, families in the bottom deciles often need 

their entire income – and sometimes more – to make necessary outlays and fail to satisfy their 

demand due to a lack of financial means. Stiglitz explains that, as a consequence, “total demand 

in the economy will be less than what the economy is capable of supplying—and that means 

that there will be unemployment.”1162 

One way to boost demand closer to what the economy is capable of supplying is therefore to 

increase the incomes of or transfers to the lower- and middle income classes. To illustrate, 

assuming the top 1 percent of the US population to save some 20 percent of its income, Stiglitz 

estimates that a redistribution of 5 percentage points to the lower and middle classes would 

immediately increase aggregate demand by 1 percentage points and still leave the top 1 percent 

with 15 percent of the nation’s income.1163 Taking into account the circulation of money, the 

increase in output would come to 1.5 to 2 percentage points and entail a comparable drop in 

unemployment. Broadening the scope to a redistribution from the top 20 percent would increase 

output and lower unemployment even further, Stiglitz claims. 

                                                 

1161  See also Chapter 10. 

1162  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 106. 

1163  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 107. It is not stated whether 

this redistribution takes the shape of tax increases for the top 1 percent and tax cuts for the lower and middle 

classes or cash transfers.  



13. Economic inequality and well-being: an instrumental perspective 

p. 411 

From a demand perspective, tax cuts should therefore be specifically tailored to the lower and 

middle classes, who will most likely spend the additional income such tax cuts bring about.1164 

After all, in order to grow the three, you should water it at the bottom. High income households, 

on the other hand, would most likely not spend the proceeds in their entirety as they already 

save part of their income. Engelen has noted that the imposition of austerity measures for 

employees (wage restraint) might therefore be counterproductive when they limit disposable 

income of the lower- and middle-income classes and basically provide for an upwards 

redistribution of income from employees to the owner of capital.1165 

13.3.3.3 Private debts 

Private debts can limit expenditures and depress economic growth for various reasons. One is 

about positional concerns. Recall from Chapter 13.3.2 that evaluation depends on context and 

how people tend to compare themselves to others. Went points out that when people of modest 

means try to mimic the more copious consumption of the rich, they can do so by either working 

longer hours or by borrowing. If the latter path is chosen, the resulting monthly instalments and 

interest payments can be a millstone around their necks and over time limit their spending. The 

same may be true for repayment of college loans. Debt repayments may also crowd out 

investments in education and human capital.1166  

Housing bubbles can contribute to growing private debts. The report Kosten Koper: een 

reconstructie van twintig jaar stijgende huizenprijzen shows how the explosive 250 percent 

increase of average house prices in the Netherlands between 1995 and 2008 was mostly 

demand-driven.1167 A mixture of positive economic outlooks, falling interest rates and a host 

of financial innovations by mortgage lenders combined with tax incentives (e.g. mortgage 

interest relief) seduced many private individuals to overleverage.1168 When the crisis struck the 

                                                 

1164  See also Chapter 13.2.3. 

1165  Ewald Engelen, De mythe van het poldermodel, Follow the Money 15 January 2014, 

http://www.ftm.nl/column/de-mythe-van-het-poldermodel/ (accessed November 17, 2017). Engelen argues 

that not wage constraints but wage increases are the way to make an economy grow. 

1166  See also Chapter 13.3.3.2. 

1167  Tijdelijke commissie Huizenprijzen, Kosten Koper: Een reconstructie van twintig jaar stijgende 

huizenprijzen, Parliamentary documents II, 2012/13, 33 194, No. 3. 

1168  Tijdelijke commissie Huizenprijzen, Kosten Koper: Een reconstructie van twintig jaar stijgende 

huizenprijzen, Parliamentary documents, 2012/13, 33 194, No. 3, p. 8. 
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housing market and the bubble burst, house prices plummeted and many households found 

themselves struggling financially. 

13.3.3.4 Market power and anti-competitive behavior 

Throughout this thesis it has been emphasized how markets and the economy are not 

independent phenomena. Instead, markets and the economy are governed by a regulatory 

system. In a democratic society, these rules and regulations are determined by politics. Hence, 

ultimately, politics shape the market. 

Various authors maintain that large fortunes entail economic power and can undermine the 

functioning of the market.1169 In this view, the owners of large fortunes are able to pursue their 

own interests and push a policy agenda that is rigged in their favor1170 – which may also be 

incompatible with democracy (this is discussed in greater detail in Chapter 13.3.4).  

Economic and democratic power may then be mutually reinforcing in the sense that money can 

buy political influence and political influence can help (further) bend the rules of the economic 

game to one’s own favor. Stiglitz explains that this is economically inefficient because the 

benefits of economic activity accrue to a society’s upper class, and not to society as a whole:  

When one interest group holds too much power, it succeeds in getting policies that benefit 

itself, rather than policies that would benefit societies as a whole. When the wealthiest use 

their political power to benefit excessively the corporations they control, much-needed 

revenues are diverted into the pockets of a few instead of benefiting society at large.1171 

Rakowski discusses a comparable perspective. He points out that financial clout may involve 

market power that can be used in an anti-competitive way “to manipulate markets and reap 

supercompetitive returns at the expense of less muscular actors.”1172 This may, he notes, hurt 

consumers and producers through price distortions and inefficient resource allocations. Along 

the same lines Van Bavel argues that the way the wealthy use and appropriate their funds can 

be crucial for the outcome of investments to be judged positively or negatively. The argument 

                                                 

1169  See the literature cited below. 

1170  For a variety of examples from around the world, see Oxfam, Working for the Few: Political capture and 

economic inequality, 178 Oxfam Briefing Paper, 20 January 2014, pp. 11-18. 

1171  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 105. 

1172  Eric Rakowski, Can Wealth Taxes Be Justified?, 53 Tax L. Rev. 263 1999-2000, p. 292.  
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goes that when funds are concentrated in only a few hands, a comparatively small group of 

investors can decide how these funds are appropriated. As a consequence, Van Bavel claims, 

the private interests of these investors – namely a high return on investment through short-term 

transactions – may outweigh the public, general interest of, for instance, job continuity.1173 

Anti-competitive corporate behavior can be kept in check by anti-trust laws and as a last resort 

by the dismantling or splitting up of market players that are perceived to have become too 

powerful.1174 Mombrun observes a vacuum when it comes to such laws to curb individuals’ 

excessive powers and perceives a role for the tax system as a correcting force. He writes: 

There is a danger that just as corporate greed can lead a corporation or a few corporations to 

dominate a segment of the economy and produce anti-competitive tendencies resulting in 

economic inefficiency, the same can happen with unchecked individual greed. The 

government deals with corporate greed through anti-trust laws. There is no such law for 

individuals. Estate taxation is the only check on uncontrolled wealth accumulation. At the 

very least, it serves as a warning to the next generation that the wealth of the previous 

generation may not be passed on wholly. Thus, if the next generation wants to keep the 

lifestyle they have become accustomed to, they need to add value to their inheritance.1175 

It was exactly this desire to limit the growth of large fortunes and to curb the powers that would 

derive from them that reportedly motivated the introduction of the personal and corporate 

income tax and the estate tax in the United States during the first decades of the twentieth 

century.1176  

                                                 

1173  Bas van Bavel, Vermogensongelijkheid in Nederland: De vergeten dimensie, in: Monique Kremer, Mark 

Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de 

ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, 

p. 91. 

1174  An example is John D. Rockefeller’s The Standard Oil Company, whose curtains as the world’s first and 

largest multinational corporation fell when the US Supreme Court ruled that Standard held an illegal 

monopoly position under the Sherman Antitrust Act and subsequently ordered its breaking up into 90 

independent companies. See Standard Oil Co. of N.J. v. United States, 221 U.S. 1 (1911) and United States 

v. N. Sec. Co., 193 U.S. 197 (1904). 

1175  Reginald Mombrun, Let’s Protect Our Economy and Democracy from Paris Hilton: The Case for Keeping 

the Estate Tax, 33 Ohio N.U. L. Rev 61 2007, p. 76. 

1176  See Reuven S. Avi-Yonah, Corporations, Society and the State: A Defense of the Corporate Tax, 90 Va. L. 

Rev. 1193 2004, pp. 1212-1231. See also Marjorie E. Kornhauser, Corporate Regulation and the Origins of 

the Corporate Income Tax, 66 Ind. L.J. 53, 1990-1991 and Steven A. Bank, Taxing Bigness, 66 Tax L. Rev. 

379 2012-2013. See also Chapter 7. 



The Tax Tectonics 

p. 414 

13.3.3.5 Underinvestment and rent-seeking 

A final aspect of excessive inequality’s negative impact on economic growth cited in literature 

is underinvestment, both public and private.  

Reduced private and public investments in, for instance, human capital can seriously erode a 

country’s economic capacity in the long run.1177 Stagnating and falling wages as well as debts 

may render such investments more difficult because people are left with insufficient funds to 

buy themselves or their children a decent education. These consequences are likely to be most 

notable for those at the bottom of the income pyramid.1178 

Lack of investments in economic infrastructure can likewise undermine countries’ economic 

prospects. Stiglitz observes how over the past decades his country has suffered from 

underinvestments in public goods. He fears that anticipated future cutbacks would only 

eviscerate the economy’s long-term growth potential even further: 

Indeed, the boom years of the 1990s were buoyed by innovations made in previous decades 

that finally took their place in our economy. But the well from which the private sector can 

draw – for the next generation of transformational investments – is drying up. Applied 

innovations depend on basic research, and we simply haven’t been doing enough of it.1179 

Things were different before the Second World War, Stiglitz points out:  

Recent research has shown that the years before World War II were years of high 

productivity increase, which set the stage for even more productivity increases in subsequent 

years. Among the reasons for this is government investment in roads (which interestingly 

played an important role in increasing productivity in railroads). Such public investments 

can be financed sustainably only through taxation, and given the level of inequality, what is 

required is well-designed progressive taxation that can be less distortionary than regressive 

taxation.1180 

Public investments are therefore a powerful force behind a thriving economy. At the basis of 

many successful corporations is a public sector that heavily invested in public goods such as 

infrastructure, education, and basic research. These investments paved the way for corporate 

                                                 

1177  For example Monique Kremer, Mark Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is 

Nederland? Een verkenning van de ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: 

Amsterdam University Press 2014, pp. 28, 90 and 139. 

1178  See also Chapter 13.3.3.1.1. 

1179  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 116-117. 

1180  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 144. 
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success and enabled corporations to blossom.1181 William H. Gates (former attorney, 

philanthropist and father of software tycoon Bill Gates)1182 aptly expressed this conviction in 

a plea for retention of the US estate tax:  

There is no question that some people accumulate great wealth through hard work, 

intelligence, creativity, and sacrifice. Individuals do make a difference, and it is important 

to recognize individual achievement. Yet it is equally important to acknowledge the 

influence of other factors, such as luck, privilege, other people's efforts, and society's 

investment in the creation of individual wealth. 

Consider the many components of the social framework that enable great wealth to be built 

in the United States. Among them are a patent system, enforceable contracts, open courts, 

property ownership records, protection against crime and external threats, and public 

education. Even the stock market is a form of socially created wealth that provides liquidity 

to enterprises. David Blitzer, the chief investment strategist at Standard and Poor’s, recently 

wrote, ‘Financial markets are as much a social contract as is democratic government.’ When 

faith in this social system is shaken, as it has been by recent breaches of trust, we see how 

quickly individual wealth evaporates.1183 

In a sense, reductions of public investments highlight a gap between the “haves” and the 

“have-nots”. Those well-off do not necessarily need a strong government that guarantees 

medical care, social security or public education: they can buy these goods themselves in the 

market place.1184 Things are different for lower and middle-income families – who may very 

well need to rely on the public sector to provide such goods and services, especially in times 

of, for instance, soaring health care costs and long waiting lists. Consequently, the groups at 

either side of the divide can become more and more alienated. It goes without saying that the 

                                                 

1181  See, e.g., Martin J. McMahon Jr., The Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004), 

pp. 1101-1102; Michael J. Graetz, To Praise the Estate Tax, Not to Bury It, 93 Yale L.J. 259 (1983-1984), 

p. 275; Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, pp. 97-98 and 115-116. 

1182  Graetz has noted the following about the efforts to retain the estate tax: “(…) those who fought to retain the 

tax relied instead on economic arguments that the tax had little or no detrimental effects on the economy 

and on their oft-repeated argument that it only burdened the richest one or two percent of Americans. They 

made William Gates, Sr. the most visible opponent of repeal. Gates does not come across as inauthentic or 

insincere, but as the father of the world’s richest man, who in his retirement can now spread his son’s 

largesse around the world, he can scarcely be described as a sympathetic figure to whom ordinary Americans 

can relate. Repeal proponents had no difficulty labeling him a ‘limousine liberal,’ most obviously because 

he has no estate tax problem, and everyone knows it. His son already has the dough. The advocates for 

wealth transfer taxes failed to understand the political power of storytelling long after Ronald Reagan had 

turned it into an art form.” See Michael J. Graetz, “Death Tax” Politics, 57 B.C. L. Rev. 801 2016, p. 808. 

1183  William Gates, Tax the Wealthy, The American Prospect May 28, 2002, http://prospect.org/article/tax-

wealthy (accessed November 17, 2017). See also Michael J. Graetz, To Praise the Estate Tax, Not to Bury 

It, 93 Yale L.J. 259 (1983-1984), pp. 275-276 (providing various reasons why it is not correct the regard 

market distributions as inherently fair or as presumptively just.) 

1184  Note that the market place itself is upheld by government spending. 
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rich, too, benefit from investments in public infrastructure that enable them to maintain and 

expand their fortunes. A lack thereof would consequently also harm them and their wealth. 

According to some, growing inequality is a consequence of deliberate regulatory and policy 

choices prompted by wealthy individuals and corporations that try to rig the system in their 

favor.1185 The next subsection discusses this democratic perspective on inequality. 

  

                                                 

1185  E.g., Alice Gresham Bullock, The Tax Code, the Tax Gap, and Income Inequality: The Middle Class 

Squeeze, 53 Howard L.J. 249 2009-2010; Oxfam, Even It Up: Time To End Extreme Inequality, 2014, p. 

12 (“Many believe that inequality is somehow inevitable, or is a necessary consequence of globalization and 

technological progress. But the experiences of different countries throughout history have shown that, in 

fact, deliberate political and economic choices can lead to greater inequality.”) 
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 Democratic deficiencies 

13.3.4.1 Introduction: an inverse relationship between inequality and democracy? 

Large concentrations of wealth are sometimes said to be at odds with elective and representative 

government because they can give the wealthy disproportionate political power and 

influence.1186 As US Supreme Court Justice Louis Brandeis is attributed to have stated: “We 

can have democracy […], or we can have wealth concentrated in the hands of a few, but we 

cannot have both.”1187  

Political power and influence concern the dimension political voice and governance. When 

wealth is able to exert disproportionate political power, the one-man-one-vote principle is 

violated and there is a threat that voters are marginalized. As a consequence, less wealthy 

individuals and interest groups may not be able to speak out publicly to make themselves heard 

in the political arena. What is more, political power can translate into economic and market 

power, for instance when companies are able to dominate the market, drive out competitors and 

employ great multitudes.1188 The dimensions material living standards then also becomes 

involved. 

There is a rich literature illustrating these and other purported powers and influences of wealth. 

This literature shows that the dimension political voice and governance is involved in various 

ways. Not only have the wealthy been said to exert baneful sway over politicians and 

legislation, but wealth could also potentially influence executive decision making, threaten the 

impartiality of public officials, undermine independent media and manipulate markets.1189 

Avi-Yonah explains that the inconsistency between great wealth and elective representative 

government is one of accountability. He points out that private accumulations of wealth that 

                                                 

1186  See, e.g., James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, pp. 840-841. 

Repetti makes a comparable case in a more recent contribution to the Vanderbilt Law Review. See James 

R. Repetti, Democracy and Opportunity: A New Paradigm in Tax Equity, 61 Vand. L. Rev. 1129 2008, 

pp. 1152-1162. See also Martin J. McMahon Jr., The Matthew Effect And Federal Taxation, 45 B.C. L. Rev. 

993 (2003-2004), pp. 1109-1111. 

1186  Eric Rakowski, Can Wealth Taxes Be Justified?, 53 Tax L. Rev. 263 1999-2000, p. 292 and James R. 

Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001. 

1187  Martin Gilens, Affluence and Influence: Economic Inequality and Political Power in America, Princeton, 

NJ: Princeton University Press 2012, p. 1. It should be noted that the origin of this quotation is disputed. 

1188  See Chapter 13.3.3.4 for more details. 

1189  Eric Rakowski, Can Wealth Taxes Be Justified?, 53 Tax L. Rev. 263 1999-2000, p. 292. 
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exert political influence are neither elected by the people nor delegated from people’s 

representatives: they are unaccountable to the majority. In his view, this is an unhealthy 

phenomenon in a democratic society.1190 From the perspective of the dimension political voice 

and governance, this would, consequently, be a negative development. 

Fears of the use of large fortunes to gain political influence are by no means imaginary. 

Literature reveals an abundance of examples of large fortunes being used at the expense of 

political and media independence. In his Rights of Man Thomas Paine already expressed 

concerns about how inheritances could have a corrupting effect on the democratic process 

because “the freedom of elections [is] violated by the overbearing influence which this unjust 

monopoly of family property produces.”1191 It led Paine to propose a progressive tax on the 

amount inherited by each individual – with confiscatory marginal tax rates of up to 100%. Far 

from being a denouncement of substantial fortunes, Paine merely advocated to not have them 

remain in the same hands for successive generations.1192 

Wilkinson and Pickett note that at the time Paine wrote his seminal work, the capitalist system 

was still in its infancy and his critique was directed at the landed aristocracy, the nobility and 

the monarchy. Had Paine lived in more recent times, he would have been likely to also have 

included multinational corporations in his sight. Wilkinson and Pickett underscore the economic 

importance of such corporations:  

[O]ther estimates suggest that half of the world’s largest economies are multinationals, and 

that General Motors is bigger than Denmark, that DaimlerChrysler is bigger than Poland; 

Royal Dutch/Shell bigger than Venezuela, and Sony bigger than Pakistan. Like the 

aristocratic ownership of huge tracts of land, […] these productive assets remain effectively 

in the hands of a very few, very rich people, and make our claims to real democracy look 

pretty thin.1193 

                                                 

1190  Reuven S. Avi-Yonah, Why Tax the Rich? Efficiency, Equity, and Progressive Taxation, 111 Yale L.J. 1391 

2001-2002, p. 1413. 

1191  Thomas Paine, Rights of Man, Hertfordshire: Wordsworth Editions Limited 1996, p. 207. 

1192  Thomas Paine, Rights of Man, Hertfordshire: Wordsworth Editions Limited 1996, p. 207 (“Although an 

enquiry into the origin of those estates be unnecessary, the continuation of them in their present state is 

another subject. It is a matter of national concern. As hereditary estates, the law has created the evil, and it 

ought also to provide the remedy.”) 

1193  Richard Wilkinson and Kate Pickett, The Spirit Level: Why Greater Equality Makes Societies Stronger, 

New York: Bloomsbury Press 2010, p. 251. 
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The remainder of this subsection presents and analyzes other examples of the influence of large 

fortunes on the media and political landscapes.  

13.3.4.2 Media independence 

An example of corporate influence on the media and the democratic process is provided by 

Repetti, who discusses the so-called Middletown-studies1194 that were conducted in the 1920’s 

and 1930’s in Muncie, Indiana (USA). The authors of the Middletown Studies observed that 

over the years business class advertisers had more and more become the supporters of the 

newspapers (instead of the rank and file of readers of the papers), at the expense of the 

independence of editorial comments. In fact, they found that “[i]ndependence of editorial 

comment happens to be in rough inverse ratio to the amount of advertising carried. The leading 

paper rarely says anything editorially calculated to offend local business men […]”.1195 Papers 

that carried less or no advertising were found to comment on local affairs more frequently and 

vociferously. The authors further observed increased control over the news content of the local 

papers and employers putting pressure on their employees “to stampede local opinion in behalf 

of a single presidential candidate.”1196  

In the Netherlands, similar concerns are expressed by Van Bavel, who notes how the ownership 

of the Dutch media landscape is increasingly concentrated in the hands of a small number of 

billionaires. He fears that as the media can influence the public, the dominance of a few large 

players may facilitate the use of economic power to steer public opinion in a direction they see 

most fit (unofficial translation): 

An overly suspicious mind is not really a prerequisite to figuring out that these media will 

have a certain degree of influence on public opinion that is beneficial to the interests of the 

wealthy owners. Economic ownership is thus indirectly converted into public influence.1197 

                                                 

1194  James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, pp. 841-843 citing Robert 

S. Lynd and Helen M. Lynd, Middletown: A Study in American Culture (1929) and Robert S. Lynd and 

Helen M. Lynd, Middletown in Transition: A Study in Cultural Conflicts (1937). 

1195  James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, p. 842 citing Robert S. 

Lynd and Helen M. Lynd, Middletown: A Study in American Culture (1929) and Robert S. Lynd and Helen 

M. Lynd, Middletown in Transition: A Study in Cultural Conflicts (1937). 

1196  James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, pp. 842-843. 

1197  Bas van Bavel, Vermogensongelijkheid in Nederland: De vergeten dimensie, in: Monique Kremer, Mark 

Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de 

ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, 

pp. 91-92. In Dutch: “Zelfs zonder zeer wantrouwend te zijn, is te vermoeden dat vanuit deze media een 
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As a consequence of concentrated media ownership, information given to citizens may be thus 

unbalanced. Because of this reduced pluriformity, it is feared, citizens cannot make informed 

decisions1198 or are even misinformed.1199 That is at odds with a free, open and democratic 

society. From a political voice and governance perspective, this would therefore negatively 

affect well-being. 

13.3.4.3 Political independence and influence 

Repetti realizes that the Middletown studies present merely anecdotal evidence. He is, however, 

eager to add that statistical analysis of the effect of wealth on the electoral process and the 

conduct of public officials has revealed that the wealthy can wield significant influence by 

making large donations.1200 He discusses a study of contributions to congressional campaigns 

made in 1997 that revealed that 81% of large campaign contributors to congressional candidates 

(that is, those contributing $200 or more) had annual family incomes exceeding $100,000. 

Forty-six percent had annual incomes of more than $250,000 and twenty percent over 

$500,000.1201 Repetti claims that such contributions cause them to have a disproportionate 

voice and enable them to influence election results.  

Whether such donations help get people elected, remains to be seen. Referring to empirical 

studies by Todorov1202 and Levitt,1203 Dijksterhuis1204 explains that donors are most likely to 

contribute to the candidate running for office that has the most realistic chance of winning. So, 

to state that candidates for office win because of the donations they receive would be to confuse 

cause and effect. Instead, candidates who are likely to win are funded by donors hoping to 

secure future favors from “their” candidate. 

                                                 

bepaalde invloed op de meningsvorming uitgaat die niet ingaat tegen de belangen van de vermogende 

eigenaars. Zo wordt economisch bezit indirect omgezet in publieke invloed.” 

1198  E.g., Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. l60. 

1199  Oxfam, Even It Up: Time To End Extreme Inequality, Oxford: Oxfam GB 2014, pp. 62-63. 

1200  James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, p. 843. 

1201  James R. Repetti, Democracy, Taxes, and Wealth, 76 N.Y.U. L. Rev. 825 2001, pp. 843- 849 and the 

literature cited there. 

1202  Alexander Todorov, Anesu N. Mandisodza, Amir Goren and Crystal C. Hall, Inferences of Competence 

from Faces Predict Election Outcomes, Science, 308, 1623-1626. 

1203  Steven D. Levitt and Stephen J. Dubner, Freakonomics: A Rogue Economist Explores the Hidden Side of 

Everything, London: Penguin Books 2006, pp. 204-205. 

1204  Ap Dijksterhuis, Het slimme onbewuste: Denken met gevoel (39th edition), Amsterdam: Prometheus/Bert 

Bakker 2015, pp. 85-89. 
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Examples abound of other studies that likewise highlight the dominant political position of the 

higher echelons of the wealth and income distribution.1205 They illustrate how the voices of the 

bottom and middle deciles of the income distribution are frequently ignored politically, which 

is incompatible with the democratic principle that every vote and voter should count equally. 

Said studies are therefore perfect examples of how inequality can undermine democracy and 

the dimension political voice and governance.  

For instance, a study by Bartels shows how the interests and preferences of wealthy citizens are 

overwhelmingly represented compared with those of the middle classes. The bottom third of 

the income distribution appears to lack any political influence whatsoever as it was found to 

have no statistical effect on senators’ roll call votes.1206 Gilens likewise finds that “the 

preferences of the vast majority of Americans appear to have essentially no impact on which 

policies the government does or doesn’t adopt”.1207  

These appear not to be isolated incidents. In another study, Gilens and Page tests four 

contrasting theoretical predictions “about which sets of actors have how much influence over 

public policy: average citizens; economic elites; and organized interest groups, mass-based or 

business oriented.”1208 The results highlight “substantial independent impacts on U.S. 

government policy” of economic elites and organized groups that represent business 

interests.1209 By contrast, average citizens and mass-based interest groups are found to “have 

                                                 

1205  Apart from the work of Bartels, Gilens, and Gilens and Page discussed below, other examples of studies 

about the role of money in politics and the link between politics and inequality include Thomas Ferguson, 

Golden Rule: The Investment Theory of Party Competition and the Logic of Money-Driven Political 

Systems, Chicago: University of Chicago Press 1995; Jacob S. Hacker and Paul Pierson, Winner-Take-All 

Politics: How Washington Made the Rich Richer-And Turned Its Back on the Middle Class, New York: 

Simon and Schuster 2010 and Nolan M. McCarthy, Keith T. Poole and Howard Rosenthal, Polarized 

America: The Dance of Ideology and Unequal Riches, Cambridge, MA: MIT Press 2006. 

1206  Larry M. Bartels, Economic Inequality and Political Representation, Working Paper August 2005, 

http://www.princeton.edu/~bartels/economic.pdf. See also Larry M. Bartels, Unequal Democracy: The 

Political Economy of the New Gilded Age, Princeton, NJ: Princeton University Press 2008 (demonstrating 

that elected officials respond to the views of affluent constituents but ignore the views of poor people). 

1207  Martin Gilens, Affluence and Influence: Economic Inequality and Political Power in America, Princeton, 

NJ: Princeton University Press 2012, p. 1. See also, Martin Gilens, Inequality and Democratic 

Responsiveness, Public Opinion Quarterly, Vol. 65, No. 5, Special Issue 2005, pp. 778-796. 

1208  Martin Gilens and Benjamin I. Page, Testing Theories of American Politics: Elites, Interest Groups, and 

Average Citizens, Perspectives on Politics, 12(3), 2014, p. 564. 

1209  Martin Gilens and Benjamin I. Page, Testing Theories of American Politics: Elites, Interest Groups, and 

Average Citizens, Perspectives on Politics, 12(3), 2014, p. 565. 
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little or no independent influence,”1210 leading the authors to conclude that “when a majority 

of citizens disagree with economic elites or organized interests, they generally lose”.1211 Again, 

these results are perceived as an indication that the interests of lower income classes are not 

really looked after. If this situation were to persist, critics claim, it could very well lead to 

political marginalization of the lower classes and give rise to conditions that worsen economic 

inequality.1212 As said, this political marginalization has a negative effect on the dimension 

political voice and governance. 

Looking at several generations, these consequences can be even more extensive. Repetti stresses 

the possibility of dynastic wealth ending in political dynasties and perpetuated inequality of 

opportunities, at the expense of the less wealthy part of the population. In this way the unequal 

sharing of wealth and political power can continue for generations – to the detriment of the 

dimension political voice and governance. Repetti writes: 

One may wonder whether there is any harm to opportunity arising from the transfer of this 

disparate wealth from one generation to the next. As discussed earlier, one of the major 

harms arising from inequality is that it skews the political process because wealth exercises 

a disproportionate influence. Dynastic wealth magnifies this problem: it permits multiple 

generations of an affluent family to use the political system to perpetuate their economic and 

social position in a way that may create social rigidity and stifle opportunities for others.1213 

Other reported examples of wealth’s political extravagancies include billionaire’s Steve 

Forbes’, Ross Perot’s and US President Donald Trump’s self-financed presidential campaign 

runs1214 and BMW’s controlling shareholders’ donations to German Chancellor Angela 

Merkel’s Party.1215 The Dutch report Hoe ongelijk is Nederland (How unequal is the 

                                                 

1210  Martin Gilens and Benjamin I. Page, Testing Theories of American Politics: Elites, Interest Groups, and 

Average Citizens, Perspectives on Politics, 12(3), 2014, p. 565. 

1211  Martin Gilens and Benjamin I. Page, Testing Theories of American Politics: Elites, Interest Groups, and 

Average Citizens, Perspectives on Politics, 12(3), 2014, p. 576.  

1212  Oxfam, Working for the Few: Political capture and economic inequality, 178 Oxfam Briefing Paper, 20 

January 2014, p. 11. 

1213  James R. Repetti, Should We Tax the Gratuitous Transfer of Wealth? An Introduction, 57 B.C. L. Rev. 815, 

p. 820 (footnotes omitted). 

1214  Reuven S. Avi-Yonah, Why Tax the Rich? Efficiency, Equity, and Progressive Taxation, 111 Yale L.J. 1391 

2001-2002, p. 1412, note 114. 

1215  Anton Troianovski, Timing of BMW Donation to Merkel’s Party Draws Fire, WSJ.com 15 October 2013, 

http://on.wsj.com/1cSHORb (accessed November 17, 2017). 
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Netherlands) further mentions donations made by Dutch media tycoon John de Mol to the Dutch 

political party Trots op Nederland.1216 

In the Netherlands, Engelen has repeatedly firmly criticized the purported economic and 

political power of multinational businesses and vented his spleen on the alleged anti-democratic 

tendencies deriving from this. Engelen condemns among other things the erosion of job security 

and wage restraint – which he claims corporations to have shoved down the throats of the 

working class. He further ferociously describes how various international lobby organizations 

reportedly dominate the European lawmaking process.1217 The previously pending 

Transatlantic Trade and Investment Partnership (TTIP) and other trade agreements do not 

come out unscathed either.1218  

13.3.4.4 Campaign finance and donations 

In the context of lobbying, political donations and representation can also be mentioned a series 

of United States Supreme Court case law in the wake of the 1976 landmark case Buckley v 

Valeo1219 in which the Supreme Court reconsidered campaign finance regulation that posed 

regulatory limits to campaign spending and contributions, and struck down limits on spending 

                                                 

1216  Bas van Bavel, Vermogensongelijkheid in Nederland: De vergeten dimensie, in: Monique Kremer, Mark 

Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning van de 

ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 2014, 

p. 92. 

1217  E.g., Ewald Engelen, Gezocht: een nieuwe Henri Ford, NRC 4 January 2014; Ewald Engelen, Hoe 

grootbedrijven de democratie uitwonen, Follow the Money 19 January 2014, 

http://www.ftm.nl/column/hoe-grootbedrijven-de-democratie-uitwonen/ (accessed November 17, 2017); 

Ewald Engelen, Is Europa wel opgewassen tegen het grootkapitaal?, De Correspondent May 2014, 

https://decorrespondent.nl/1105/is-europa-wel-opgewassen-tegen-het-grootkapitaal/ (accessed November 

17, 2017); Ewald Engelen, Waarom het handelsverdrag met de VS met argwaan moet worden bekeken 

#TTIP, De Correspondent 28 May 2014, https://decorrespondent.nl/1245/waarom-het-handelsverdrag-met-

de-vs-met-argwaan-moet-worden-bekeken-ttip/ (accessed November 17, 2017); Ewald Engelen, 

Neoliberale hel, Follow the money 24 October 2016, https://www.ftm.nl/artikelen/neoliberale-hel (accessed 

November 17, 2017) and generally Ewald Engelen, De schaduwelite voor en na de crisis: Niets geleerd, 

niets vergeten, Amsterdam: Amsterdam University Press 2014. 

1218  E.g., Ewald Engelen, Waarom het handelsverdrag met de VS met argwaan moet worden bekeken #TTIP, 

De Correspondent 28 May 2014, https://decorrespondent.nl/1245/Waarom-het-handelsverdrag-met-de-VS-

met-argwaan-moet-worden-bekeken-TTIP/95578076055-82dd393e (accessed November 17, 2017) and, 

more recent, Ewald Engelen, Europese nieuwspraak, Follow the money 19 February 2015, 

http://www.ftm.nl/column/europese-nieuwspraak/ (accessed November 17, 2017). See also Jesse Frederik, 

Het handelsverdrag tussen VS en EU geeft bedrijven onnodig veel macht, De Correspondent 21 July 2014, 

https://decorrespondent.nl/1471/Het-handelsverdrag-tussen-VS-en-EU-geeft-bedrijven-onnodig-veel-

macht/112927991869-bc37a183 (accessed November 17, 2017). 

1219  Buckley v Valeo, 424 U.S. (1976). 
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in campaigns.1220 In its 2010 ruling in the case of Citizens United v Federal Election 

Commission1221 the Court had already eliminated the ban on corporate spending in election. 

One commentator described the outcome of this case as “a milestone in the disempowerment 

of ordinary Americans”1222 and “just another reflection of the success of the moneyed interests 

in creating a system of ‘one dollar one vote.’”1223 In 2014, the Roberts Court went even further 

in McCutcheon v Federal Election Commission1224 and overturned the limits on aggregate 

federal campaign contributions. Critics fear that these rulings may increase corporate influence 

in politics and potentially create a class of super-wealthy political campaigners that pursue only 

their own interest: profit maximization.1225 In his dissenting opinion to the McCutcheon case 

Justice Breyer articulated his concerns about a potential threat to democracy and ordinary 

citizens as follows, making very clear a link with the dimension political voice and governance: 

It [the Court’s legal analysis in the case of McCutcheon v Federal Election Commission; 

LWDW] misconstrues the nature of the competing constitutional interests at stake. It 

understates the importance of protecting the political integrity of our governmental 

institutions. It creates a loophole that will allow a single individual to contribute millions of 

dollars to a political party or to a candidate’s campaign. Taken together with Citizens United 

v. Federal Election Comm’n [...], today’s decision eviscerates our Nation’s campaign 

finance laws, leaving a remnant incapable of dealing with the grave problems of democratic 

legitimacy that those laws were intended to resolve.1226 

                                                 

1220  For a discussion of these decisions, see, e.g., Colin Cox, Protecting Free Speech After Citizens United: Why 

Overruling Austin v. Michigan Chamber of Commerce Violates the First Amendment and Encourages 

Corruption in Campaigns, 55 S. Tex. L. Rev. 339 2013, especially pp. 340-360. 

1221  Citizens United v Federal Election Commission, 558 U.S. 310 (2010). 

1222  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. l65. 

1223  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. l66. 

1224  McCutcheon v. Federal Election Commission, 572 U.S. (2014). 

1225  These rulings have been food for a wide range of publications and debates contemplating their potential 

consequences. Examples include Note: Citizens United At Work: How The Landmark Decision Legalized 

Political Coercion In The Workplace, 128 Harv. L. Rev. 669 2014; Tara Malloy and Bradley A. Smith, A 

Debate on Campaign Finance Disclosure, 38 Vt. L. Rev. 933 2013-2014; Michele Gilman, A Court for the 

One Percent: How the Supreme Court Contributes to Economic Inequality, 2014 Utah L. Rev. 389 2014; 

Richard L. Hasen, Three Wrong Progressive Approaches (and One Right One) to Campaign Finance 

Reform, 8 Harv. L. & Pol'y Rev. 21 2014; Robert K. Kelner, The Practical Consequences of McCutcheon, 

127 Harv. L. Rev. F. 380 2013-2014; Marc E. Elias and Jonathan S. Burkon, After McCutcheon, 127 Harv. 

L. Rev. F. 373 2013-2014; Andrew Tutt, McCutcheon Calls for a National Referendum on Campaign 

Finance (Literally), 114 Colum. L. Rev. Sidebar 84 (2014); Allen Dickerson, McCutcheon v. FEC and the 

Supreme Court's Return to Buckley, 2013-2014 Cato Sup. Ct. Rev. 95 (2013-2014) and Albert W. Alschuler, 

Limiting Political Contributions after McCutcheon, Citizens United, and Speechnow, 67 Fla. L. Rev. 389 

2015. 

1226  McCutcheon v. Federal Election Commission, 572 U.S. (2014) (Breyer, J., dissenting).  
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13.3.4.5 The threat of corporate relocation and fiscal fatalism 

Market power can manifest itself in various ways, politics included. Fears of large fortunes 

undermining the functioning of markets through anti-competitive behavior and short term 

investments, at the expense of the general interest, were already discussed above.1227 Here, 

wealth inequality spills over to the dimension material living standards. Some also fear an 

implicit threat of political blackmail. Wealth and economic power, then, are synonymous with 

political power. Avi-Yonah, for instance, points out that in a market society where corporations 

employ great multitudes and dominate large sectors of the economy, politicians may be weighed 

down by the possibility of corporate wealth relocating at the detriment of jobs and welfare in 

their jurisdiction. In other words, politicians are feared to pay too much attention to corporate 

interest, thereby ignoring the interests of ordinary citizens. He writes: 

As long as General Motors and Ford employ tens of thousands of Michigan voters, their 

views will resonate with the Michigan delegation to Congress, even if they are strictly 

prohibited from donating a penny to any politician (directly or indirectly).1228 

Experience shows that the threat of corporate relocation can have a tremendous impact on the 

design of the tax system. Engelen observes how it has caused corporate income tax rates around 

the world to come down almost 50% since the 1980s and governments to have turned a blind 

eye to corporate tax avoidance.1229 As a consequence, the US Permanent Subcommittee on 

Investigations demonstrates, many US multinational corporations have basically been able to 

repatriate large off-shore cash reserves tax free, ignoring the government requirement to invest 

the proceeds in domestic jobs. Instead, the gains were merely distributed to management and 

shareholders.1230 So, only a select few benefited without sharing the proceeds in the form of 

higher wages or additional employment. Taking into account the distributions of wealth and 

income, this has a negative impact on the dimension material living standards.  

Stiglitz points out that democracy is even most circumscribed in the area of taxation, especially 

when it comes to the design of tax systems that reduce inequality: 

                                                 

1227  See Chapter 13.3.3.4. 

1228  Reuven S. Avi-Yonah, Corporations, Society, And The State: A Defense Of The Corporate Tax, 90 Va. L. 

Rev 1193 2004, p. 1242. 

1229  Ewald Engelen, Gezocht: een nieuwe Henry Ford, NRC 4 January 2014. 

1230  See also Permanent Subcommittee on Investigations, Repatriating Offshore Funds: 2004 Tax Windfall For 

Select Multinationals, Majority Staff Report, October 11, 2011. 
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What is called tax competition - the race between different polities to have the lowest taxes 

around - limits the scope for progressive taxation. Firms threaten to leave if taxes are too 

high. So do wealthy individuals [...]. We are often told that this is the way it has to be, that 

globalization gives us no choice. This fatalism, which serves those benefiting from the 

current system, obscures reality: the predicament is a choice. The governments of our 

democracy have chosen an economic framework for globalization that has actually tied the 

hands of those democracies. The 1 percent was always worried that democracies would be 

tempted to enact “excessively” progressive taxation under the influence, say, of a populist 

leader. Now citizens are told they can’t do so, not if they want to partake in globalization.1231 

Tax competition can thus limit the scope for (progressive) taxation of wealthy individuals and 

multinationals – who are feared to leave if taxes are too high (capital flight). As a consequence, 

wealth and income from wealth are generally mildly taxed whereas the middle and lower classes 

frequently foot the bill by paying comparatively high taxes on income from labor and on 

consumption.1232 This is another way in which economic inequality and large fortunes can 

affect the dimension material living standards and its distribution. I return to this dichotomous 

tax treatment in Chapter 14.  

These days, though, with the rise of information exchange, the combat of tax avoidance, and 

increasing tax harmonization, the question is how long this argument of “capital flight” will 

continue to have some effect. The miscellaneous efforts of the OECD and EU could put a halt 

to the practices of many a tax-avoiding multinational and individual.1233 The social tide, at 

least, seems to be favorable. If these companies and individuals can thus be goaded into paying 

their fair share, it could herald a reduction of other taxes and maybe restrict the shift to indirect 

taxation.  

                                                 

1231  Joseph E. Stiglitz, The Price of Inequality, London: Penguin Books 2013, p. 178. 

1232  So-called “sitting duck” taxes on internationally immobile tax bases. See J.A.G. van der Geld, Fiscaliteit in 

een steeds veranderende wereld, in: H.P.A.M. van Arendonk, J.J.M. Jansen and L.G.M. Stevens, 

Wetgevingskunsten: Vriendenbundel aangeboden aan Jan Kees Bartel, de fiscale kunstenaar, ter 

gelegenheid van zijn afscheid als lid van de Raad van State op 26 May 2010, Den Haag: Sdu Uitgevers 

2010, Section 5. 

1233  E.g., Council Directive (EU) 2016/1164 of 12 July 2016 (laying down rules against tax avoidance practices 

that directly affect the functioning of the internal market) and the OECD action plan to combat Base Erosion 

and Profit Shifting and aggressive tax planning, e.g., OECD (2015), Explanatory Statement, OECD/G20 

Base Erosion and Profit Shifting Project, OECD and OECD (2009), Engaging with High Net Worth 

Individuals on Tax Compliance, OECD Publishing, Paris. 
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13.3.4.6 Three concerns with corporate wealth in politics 

The literature discussed so far highlights several dark sides of large fortunes in a democracy. It 

has been shown that these dark sides predominantly regard the dimensions political voice and 

governance and material living standards. They do so in various ways. 

At a more fundamental level the democratic downsides discussed contain several, deeper 

objections against wealth in politics. These objections likewise touch the dimensions political 

voice and governance and material living standards.  

As Isaacs explains, the main concerns with interference of corporate wealth with politics are 

twofold.1234 In my view, these concerns may also apply to spending with respect to public 

opinion and a lack of media pluriformity. The first concern is about corruption: donations are 

feared to cause politicians to “favor the entities who spent money to help get them elected.”1235 

In this way, the interests of a few wealthy donors are given preference over the public’s. The 

second concern regards distortions: the public might not hear a wide range of messages when 

those with money can buy airtime and dominate the airwaves.1236 In this way, the public, and 

especially voters, may be unable to make sufficiently informed decisions.  

A third and related objection is provided by Sandel.1237 His concern is about inequality. Sandel 

observes how markets have extended their reach into aspects of life that were traditionally 

governed by non-market norms, such as education, health care, the prison system, and politics. 

In a society where everything is for sale, Sandel argues, life is harder for those of modest means: 

the more influence money can buy, the more the lack of it matters.1238 This concern also 

involves political (in)equality. In the political arena, economic inequalities can lead to political 

inequality as the “one person – one vote” rule is replaced by a “one dollar – one vote” 

conception of equality that does not suit a democracy. In other words, inequalities in the 

dimension material living standards translate into inequalities in the dimension political voice 

                                                 

1234  Daniel M. Isaacs, An Unexpected Friend: Liberalism’s Response to Corporate Political Spending, 47 

Suffolk U. L. Rev. 305 2014. 

1235  Daniel M. Isaacs, An Unexpected Friend: Liberalism’s Response to Corporate Political Spending, 47 

Suffolk U. L. Rev. 305 2014, p. 309. 

1236  Daniel M. Isaacs, An Unexpected Friend: Liberalism’s Response to Corporate Political Spending, 47 

Suffolk U. L. Rev. 305 2014, p. 309. 

1237  Michael J. Sandel, What Money Can’t Buy: The Moral Limits of Markets, London: Penguin Books 2013. 

1238  Michael J. Sandel, What Money Can’t Buy: The Moral Limits of Markets, London: Penguin Books 2013, 

p. 8. 
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and governance, causing the wealthy to have a disproportionate political voice over the rest of 

the populations. Sunstein notes in that regard:  

Of course, economic inequalities cannot be made altogether irrelevant for politics. But the 

link can be diminished between wealth or poverty on the one hand and political influence on 

the other. The ‘one person-one vote’ rule exemplifies the commitment to political equality. 

[…]. The goals of political equality and political deliberation are related to the project of 

distinguishing between the appropriate spheres of economic markets and politics […]. In 

democratic politics, a norm of equality is important: Disparities in wealth ought not lead to 

disparities in power over government. Similarly, democracy requires adherence to the norm 

of reason‐giving. Political outcomes should not be based only on intensities of preferences, 

as these are reflected in the criterion of private willingness to pay. Taken together, the 

notions of equality and reason-giving embody a distinctive conception of political respect. 

Markets operate on the basis of quite different understandings. People can purchase things 

because they want them, and they need not offer or even have reasons for their wants. Thus 

markets embody their own conception of equality, insofar as they entail a principle of ‘one 

dollar-one vote’; but this is not the conception of equality appropriate to the political 

sphere.1239 

 Concluding comments: the miasma of economic inequality 

In this and the preceding section, the various pros and cons of economic inequality have been 

analyzed and linked to the multidimensional notion of well-being. Traditionally, economic 

inequality was considered to be a precondition for economic activity, innovation and growth. 

On this view, inequality boosts GDP, employment and income, improving the dimension 

material living standards. Higher living standards can, in turn, improve other aspects of 

well-being such as health outcomes, educational opportunities and economic security. 

Nowadays, with contemporary socio-scientific literature weighing the flaws of excessive 

economic inequality, the support for this pro-growth inequality view is no longer rock-solid. 

This literature links economic inequality to various societal, economic, and democratic 

imperfections, which may negatively affect various dimensions of well-being.  

For one, there are circumstances in which economic inequality will slow down economic 

growth, implying a restraint on the growth of material living standards and a negative effect on 

this dimension. Other research shows the correlation (and sometimes even causality!) of 

inequality with a multitude of societal dysfunctionalities, for which one’s relative position in 

the income scale system (and not the size of the income as such) proves be relevant. Examples 

                                                 

1239  Cass R. Sunstein, Free Markets and Social Justice, Oxford: Oxford University Press 1999, pp. 224-225. 
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are mental illness, the prevalence of crime, a lack of equal opportunities, reduced educational 

performance and a lack of social cohesion. Unequal societies often have more of such 

imperfections. They, too, negatively affect well-being. Dimensions involved and affected 

include health, education, social connections and relationships, personal activities including 

work and (economic and physical) insecurity. Literature also identifies how economic 

inequality can confer political power, undermine political independence, restrict the 

pluriformity of the media landscape and may even lead to political inequality. A clear link can 

be made with the dimension political voice and governance as the (private) interests of wealthy 

and corporate elites are given preference over public and ordinary voter preferences. As a 

consequence, the “one person – one vote” rule is replaced by a “one dollar – one vote” 

conception of equality that does not suit a democracy. In this way inequalities in material living 

standards are synonymous with inequalities in political voice. What is more, when political 

power translates into economic and market power, the dimension material living standards is 

also touched. 

Given the multidimensional notion of well-being studied in this thesis, the imperfections 

identified in this chapter might justify a limitation of wealth inequalities. After all, if the unequal 

distribution of material living standards demonstrably holds back or is even counterproductive 

to the State’s endeavor to promote well-being, realizing greater equality may be desirable. In 

my view the question whether or not to mitigate inequality primarily requires a political 

judgment. It is therefore best left to politicians. Moreover, it requires a balancing and weighing 

of all positive and negative effects of inequality on well-being – which is beyond the scope of 

this research.  

What matters for this thesis, though, is the role taxes play in relation to inequality and 

well-being. Various scholars writing about potential solutions to mitigate inequality and combat 

its accompanying threats frequently invoke the tax system. On various occasions they also 
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perceive a role for phenomena such as progression,1240 consumption taxes1241 and a wealth 

tax.1242 In addition, non-tax solutions such as investments in freely accessible education and 

other collective goods are noted.1243 Clearly the strength of such solutions is embedded in the 

combination of different measures, tax and non-tax measures alike.1244  

However, before thinking about any solutions or potential solutions, the causes of economic 

inequality should be clear. The primary causes can be found in institutions, or changing 

institutions, outside the tax system. This will be discussed in the next Section, which will show 

that inequalities arise before taxation. The tax system is merely a secondary ingredient in the 

inequality pie, in the sense that taxes may either reinforce or mitigate these inequalities. Later 

chapters (Chapters 14 and 15) will more closely examine the tax system’s influence on how 

inequality is shaped. 

  

                                                 

1240  E.g., Martin J. McMahon Jr, The Matthew Effect and Federal Taxation, 45 B.C.L. Rev. 993 (2004), Federico 

Cingano, Trends In Income Inequality and its Impact on Economic Growth, OECD Social, Employment 

and Migration Working Papers No. 163 (2014), OECD Publishing, Paris, p. 29 and, generally, Thomas 
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1242  E.g., Thomas Piketty, Capital in the Twenty-First Century, Cambridge, MA: The Belknap Press of Harvard 

University Press 2014 and Oxfam, An Economy for the 1%: How privilege and power in the economy drive 
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An Economy for the 99%, Oxfam Briefing Paper, January 2017, p. 33. 

1243  See Chapter 13.3.3.1.1. 

1244  For critical remarks with regard to a wealth tax as a means to mitigate inequality L.W.D. Wijtvliet, 

Vermogensbelasting: Vermogensbelasting: over gif, ongelijkheid en blind geloof in de heilzame werking 

van belastingen, WFR 2014/930, especially Section 3 and Laurens W.D. Wijtvliet, Too Little, Too Late: 

The Uneasy Case for a Wealth Tax as a Means to Mitigate Inequality, 42 Intertax 10 (2014), pp. 632-643, 

especially Section 4.1. See also Laurens Wijtvliet, Belasting lost ongelijkheid niet op, Brabants Dagblad 22 

May 2014. 
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 The causes of growing economic inequality 

This thesis examines the (potential) impact of a shift from direct to indirect taxes on economic 

inequality, most notably wealth inequality. Apart from taxes, other factors also drive inequality. 

In that respect, Chapter 13.3 has already identified a lack of education as a cause of economic 

inequality. This implies that inequality is driven by tax and non-tax factors alike. In order to 

better understand the inequality conundrum, it is therefore opportune to identify and analyze 

the causes of economic inequality. Literature reveals that such causes are chiefly the result of 

changing institutions – other than the tax system. The tax dimension of inequality is discussed 

in greater detail in Chapters 14 and 15.  

First and foremost, quoting the authors of the aforementioned report Hoe ongelijk is Nederland 

by the Dutch Scientific Council for Government Policy, economic inequality is primarily a 

predistributive matter.1245 This means that material inequalities arise in the marketplace, as a 

by-product of the capitalist system, at the level of primary income generation. So, prior to any 

taxes being imposed.1246 In other words, inequalities in income and wealth arise before taxes 

and transfers. Along those lines the term “predistribution” is defined as “an attempt to reduce 

pay differentials on the labour market, rather than ‘repairing’ them afterwards through the tax 

and social security system.”1247  

That said, one would err in claiming that inequality is simply a product of free market forces. 

It should be stressed that “the free market” is a utopian concept any way: all markets are 

governed by government-sanctioned laws and rules, implemented to properly direct the game 

                                                 

1245  Monique Kremer, Mark Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een 

verkenning van de ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam 
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Too Little, Too Late: The Uneasy Case for a Wealth Tax as a Means to Mitigate Inequality, 42 Intertax 10 

(2014), pp. 632-643, specifically Section 4.1. See also Laurens Wijtvliet, Belasting lost ongelijkheid niet 

op, Brabants Dagblad 22 May 2014. 

1247  Monique Kremer, Robert Went en Mark Bovens, Economische ongelijkheid in Nederland, in: Monique 

Kremer, Mark Bovens, Erik Schrijvers and Robert Went (eds.), Hoe ongelijk is Nederland? Een verkenning 

van de ontwikkeling en gevolgen van economische ongelijkheid, Amsterdam: Amsterdam University Press 

2014, p. 31. A factsheet of the report (in English) is available at 

http://www.wrr.nl/fileadmin/en/publicaties/PDF-Overige_uitgaven/2014-08-18_WRR-

factsheet_ec_ong_EN-web.pdf (accessed November 17, 2017). 
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of supply and demand.1248 Gilman expresses this idea in powerful words when she writes that 

“[t]he invisible or impartial hand of the marketplace does not cause economic inequality. 

Rather, the marketplace exists and operates within a framework established by 

government.”1249 The democratically legitimized legislature has the primary authority for 

drafting and implementing this framework. Thus, the economic system revealing itself to us is 

the product of political choices. 

Even the most conservative of economists would seem to acknowledge the need and role of a 

government in this respect. Milton Friedman’s book Capitalism and Freedom substantiates the 

need for a government with, e.g., the impossibility of anarchy in an imperfect world: if freedoms 

conflict, the freedoms of one party will have to be restricted so as to guarantee those of the other 

party. According to him, within the context of free enterprise this means the following: “‘free’ 

has been understood to mean that anyone is free to set up an enterprise, which means that 

existing enterprises are not free to keep out competitors except by selling a better product at the 

same price or the same product at a lower price.”1250 

Markets are therefore embedded in government structures: strong governments make markets 

function. Hence, markets are neither free nor independent. Economic inequality coming about 

on “the” market thus need not necessarily be inevitable: if economic systems are a product of 

political choices, those very political choices are also the key to enhancing many people’s 

economic opportunities. The passionate words Oxfam uses to posit such an idea speak volumes 

in this respect: 

Inequality is not inevitable. The current system did not come about by accident; it is the 

result of deliberate policy choices, of our leaders listening to the 1% and their supporters 

                                                 

1248  Chang notes, for instance, that “every market has some rules and boundaries that restrict freedom of choice. 

A market looks free only because we so unconditionally accept its underlying restrictions that we fail to see 

them. How ‘free’ a market is cannot be objectively defined. It is a political definition. The usual claim by 

free-market economists that they are trying to defend the market from politically motivated interference by 

the government is false. Government is always involved and those free-marketeers are as politically 

motivated as anyone.” Ha-Joon Chang, 23 Things They Don’t Tell You About Capitalism, London: Allen 

Lane 2010, pp. 1-2. See also Chapter 4 and the footnotes included there. 

1249  Michele Gilman, A Court For The One Percent: How The Supreme Court Contributes to Economic 

Inequality, 2014 Utah L. Rev. 389 2014, p. 462. 

1250  Milton Friedman, Capitalism and Freedom (Fortieth Anniversary Edition), Chicago: The University of 

Chicago Press 2002, p. 40. See also Daniel M. Isaacs, An Unexpected Friend: Liberalism's Response to 

Corporate Political Spending, 47 Suffolk U. L. Rev. 305 2014. 
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rather than acting in the interests of the majority. It is time to reject this broken economic 

model.1251 

This is why initially the regulatory framework set up by the government shapes the institutional 

factors that pave the way for economic inequality. It is those institutions where the root causes 

of inequality can be identified. The tax system can only pull any inequality strings at a 

secondary level.1252 In its report Divided We Stand1253 the OECD for example identifies key 

drivers behind the process of widening inequality. Frequently stated as the main cause of 

inequality is globalization and the observation that the benefits of productivity gains accrue 

mostly, if not exclusively, to highly skilled and highly educated workers.1254  

Apart from globalization, technological progress – which is often considered skill-biased – is 

also listed among the factors that increase inequality.1255 Due to lack of proper education and 

the right skillset, some people fail to compete in the modern economy and lose out in a 

globalizing world.1256 High tuition fees and lack of student grants may further cut off access 

to education for those less fortunate.1257 Bankruptcy laws in the United States are further said 

to favor the financial sector and are claimed to discriminate against the poor borrowing to get 

an education.1258 In addition, the OECD report In It Together: Why Less Inequality Benefits 

All mentions temporary and part-time work and self-employment. The report points out that 

since the mid1990s, over half of all jobs created were in the form of non-standard work. 

Frequently, non-standard workers are “worse off in many aspects of job quality, such as 

earnings, job security or access to training”.1259 This goes for low-skilled workers in particular, 

facing “substantial wage penalties, earnings instability and slower wage growth.”1260 What is 

                                                 

1251  Oxfam, An Economy for the 1%: How privilege and power in the economy drive extreme inequality and 

how it can be stopped, 210 Oxfam Briefing Paper, 18 January 2016, p. 6. 
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Vermogensbelasting: over gif, ongelijkheid en blind geloof in de heilzame werking van belastingen, WFR 

2014/930, most notably Section 3 and Laurens W.D. Wijtvliet, Too Little, Too Late: The Uneasy Case for 
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more, the OECD notes, “in many countries, younger workers, especially those with only 

temporary work contracts have a lower chance of moving on to a more stable, career job.”1261 

The related uncertainty can reduce well-being.1262 

The evolution of a winner-take-all society, with an increasing gap between the remuneration 

for specialist knowledge and skills and the rest, is noted as well.1263 Policy choices, 

deregulation and institutions further have a significant impact on the distribution of income.1264 

As the OECD notes, such policy choices “can shape how globalisation and technological 

changes affect the distribution of income. They can also influence income distribution directly, 

e.g. through deregulation in product markets, changes in social transfers, wage-setting 

mechanisms, or workers’ bargaining power.”1265 Especially deregulation tends to lead to more 

inequality. Research by Tandall and Waldenström shows, for instance, how financial 

deregulation in the United Kingdom and Japan in the 1980s and 1990s “increased the share of 

pre-tax incomes going to top earners by over 20% in the U.K. and over 10% in Japan.”1266  

In popular press, Ewald Engelen coins this “the neoliberal utopian concept of privatization, 

liberalization and deregulation, of market forces and globalization”, which, he claims, has 

seriously disappointed many citizens.1267 Oxfam calls it “market fundamentalism” or an 

approach “that insists that sustained economic growth only comes from reducing government 

interventions and leaving markets to their own devices.”1268 The NGO is quick to voice the 

concern that “this undermines the regulation and taxation that is needed to keep inequality in 
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check.”1269 Stiglitz adds that “the Great Recession, of course, contributed greatly to 

inequality”.1270 Considering the impact of deregulation on inequality I find calls for stricter 

rules in certain sectors of the economy not incomprehensible. 

Wilkinson and Pickett further mention the lack of adequate minimum wage legislation, policies 

that aim to increase labor market flexibility, the denationalization and privatization of 

previously state-run enterprises1271 and the weakening of trade unions, so employees find it 

harder to put their foot down during wage negotiations and claim their fair share in the gains 

from productivity increases.1272 This causes their productivity increases to outpace their wages. 

At the same time, Stiglitz points out, corporate executives are seizing a larger piece of the 

pie.1273 Legislation should instead constrain the invisible hand of markets, to curb the rise of 

inequality and moral decline.1274  

                                                 

1269  Oxfam, Working for the Few: Political capture and economic inequality, 178 Oxfam Briefing Paper, 20 
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monopoly.” See Oxfam, Even It Up: Time To End Extreme Inequality, Oxford: Oxfam GB 2014, p. 60. 

Such events are not freak occurrences, as witnessed in the collection of essays published by the US Supreme 
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Publishers 1914. 
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Other research reveals the so-called transparency movement that meant to deter egregious 

compensation by publicizing CEO remunerations and pay to have effectively set in motion a 

rat race to the top “by engendering competition rather than self-limitation.”1275  

Greenwood, Guner and Santos have further pointed out that most people choose their partner 

from similar socio-economic groups – a phenomenon called “assortative mating”. The 

inequality effect is thus reinforced because higher-income people flock together.1276 

Unemployment and poor social security should be taken into account, too.1277 

One of the key trends underlying these developments is an increasing return to capital versus 

labor, which means that workers are capturing a decreasing share of the gains from growth. In 

its 2017 World Economic Outlook, the IMF summarizes some of this topic’s empirics and 

statistics that signal how these developments affect the wages and the distribution of income: 

The decline in the global labor share has been borne by low- and middle-skilled labor. 

During 1995–2009 their combined labor income share was reduced by more than 

7 percentage points, while the global highskilled labor share increased by more than 

5 percentage points […]. The decline in middle-skilled labor’s income share was driven 

primarily by a drop in their relative wage rate. The share of middle-skill employment in the 

total workforce remained stable or even rose […], while the labor share decline for 

low-skilled labor and the increase for high-skilled labor were also driven, to a large extent, 

by the diverging trend in employment composition, reflecting rising levels of education. This 

pattern is consistent with the notion that technological progress has been biased in favor of 

high-skilled labor.1278 

Other studies point in a similar direction. The OECD, for instance, observes how over the period 

from 1990 to 2009 the aggregate median share of labor income in national income came down 

from 66.1% to 61.7% in 26 out of 30 advanced countries.1279 At the same time wages are not 
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keeping in step with the productivity of workers.1280 An example is the US: between 1973 and 

2014 net productivity increased 72.2%, whereas median real wages grew just 8.7 percent.1281 

In this way, a declining labor share signals that productivity gains and output growth are not 

shared proportionally among workers and the owners of capital.  

Various authors are critical, too, of the institutional forces behind economic inequality. In their 

view, inequality need not be a necessary and inevitable consequence of institutions themselves. 

Rather, it can be interpreted as the result of (deliberate) political and economic choices. In this 

respect Stiglitz mentions regulatory and cognitive capture, as a result of which most legislation 

would benefit the interests of the business community.1282 Tax laws are not immune to this. As 

shown by Gribnau, tax policy appears to respond to parties “with the resources to influence the 

policymakers” – usually corporations and wealthy individuals.1283 Tax policy and its impact 

on economic inequality is the subject of the following two chapters. Together, these chapters 

form the exploratory empirical part of this thesis. 
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 Conclusion 

Well-being is a multidimensional notion that has various material and immaterial dimensions. 

These dimensions mutually interact and policy measures aimed at one dimension of well-being 

may spill over to other dimensions. A good starting point to identify such spillovers is the 

dimension material living standards and its distribution. This is why attention for economic 

inequality also fits the multidimensional notion of well-being. As a result, a study of the impact 

of a shift in the tax mix from direct to indirect taxes on objective, well-being and wealth 

inequality requires a discussion of advantages and disadvantages of economic inequality. For 

that reason, this final chapter of the conceptual part of this thesis has analyzed economic 

inequality in the light of the multidimensional concept of well-being through the following 

research questions: 

What are the economic, societal, and democratic consequences of - increasing - economic 

inequality that have been identified in literature and how can they affect well-being at the 

conceptual level? 

And: 

What are the main causes of – increasing – economic inequality that have been cited in 

literature? 

In order to answer the first question links have been established between the various advantages 

and disadvantages of economic inequality as referred to in literature (literature study) and the 

dimensions of well-being. Well-being was analyzed at an objective, conceptual level; subjective 

well-being is beyond the scope of this research. In order to answer the second question, attention 

was paid to the various – predistributive – causes of increasing economic inequality.  

The perceived benefits of inequality are mostly economic: traditionally, economic inequality 

was considered to be a condition for economic activity, innovation and growth. This mainly 

regards the dimension material living standards. In turn, rising material living standards may 

improve other aspects of well-being, such as health outcomes, educational opportunities and 

economic security. The related economic literature was characterized by a one-sided focus on 

the alleged economic benefits of inequality. Inequalities would not only show that making an 

effort and pushing hard are rewarded, the benefits would also trickle down from the rich to the 

rest (trickle-down economics), making everyone better off. In addition, concentrations of 

wealth have been referred to as a condition for large investments that can fuel industriousness, 

boost prosperity and create jobs. Other authors consider economic inequality to merely be a 
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temporary phenomenon. Critical analyses revealed various shortcomings and flaws of these 

arguments. 

As contemporary social sciences also contemplate on the dark side of the pursuit of unchecked 

economic growth, they opt for a broader perspective and also encompass the disadvantages of 

economic inequality. This literature unearths several negative consequences of economic 

inequality. Those consequences may be grave and justify a more nuanced perspective on 

economic inequality. They come in threes, covering economic, societal, and democratic areas. 

From the economic viewpoint various studies now challenge conventional economic wisdom 

that inequality is good for growth. In fact, evidence to the contrary abounds and some studies 

even suggest that greater equality may lead to higher growth. Although such studies 

occasionally meet with criticism, they do illustrate a move away from the traditional view that 

considers inequality a precondition for growth. Moreover, redistributive taxes need not at all 

have a negative effect either. Thus equality and growth need not necessarily be rival objectives, 

but may in fact go hand in hand. This suggests that greater equality may – under certain 

circumstances – be desirable for governments that pursue an economic growth agenda. In this 

way greater equality can improve the dimension material living standards. Inequality can by 

contrast curb economic growth and erode this dimension. 

In the societal domain inequality has been linked to a host of societal imperfections. Several 

studies show how increasing economic inequality goes hand in glove with the prevalence of a 

torrent of social problems: from mental illness to a lack of community sense and from obesity 

to the absence of social mobility and equal opportunities. Strikingly, a person’s absolute income 

and wealth are not decisive in all this. A person’s position in proportion to his neighbors has a 

much greater influence. This is why the imperfections referred to above increase in proportion 

to the degree of inequality. Other issues highlighted regard status competition, a positional arms 

race, and a decreased pluriformity of society. When inequality is transmitted across generations, 

these effects can culminate in “inequality traps” that perpetuate inequality.  

If viewed through the lens of the multidimensional concept of well-being, economic inequality 

may thus negatively affect a raft of economic and societal aspects of life. Dimensions of 

well-being affected by the imperfections referred to above may encompass, among other things: 

- Material living standards; 

- Health; 
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- Education; 

- Personal activities including work; 

- Political voice and governance; and 

- Social connections and relationships  

In terms of the dimension “political voice and governance”, economic inequality has been 

linked to various democratic deficiencies. Studies show how concentrations of wealth may not 

only harm media pluriformity and independence, but they may also exert baneful sway over 

politicians and legislation, influence executive decisionmaking and threaten the impartiality of 

public officials. Such tendencies are at odds with democratic accountability and fair 

government procedures. Other studies even highlight the dominant political position of the 

higher echelons of the wealth and income distribution and underscore a substantial independent 

impact on U.S. government policy of economic elites and organized groups that represent 

business interests. By contrast, average citizens and mass-based interest groups have little to no 

independent influence. As a consequence the “one person one vote” principle deteriorates and 

is replaced with a “one dollar one vote” principle. The resulting marginalization of certain 

electoral groups is incompatible with democratic principle that every vote and voter should 

count equality. When political power confers economic or market power, the dimension 

material living standards is also touched. 

Next, in order to answer the second research question the causes of economic inequality were 

examined. The analysis showed that economic inequality is primarily a predistributive matter. 

This means economic inequalities come about in the market, during primary income generation. 

So, prior to any taxes being imposed. Economic inequality is nevertheless more than simply a 

consequence of free market forces. Far from being free, markets operate within a set of 

government-sanctioned rules and laws. This is why literature considers economic inequality to 

be the consequence of a range of changing institutions, such as globalization, skill-biased 

technological change, deregulation, a lack of adequate minimum wages, and privatization. 

Various authors stress that all this is a consequence of deliberate political choices. Be that as it 

may, to a certain degree economic inequality can in my view be seen as not necessarily being 

inevitable.  

The tax system itself is one of the institutional factors that has received little attention so far. If 

only of secondary influence, the tax system, too, is an ingredient in the inequality pie. Taxes 
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may leave inequalities unaffected,1284 remedy them or, alternatively, reinforce them.1285 In 

this respect the following chapters look at the distributional impact of instrumental tax measures 

in general (Chapter 14) and a shift in the tax mix from direct to indirect taxes in particular 

(Chapter 15). Together, these chapters are part of the exploratory empirical part of this thesis. 

-- 

  

                                                 

1284  The so-called “leave-them-as-you-find-them” or “Edinburgh Rule” of taxation, named after an article in The 

Edinburgh Review, Or Critical Journal, Vol. LVII, No. CXV, April – July 1833, Art. VII, Edinburgh: 

Ballantyne and Company 1833, p. 162.  

1285  E.g., Eric Kades, Giving Credit Where Credit Is Due: Reducing Inequality with a Progressive State Tax 

Credit, 77 La. L. Rev. 359 2016 (noting that many state tax codes in the United States are “’piling on’ to 

inequality instead of offsetting it, as the federal income tax does.” (pp. 361-362)). See also Adolph Wagner, 

Finanzwissenschaft. Zweiter Theil. Theorie der Besteuerung. Gebührenlehre und allgemeine Steuerlehre 

(zweite vielfach veränderte und vermehrte, theilweise umgearbeite Auflage), Leipzig: C.F. Winter’sche 

Verlagshandlung 1890, p. 208. 
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 Introduction  

Chapter 12 discussed tax instrumentalism and tax expenditures in relation to the 

multidimensional notion of well-being. Instrumentalism can involve both direct and indirect 

taxes. It was defined as the pursuit of non-tax goals through the tax system.1286 It was shown 

how instrumentalism is consistent with the shift from direct to indirect taxes: the shift’s 

pro-growth and employment objectives make it instrumental in nature. Furthermore, there is an 

additional, second and indirect instrumental dimension to the shift from direct to indirect taxes, 

namely as a means to preserve various tax expenditures – mostly in direct taxes – already in 

place.  

Tax instrumentalism and tax expenditures favor certain conduct, industries or groups of 

taxpayers. As a result, tax expenditures have inequality dimensions. These dimensions are 

twofold. Tax expenditures are delivered through 1) statutory rate reductions and 2) limitations 

of the tax base. Subjective tax exemptions likewise limit the tax base and can also be considered 

tax expenditures. As a result, eligible taxpayers that reap the benefits of tax expenditures pay 

less tax than otherwise equal taxpayers that do not qualify. Hence, instrumentalism and tax 

expenditures come at the cost of equal taxation and that effect can hardly be considered 

compatible with the ability-to-pay principle. In this way unequal taxation affects the distribution 

of material living standards, adding to economic inequality. Chapter 13 subsequently showed 

how (excessive) economic inequality has been linked to a raft of societal, economic, and 

democratic deficiencies that reduce well-being at the conceptual level. That chapter also 

highlighted that economic inequality is primarily a predistributive matter. This means that 

economic inequalities come about in the market, during primary income generation. So, prior 

to any taxes being imposed. Unequal taxation can therefore reinforce those predistributive 

inequalities. After all, when high(er) income individuals pay comparatively less tax than low(er) 

income taxpayers, their relative position on the income and wealth scale system improves and 

the distributions are skewed in their favor. 

It is therefore proper that the pursuit of well-being also attends to the distributive consequences 

of instrumental direct and indirect tax measures – especially in relation to the shift from direct 

to indirect taxes. That is why this chapter and the next (Chapter 15) explore the inequality 

                                                 

1286  Non-tax goals are goals other than raising tax revenue only. See also Chapters 12.1 and 12.2. 
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dimension of real-world instrumental tax measures in direct and indirect taxes and show their 

impact on the distribution of material living standards, i.e., the distribution of wealth and 

income. These chapters are part of the exploratory empirical part of this thesis. First, this chapter 

studies and analyzes the distributional impact of global instrumental tax measures (and the 

accompanying unequal taxation) in general on the basis of a review of empirical literature. 

Empirical evidence of previous shifts to indirect taxes worldwide will also be analyzed in this 

chapter. The analysis is not limited to the Netherlands only: it also includes tax shifts and direct 

tax measures in other countries. The next chapter, Chapter 15, will specifically address the 

distributive consequences of a shift in the tax mix from direct to indirect taxes in the 

Netherlands on the basis of an empirical model.  

The current chapter’s research question is as follows:  

How do instrumental deviations from the ability-to-pay norm affect the distribution of 

income and wealth? 

As said, tax expenditures have two inequality dimensions. They take the shape of statutory rate 

reductions and limitations of the tax base, adding to unequal taxation. Along those lines capital 

income is frequently favored vis-à-vis income from labor. On top of that, entrepreneurial capital 

is frequently favored over other capital. Entrepreneurial income is often favored over 

wages.1287 Especially in a(n) (comprehensive) income tax setting this unequal treatment can 

be striking. One clear example of such instrumental unequal taxation that involves the tax base 

is how employees (salaried workers) and recipients of profit are treated in the Dutch Income 

Tax Act 2001. Recipients of profit may, on conditions, qualify for various exemptions, tax 

credits and depreciation and deduction concessions. Such measures limit the tax base and can 

significantly relieve the tax burden. Examples include the tax relief for self-employed persons 

(zelfstandigenaftrek) of at most EUR 7,2801288 (amount since 2013) and the profit exemption 

for SMEs (small and medium-size enterprises, MKB-winstvrijstelling), roughly 14% of 

                                                 

1287  Along the same lines Koen Caminada and Leo Stevens, Blauwdruk voor belastinghervorming, WFR 

2017/101, p. 637 who note that the effective top tax rate for box 1 entrepreneurs in the Netherlands amounts 

to 44.72 whereas it stands at a maximum of 52% for non-entrepreneurs. People who own stocks in their own 

companies (box 2) have a 43.75 combined effective corporate income tax/personal income tax burden. 

1288  See Section 3.76 of the Dutch Income Tax Act 2001. 
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operating profit (minus allowable deductions for entrepreneurs).1289 Other than a more modest 

income-related tax credit that may, on conditions, be available to employed persons, salaried 

workers have no such benefits.1290  

Quite often such differential treatment is instrumental in origin. For example, the 14% profit 

exemption for small and medium-sized businesses has been introduced to boost economic 

activity as the counterpart of corporation tax rate reductions. Remarkably, the utility, necessity 

and effectiveness of such facilities are not corroborated by figures. For example, the 

Explanatory Memorandum to the legislative proposal to raise the profit exemption for SMEs 

considers its positive effects without the benefit of supporting figures: 

Raising the profit exemption for SMEs and abolishing the hours criterion for that exemption 

will decrease the marginal tax burden on business income and will stimulate continued 

growth, for hybrid and part-time entrepreneurs too. The higher the profit, the higher the 

absolute exemption. Moreover, it will be an incentive to start a business part-time or in 

addition to salaried employment. This measure is in line with the government’s policy to 

ease the transition from receiving benefits or wages to being an entrepreneur. Granting the 

profit exemption for SMEs to hybrid and part-time entrepreneurs will also make for a more 

even distribution of entrepreneur facilities.1291 

Figures provided by Statistics Netherlands illustrate the extent of the differential treatment of 

self-employed persons (entrepreneurs) and salaried workers. For example, in 2013 the average 

amount of allowable deductions for entrepreneurs was EUR 3,300 per qualifying household. 

                                                 

1289  See Section 3.79a of the Dutch Income Tax Act 2001. Other examples include the exemption for forestry 

activities (bosbedrijfvrijstelling, Section 3.11 of the Dutch Income Tax Act 2001), the exemption for 

agricultural activities (landbouwvrijstelling, Section 3.12 of the Dutch Income Tax Act 2001), the 

depreciation facilities (afschrijvingsfaciliteiten) of Sections 3.31 through 3.34 of the Dutch Income Tax Act 

2001, the investment credit (investeringsaftrek, Sections 3.40 through 3.42a of the Dutch Income Tax Act 

2001) and the additional deduction for research and development (aanvullende aftrek voor speur- en 

ontwikkelingswerk, Section 3.52a of the Dutch Income Tax Act 2001). Also to be mentioned are the various 

tax reserves (Section 3.53 et seq. of the Dutch Income Tax Act 2001) and the discontinuation and merger 

facilities (Sections 3.55 through 3.64 of the Dutch Income Tax Act 2001), which provide for tax deferment. 

The various entrepreneur facilities (entrepreneur’s allowance, ondernemersaftrek) of Section 3.74 et seq. of 

the Dutch Income Tax Act 2001 also benefit entrepreneurs. It should be noted that these examples do not 

serve to imply that there may not be good reasons for targeted support of certain groups of taxpayers. For 

example, the Dutch TV program EenVandaag has – anecdotically – established that half of the upwards of 

2,000 self-employed workers it researched cannot get by (well) without the entrepreneur’s allowance. See 

the 1V Opinion Panel report Investigation: Self-employed Workers and Compulsory Insurance (Onderzoek: 

ZZP-ers en verplichte verzekering), http://www.eenvandaag.nl/uploads/doc/Rapportage%20zzp%20def.pdf 

(accessed November 17, 2017). Yet it is by no means certain whether the tax system is the most appropriate 

instrument to offer such support. 

1290  See Section 8.11 of the Dutch Income Tax Act 2001. 

1291  Parliamentary documents II 2008/09, 32 128, No. 3 (Explanatory Memorandum), p. 7. 



The Tax Tectonics 

p. 448 

The profit exemption for SMEs (entrepreneurs) in box 1 averaged EUR 1,800, the investment 

credit for entrepreneurs EUR 2,400. The average yield of the tax credit for employees was 

EUR 1,900 per household, and the average benefit from the general tax credit (for which in 

principle all taxpayers qualify) was approximately EUR 3,000.1292 Hypothetically and on 

average then an individual recipient of profit (entrepreneur) who was eligible for these facilities 

benefited to the amount of EUR 10,500.1293 The average employee benefited by less than half 

of that amount: EUR 4,900.1294 These facilities are made available – ceteris paribus – per tax 

year and the differences accordingly cumulate over time. 

This is only one example of how instrumentalism and tax expenditures thus drive a wedge 

between the objective ability-to-pay and the tax burden: the tax burden cannot be considered in 

isolation from how taxpayers behave or the extent to which they meet certain characteristics 

and criteria (e.g., entrepreneur or worker?) that are deemed relevant.1295 As a result the tax 

system directly impacts on the opportunities for individual taxpayers to generate income and 

create wealth.1296 In other words, instrumentalism and tax expenditures correlate with 

inequality, and it is this inequality dimension that takes center stage in the remainder of this 

chapter. Section 14.2 explores empirical literature on shifts to indirect taxes in other countries 

than the Netherlands. Next, Section 14.3 briefly highlights inequality dimensions of direct tax 

instrumentalism (statutory rate reductions and limitations to the tax base), and 

Sections 14.4 and 14.5 scrutinize global instrumental measures and direct tax expenditures in 

the form of preferential tax rates and limitations of the tax base, respectively. In each section, 

some important lessons the analysis teaches us will be highlighted. Section 14.6 concludes and 

answers the research question. In that section a number of important lessons from this chapter 

will likewise be highlighted. 

                                                 

1292  Figures from the CBS StatLine Database through 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=80846NED&D1=a&D2=a&D3=0&

D4=l&HD=160220-1146&HDR=G3,G2,T&STB=G1 (accessed November 17, 2017). 

1293  EUR 3,300 + EUR 1,800 + EUR 2,400 + EUR 3,000 = EUR 10,500. 

1294  EUR 1,900 + EUR 3,000 = EUR 4,900. 

1295  For a theoretical analysis, see Chapter 12.2. 

1296  On instrumental tax policy and increasing economic inequality, see also Koen Caminada and Leo Stevens, 

Instrumenteel fiscaal beleid: oorzaak van complexiteit en scheefgroei, WFR 2017/50. 
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 The inequality dimension of indirect tax instrumentalism 

14.2.1.1 The research hypothesis revisited 

One of the aims of this research is to scrutinize the impact of a shift from direct to indirect taxes 

on the distribution of wealth.1297 This shift aims to promote economic growth and it shows 

strong instrumental tell-tale signs. 

Indirect taxes act on consumer spending. The essential feature of these taxes is that they are not 

levied on any type of income and wealth until these are used for consumption purposes.1298 

Income (new purchasing power) and assets (“solidified” purchasing power) are thus immune to 

indirect taxes.1299 It is only when that purchasing power is actually used that taxes are levied.  

Income can either be spent or saved.1300 Consumption and savings are therefore antagonists. 

As income grows, spendings relatively decrease and savings relatively increase (the propensity 

to consume decreases and the propensity to save increases).1301 Academic literature has 

inferred that the regressive distribution of indirect taxes correlates with the saving behavior of 

taxpayers.1302 In other words, this means that a shift towards indirect taxes would make it 

comparatively easier for the rich not only to accumulate wealth, but also to increase their capital 

income in the future.1303 The shift to indirect taxes would then place a relatively heavier burden 

on those who spend a large proportion of their income, generally the lower and middle incomes. 

                                                 

1297  See also Chapter 4. 

1298  For more on this, see Chapter 8. 

1299  On this comprehensive income concept, see Chapter 11.4. In the spirit of the comprehensive income 

concept, in this thesis a comprehensive income tax is taken to refer to all taxes levied on any form of income. 

In other words, the concept has a broad scope and also encompasses, e.g., gift and inheritance taxes and 

taxes on games of chance. 

1300  Expressed in a formula: Y = C + S. 

1301  See also Chapter 10.4. 

1302  See also Alastair Thomas, The Distributional Effects of Consumption Taxes in New Zealand, Working 

Papers in Public Finance WP08/2015, p. 6 and the literature cited there. On the distribution of the burden, 

see Chapter 10.3. See also, e.g., Ian Crawford, Michael Keen, and Stephen Smith, Value Added Tax and 

Excises, in: J.A. Mirrlees (ed.), Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford 

University Press 2010, p. 285. Warren also underscores the regressive impact of taxes on consumption, even 

when accounting for methodological differences between the various studies he reviewed. See Neil Warren, 

A Review of Studies on the Distributional Impact of Consumption Taxes in OECD Countries, OECD Social, 

Employment and Migration Working Paper, No. 64. 2008. See also L.W.D. Wijtvliet, A House Divided. 

Over de onwenselijkheid van gedifferentieerde btw-tarieven, WFR 2012/669. 

1303  See also OECD, Divided We Stand: Why Inequality Keeps Rising, OECD Publishing: 2011, p. 358. 
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Overall, a truncation of progressive, direct taxes on income whilst shifting to regressive taxes 

therefore makes the system less progressive.1304 Along these lines Chapter 4 hypothesized that 

a shift to indirect taxes will likely increase wealth inequality.  

In Chapter 15 a model will be developed to test this hypothesis and clarify the (potential) 

distributive effects of a shift from direct to indirect taxes in the Netherlands. As shifts to indirect 

taxes are not a novelty and have also been implemented in other countries,1305 this section will 

first review existing empirical literature on tax shifts in other countries.  

14.2.1.2 Empirical literature 

14.2.1.2.1 General 

The distributive impact of shifting the tax burden from direct to indirect taxes is connected with 

the varying reference points of these taxes (income and wealth versus consumption) and the 

change in the overall distribution of the tax burden the shift generates. Various empirical studies 

support this observation.  

14.2.1.2.2 Belgium: Decoster and Van Camp 

Decoster and Van Camp have studied the 1988 personal income tax reform in Belgium, 

followed by indirect tax increases up to 1993 and “sketch the impact of the tax reform on the 

redistributive power of the system.”1306 Their results show that “with pre-tax income fixed, 

and given the change in average tax rates because of the reform, the bottom three deciles are 

the losers from the reform. The middle-income classes are relatively unaffected. The top two 

deciles are the winners from the reform.”1307 The authors show that the shift eroded the 

redistributive power of the personal income tax and increased the regressive impact of indirect 

taxes, adversely affecting the inequality of post-tax incomes. 

                                                 

1304  Similar observations are a recurrent theme in the history of indirect taxes. See Chapter 7.2.2. 

1305  See also Chapter 2. 

1306  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, pp. 79-106 at p. 81. 

1307  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, pp. 79-106 at p. 99. 



14. Tax instrumentalism: a distribution analysis 

p. 451 

The personal income tax reform studied by Decoster and Van Camp consisted of a broadening 

of the tax base, reductions of top rates and a move away from the joint taxation of married 

couples towards individual taxation.1308 This set of measures implied a tax cut, which was 

compensated by an increase in indirect taxes. To this end the seven different VAT rates in force 

(0, 1, 6, 17, 19, 25 and 33 percent) were significantly altered.1309 The Belgian government 

decided to drop the 17, 25 and 33 percent rates and increase the normal rate to 19.5 percent. 

The reduced rate of 6 percent remained untouched and a second reduced rate of 12 percent was 

introduced. Hence, after the reform, five different rates applied (0, 1, 6, 12 and 19.5 percent). 

Moreover, excise duties on road fuels and cigarettes were increased almost continuously during 

the period investigated. Other excise duties remained constant during that period. 

Combined, the reforms led to a noticeable change in the tax mix. In 1988, personal income tax 

(PIT) accounted for 57.8 percent of joint personal income tax and indirect tax revenue. By 1998, 

its share had decreased to 53.8 percent.1310 However, since the cut in PIT was quantitatively 

more important, overall revenue decreased by 4 percent.1311 

To assess the impact of the reform on the redistributive power of the tax system, Decoster and 

Van Camp make a basic distinction between the “redistributive effect” and the 

“liability progression”. The former is defined as “the change in the after-tax income 

distribution, produced by the tax system.”1312 The latter refers to “the disproportionality of the 

tax system, measured as the deviation of the distribution of tax shares from the shares obtained 

                                                 

1308  E.g., the number of brackets was reduced from 14 to 7. Before the reform, four different rates, ranging from 

56.5 percent to 70.8 percent, were used on income exceeding BEF 1,574,000. After the reform, these income 

levels faced rates of 52.5 percent or 55 percent. The authors note that a reduction of top personal income tax 

rates and base broadening have opposite effects on tax liabilities to be paid after the reform (p. 80). For a 

more elaborate discussion of the reform, see André Decoster and Guy van Camp, Redistributive Effects of 

the Shift from Personal Income Taxes to Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, 

No. 1, pp. 82-83. 

1309  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 84. 

1310  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 80. 

1311  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 80 and 99. 

1312  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 81. 
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from an equal-yield proportional tax.”1313 In other words: the liability progression expresses 

how much more or less tax people in various deciles or percentiles of the income distribution 

pay compared to a single-rate tax that yields the same revenue. Decoster and Van Camp find 

that the reform has eroded the positive redistributive impact of the personal income tax and 

increased the negative redistributive impact of the indirect tax system. Overall, this implies that 

the redistributive impact of the joint tax system has also decreased. This decrease of the 

combined tax system “is mainly due to the negative impact of the reform of both PIT and 

indirect taxes at the bottom end of the distribution.”1314  

The reform has increased PIT liability progression and enhanced the liability regressivity of 

indirect taxes. However, because the PIT effect is largely dominant, the liability progression of 

the combined tax system has ultimately increased. 

Overall, the authors conclude that the reform “has reduced the power of the combined tax 

system to narrow post-tax income inequality.”1315 They point out that “although this reduction 

is due to both a decrease of the positive redistributive effects of PIT and an increase of the 

negative redistributive effects of indirect taxes, it occurs for different reasons in each 

system.”1316 They conclude that “since the PIT has become more progressive, the decline in 

the redistributive effect is entirely due to the lower average tax rate. For indirect taxes, 

increasing liability regressivity and an increasing average tax rate work together to affect the 

inequality of post-tax incomes adversely.”1317 

These results teach us some important lessons. They illustrate how, on the one hand and firstly, 

a broader tax base can increase the redistributive powers of personal income tax and thus help 

reduce or at least limit the growth of economic inequality. Hence a more comprehensive tax 

base can be an effective instrument to limit an imbalance in income and wealth. On the other 

                                                 

1313  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 81. 

1314  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 99. 

1315  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 100. 

1316  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 100. 

1317  André Decoster and Guy van Camp, Redistributive Effects of the Shift from Personal Income Taxes to 

Indirect Taxes: Belgium 1988-93, Fiscal Studies (2001) Vol. 22, No. 1, p. 100. 
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hand and secondly, lower income tax rates can erode the distributive effect, especially when 

top income tax rates come down. Conversely, and thirdly, measures narrowing the tax base 

erode the redistributive powers whereas higher tax rates can reinforce them. Finally, the overall 

impact of these opposite effects depends on the relative magnitude of each. 

14.2.1.2.3 Australia: the Costello proposals 

By the same token, Freebairn’s analysis of the 1998 Costello proposals for reforming the 

Australian tax system shows that adopting a flat rate tax on consumption to fund reductions of 

a progressive income tax would require the new income tax rate schedule to be even more 

progressive in order to be revenue neutral and keep vertical equity constant.1318 Freebairn 

further observes that the proposed tax mix change would favor saving over consumption.  

In my view, Freebairn’s analysis implies two things. First, as indirect taxes can have a 

regressive effect – see Chapter 10 of this thesis –, a shift to indirect taxes interferes with 

horizontal and vertical equity and can skew the distribution of wealth. Second, direct taxes, 

especially the income tax, can be suitable instruments to redress inequalities in the distribution 

of wealth and income and to maintain (or restore) horizontal and vertical equity. 

14.2.1.2.4 New Zealand: a single-rate, broad base GST versus reduced rates 

Thomas has investigated the distributional effects of the single-rate, broad base goods and 

services tax (GST) in New Zealand, as well as “the case for the introduction of reduced rates to 

address distributional concerns” that are common in many European countries that use 

differential VAT rates.1319 He has found that the GST is highly regressive when measured as 

a percentage of current income across the income distribution. When measured as a percentage 

of expenditure, the GST is roughly proportional. Arguing that expenditure provides a better 

measure for the lifetime distributional effect of a consumption tax, he concludes that “the 

                                                 

1318  John Freebairn, Changing the Tax Mix, The Australian Economic Review, Vol. 32, No. 4, p. 324. 

Essentially, the Costello proposals aimed to broaden the income tax base, reduce personal income tax rates 

and increase reliance on taxes on consumption. 

1319  Alastair Thomas, The Distributional Effects of Consumption Taxes in New Zealand, Working Papers in 

Public Finance WP08/2015, p. 1, available at 

http://www.victoria.ac.nz/sacl/about/cpf/publications/pdfs/2015-pubs/WP08_2015_Distributional_effects-

of-consumption-taxes-NZ.pdf (accessed November 17, 2017). 
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lifetime distributional impact of the GST is either proportional or at worst slightly 

regressive.”1320 

To examine the merits of moving to a multi-rate system, Thomas has simulated the adoption 

the UK’s VAT rate structure on New Zealand data. His results show reduced rates that are 

traditionally meant to support the poor – such as on food, water supply, electricity and heating 

fuels – to have a progressive impact on GST burdens, providing a proportionally greater benefit 

to poor households than to rich households. However, in aggregate terms, such rates would 

benefit the rich at least as much, and often significantly more, than the poor. In other words, the 

lesson to be taken from this is that differentiated indirect tax rates are ”a blunt instrument with 

which to target the poor.”1321 This view is broadly shared among tax academics, including 

myself.1322  

Reduced rates on natural gas and public transport are found to be even less effective, providing 

only a roughly proportional impact. Meanwhile, Thomas shows, reduced rates introduced for 

cultural, social and other non-distributional reasons, such as books and air travel, would 

exceedingly benefit the rich and actually have a regressive impact on GST burdens.  

14.2.1.2.5 The funding of Rhineland welfare states and austerity measures 

Van Bavel and Frankema hypothesize that the publicly funded lifetime income security many 

Rhineland welfare states provide – think of encompassing systems of social security, including 

old-age income provisions, labor disability insurances, extensive unemployment benefits and 

publicly funded education – enhances private debt creation.1323 This state-guaranteed income 

security, the authors note, may not only reduce the propensity to increase household savings, 

but also explain the large size of negative wealth ownership in these welfare states. At the same 

time, the redistributive taxes required to fund this encompassing social security system press 

                                                 

1320  Alastair Thomas, The Distributional Effects of Consumption Taxes in New Zealand, Working Papers in 

Public Finance WP08/2015, p. 2. 

1321  Alastair Thomas, The Distributional Effects of Consumption Taxes in New Zealand, Working Papers in 

Public Finance WP08/2015, p. 15. 

1322  E.g., Leon Bettendorf and Sijbren Cnossen, Bouwstenen voor een moderne btw, CPB Policy Brief 2014/02, 

Den Haag: Centraal Planbureau 2014 and the literature cited there. See also L.W.D. Wijtvliet, A House 

Divided. Over de onwenselijkheid van gedifferentieerde btw-tarieven, WFR 2011/669. 

1323  Bas van Bavel and Ewout Frankema, Low Income Inequality, High Wealth Inequality. The Puzzle of the 

Rhineland Welfare States, CGEH Working Paper Series, Working Paper No. 50, November 2013. 
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mainly on consumption and labor rather than on wealth, reducing the opportunities for 

low-income groups to save and build wealth while enabling the wealthy to expand their 

fortunes. Comparably, Oxfam in a 2014 report observes how the impact of regressive taxes, 

such as VAT, and deep public spending cuts that austerity programs enacted in the aftermath 

of the financial and the euro crises contributed to a dismantling of the mechanisms that reduce 

inequality and enable equitable growth.1324 To address what it has described as “the great tax 

failure”1325 one of the recommendations the NGO has put forward is to rebalance direct and 

indirect taxes by shifting the tax burden away from labor and consumption to capital and capital 

income. It further recommends adopting national wealth taxes and exploring a global wealth 

tax.1326 

14.2.1.3 Conclusion and consideration: lessons learned 

In this section the distributive effects of a number of shifts from direct to indirect taxes were 

discussed. These studies teach us some important lessons. Firstly, a shift of the tax burden to 

indirect taxes makes the tax system more regressive (or less progressive). It places a greater 

burden on the lower and middle incomes, erodes the progressivity of the tax system and limits 

its redistributive power. In this way, the shift helps increase economic (wealth) inequality. 

Measures that narrow the income tax base and lower top income tax rates have the same effects. 

Secondly, this implies that a shift to indirect taxes combined with the various tax expenditures 

already present in tax systems (unequal taxation and a narrow tax base!) can substantially skew 

the post-tax distribution of income and wealth. Thirdly, direct taxes, such as the income tax, 

have the opposite effect: when properly administered (broad bases, more of less uniform rates) 

they can reverse such inequality tendencies. I infer from this that a broad tax base with 

sufficiently uniform rates can be a powerful tool to meaningfully redress or limit the growth of 

inequality.  

In addition, and fourthly, reduced VAT rates can be characterized by a regressive distribution 

of the burden and in aggregate terms have the effect of mainly benefiting the higher incomes. 

They are therefore unsuited instruments to pursue redistributive income policies. Direct taxes, 

                                                 

1324  Oxfam, Working for the Few: Political capture and economic inequality, 178 Oxfam Briefing Paper, 20 

January 2014, p. 13. 

1325  Oxfam Even It Up: Time To End Extreme Inequality, 2014, pp. 83-84. 

1326  Oxfam, Even It Up: Time To End Extreme Inequality, 2014, pp. 116-117. 
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especially the income tax, are apparently required to redress inequalities in the distribution of 

wealth and income and to maintain (or restore) horizontal and vertical equity. 

It should be noted that the tax mix is not based solely on considerations that regard the economy 

and income policies: other considerations also shape the tax mix, such as a country’s level of 

development, structural features of its economy and the cost of collection and compliance 

costs.1327 In developing countries such considerations may stand in the way of an income tax. 

In that case, indirect taxes could be seen as “taxes for the lack of a feasible alternative.”1328 

Bird and Zolt, for example, point to the failure of income taxes as redistribution instruments in 

many developing countries.1329 Hamilton, Kuo and Poddar arrive at a similar observation:  

The use of a personal or corporate income tax, for example, demands a certain level of 

sophistication among not only the bureaucracy, but also among the taxpayers themselves. 

These forms of taxation require the use and maintenance of proper books of account and 

well-developed procedures for the recording and invoicing of transactions. These 

requirements are often not met in developing countries, and it is for this reason that these 

countries tend to rely more on tariffs and excise levies on manufacturers, which are simpler 

to administer and comply with. In fact, it has been suggested elsewhere that an index of the 

level of development in a country could be the extent to which it relies on income taxes.1330 

An income tax generally requires a more sophisticated administrative system than do 

consumption-based taxes, and such a system may be costly. Levying indirect taxes is usually 

easier and less expensive.1331 In developing countries relatively high costs and a limited yield 

                                                 

1327  An elaborate discussion of such considerations is outside the scope of the research presented in this thesis. 

See, e.g., Bob Hamilton, Chun-Yan Kuo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode 

Hall L.J. 259 1988 for a discussion of a number of factors that impact on the choice of an optimal tax mix. 

1328  See also Chapter 1 for an historical perspective. 

1329  Richard M. Bird and Eric M. Zolt, Redistribution via Taxation: The Limited Role of the Personal Income 

Tax in Developing Countries, 52 UCLA L. Rev. 1627 2004-2005. 

1330  Bob Hamilton, Chun-Yan Kuo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode Hall L.J. 

259 1988, p. 266 (footnotes omitted). 

1331  On collection costs, see also Gert-Jan van Norden, De performance van de btw, inaugural address Tilburg 

University 2014, p. 6. On the various forms of consumption-based taxes, see, e.g., S. Cnossen, Hoe kan 

consumptie worden belast?, WFR 2000/680; Alan Schenk and Oliver Oldman, Value Added Tax. A 

Comparative Approach, Cambridge: Cambridge University Press 2007, pp. 30-72; N. Kaldor, An 

Expenditure Tax, London: Unwin University Books 1955; J.E.A.M. van Dijck, Is een verteringsbelasting 

mogelijk?, Amsterdam: FED 1968; S. Cnossen, De belasting van de toekomst? (inaugural address 

Rotterdam), Deventer: Kluwer 1978; Charles E. McLure, Jr. and George R. Zodrow, International Prospect 

for Consumption-Based Direct Taxes: A Guided Tour, in: John G. Head and Richard Krever (eds.), Tax 

Reform in the 21st Century. A Volume in Memory of Richard Musgrave, Alphen aan den Rijn: Kluwer Law 

International 2009, pp. 51-72; J.E. Meade et al., The Structure and Reform of Direct Taxation, London: 

George Allen & Unwin 1978; Alan Schenk, The Plethora of Consumption Tax Proposals: Putting the Value 

Added Tax, Flat Tax, Retail Sales Tax, and USA Tax into Perspective, 33 San Diego L. Rev. 1281 1996; 
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potential are likely to stand in the way of a progressive tax on income. When additionally a 

sizeable informal sector hampers the collection of payroll and income tax, indirect taxes may 

serve as a backstop to the income tax: concealed income that is used for consumption purposes 

is usually subject to indirect taxes.1332 And this effect does appear to occur in practice: 

De Freitas finds “higher reliance on consumption taxes […] in societies with an important 

potential informal sector when administrative costs of taxation are small and the informal sector 

income is high.”1333 In my view a fifth lesson can be taken from this: in countries that do not 

have an income tax and, consequently, predominantly rely on indirect taxes, the tax system has 

only limited – if any – options to redress inequality. Indeed, strict reliance on indirect taxes is 

likely to create a tax environment conducive to economic inequality. As the next sections show, 

direct tax instrumentalism can have the same effect. 

  

                                                 

Robert E. Hall and Alvin Rabushka, Low Tax, Simple Tax, Flat Tax, New York: McGraw-Hill 1983 and 

Robert E. Hall and Alvin Rabushka, The Flat Tax, Stanford, Calif.: Hoover Institution Press 1985; Barbara 

H. Fried, Fairness and the Consumption Tax, 44 Stan. L. Rev. 961 1992; Michael J. Graetz, Implementing 

a Progressive Consumption Tax, 92 Harv. L. Rev. 1575 1979; Alvin C Warren, Would a Consumption Tax 

Be Fairer than an Income Tax?, 89 Yale L.J. 1081 1980; Daniel N. Shaviro, Replacing the Income Tax with 

a Progressive Consumption Tax, Tax Notes April 5, 2004; Joseph Bankman and David A. Weisbach, The 

Superiority of an Ideal Consumption Tax over an Ideal Income Tax, 58 Stan. L. Rev. 1413 2006; Joseph 

Bankman and David A. Weisbach, Reply, Consumption Taxation Is Still Superior to Income Taxation, 60 

Stan. L. Rev 789 2007; Chris W. Sanchirico, A Critical Look at the Economic Argument for Taxing Only 

Labor Income, 63 Tax L. Rev 867 2009-2010; Joseph Bankman and David A. Weisbach, A Critical Look 

at A Critical Look – Reply to Sanchirico, 64 Tax L. Rev. 539 2010-2011; Chris W. Sanchirico, A Counter-

Reply to Bankman and Weisbach, 64 Tax L. Rev. 551 2010-2011. 

1332  See also L.W.D. Wijtvliet, A House Divided. Over de onwenselijkheid van gedifferentieerde BTW-tarieven, 

WFR 2012/6954, Section 2. Cf. Louis Kaplow, The Theory of Taxation and Public Economics, Princeton: 

Princeton University Press 2011, pp. 142-143.  

1333  Jenny De Freitas, Inequality, the Politics of Redistribution and the Tax Mix, Public Choice (2012) 151: 611-

630, p. 624. 
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 The inequality dimension of direct tax instrumentalism 

It was shown in Chapter 12 that the shift to indirect taxes is a means to preserve various tax 

expenditures already in place in direct taxes. There is an inequality dimension to this 

instrumentalism in direct taxes too. A characteristic feature of this type of instrumentalism is 

unequal taxation of income, both in terms of the tax rates used and in terms of the tax base. 

Unequal taxation is thus twofold: it involves both tax rates and tax bases. This dimension 

manifests itself in the main in favoring capital income vis-à-vis income from labor, as was 

briefly illustrated in Chapter 14.1.1334 In addition, capital income itself is not taxed uniformly 

and capital gains and entrepreneurial capital (to name but an example) are given preferential 

treatment. This differential treatment has various tax and non-tax consequences that will be 

illustrated empirically in Sections 14.4 and 14.5. 

The non-uniform treatment of income for instance reduces the progressivity of tax systems, as 

a result of which the tax system loses part of its capacity to limit differences in income and 

wealth after taxation.1335 What is more, non-uniform taxation of income may adversely affect 

investment decisions because certain investments are taxed preferentially over others.1336 

Simkovic, for example, calls to mind that the dichotomous treatment of income from work and 

capital income also entails an unequal tax treatment of returns on investments in human and 

physical capital, and that this may have an economically counterproductive effect through 

suboptimal investment allocations.1337 Where the American Internal Revenue Code provides 

for many measures to stimulate investments in physical and financial capital, the tax code offers 

little encouragement for “spending on formal higher education––an investment in human 

capital that increases wages and contributes to economic growth.”1338 Not only are federal tax 

rates on labor income much higher than the tax rates on capital income, college tuition fees can 

                                                 

1334  The choice for “in the main” is deliberate. In some countries additional fine-tuning could be necessary, e.g., 

tax measures tailored to employees and independent entrepreneurs, including self-employed workers. In 

addition, business income (winstinkomen) has a blended, hybrid character in which both labor and capital 

yield financial rewards. Such qualifications are beyond the scope of the research presented in this thesis. 

1335  On tax expenditures, capital income taxes, property taxes, and consumption taxes, see, e.g., Isabelle 

Joumard, Mauro Pisu, and Debbie Bloch, Less Income Inequality and More Growth – Are They 

Compatible? Part 3. Income Redistribution via Taxes and Transfers Across OECD Countries, OECD 

Economics Department Working Papers, No. 926, Paris: OECD Publishing 2012.  

1336  Michael Simkovic, The Knowledge Tax, 82 U. Chi. L. Rev 1981 2015. 

1337  Michael Simkovic, The Knowledge Tax, 82 U. Chi. L. Rev 1981 2015. 

1338  Michael Simkovic, The Knowledge Tax, 82 U. Chi. L. Rev 1981 2015, p. 1982. 
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neither be capitalized nor amortized and interest on student loans is only partially 

tax-deductible. Higher education spending thus faces higher tax rates and a larger tax base than 

other investments.1339 This relatively unfavorable tax treatment lowers the net return on 

investments in human capital, which, Simkovic argues, could steer investments away from 

human capital, creating “an undersupply of educated workers relative to physical or financial 

capital.”1340 Such suboptimal allocations of investments may reduce economic growth and 

social welfare.1341 

What should also be kept in mind is that tax subsidies result in a loss of tax revenue. As 

government budgets feel the pinch, this loss can lead to cuts in spending on public services or 

the foregone revenues must be recouped from other taxpayers,1342 frequently by increasingly 

relying on regressive indirect taxes that disproportionally burden the low and middle 

incomes.1343 The previous section has shown that this too can reduce the overall progressivity 

of the tax system and limit the ability of the tax system to redistribute income and wealth. On 

top of that, if the aim is to maintain or achieve budget neutrality, foregone revenues will have 

to be made up by increasing (other) taxes. Higher taxes reduce the neutrality of the tax system 

and can be economically distortionary. 

In the following sections some real-world examples of rate reductions (preferential tax rates, 

Section 14.4) and tax base narrowing (Section 14.5) are discussed. 

  

                                                 

1339  Michael Simkovic, The Knowledge Tax, 82 U. Chi. L. Rev 1981 2015, p. 1983. 

1340  Michael Simkovic, The Knowledge Tax, 82 U. Chi. L. Rev 1981 2015, p. 1983. 

1341  Michael Simkovic, The Knowledge Tax, 82 U. Chi. L. Rev 1981 2015, pp. 1984-1985. 

1342  Often through so-called “sitting duck” taxes on internationally immobile tax bases. See J.A.G. van der Geld, 

Fiscaliteit in een steeds veranderende wereld, in: H.P.A.M. van Arendonk, J.J.M. Jansen and L.G.M. 

Stevens, Wetgevingskunsten: Vriendenbundel aangeboden aan Jan Kees Bartel, de fiscale kunstenaar, ter 

gelegenheid van zijn afscheid als lid van de Raad van State op 26 May 2010, Den Haag: Sdu Uitgevers 

2010, Section 5. 

1343  See also Sven Steinmo, The Evolution of Policy Ideas: Tax Policy in the 20th Century, British Journal of 

Politics and International Relations, Vol. 5, No. 2, May 2003, p. 225, Oxfam, An Economy for the 1%: How 

privilege and power in the economy drive extreme inequality and how it can be stopped, 210 Oxfam Briefing 

Paper, 18 January 2016, p. 5, and Oxfam, Even It Up: Time To End Extreme Inequality, 2014, pp. 83 and 

116. On the regressive impact of indirect taxes, see also Ian Crawford, Michael Keen, and Stephen Smith, 

Value Added Tax and Excises, in: J.A. Mirrlees (ed.), Dimensions of Tax Design. The Mirrlees Review, 

Oxford: Oxford University Press 2010, p. 285 and Neil Warren, A Review of Studies on the Distributional 

Impact of Consumption Taxes in OECD Countries, OECD Social, Employment and Migration Working 

Paper, No. 64. 2008. 
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 Direct tax instrumentalism: preferential tax rates  

 General 

One of the ways to implement direct tax instrumentalism and tax expenditures is through 

reduced and often proportional tax rates for capital income. Income from labor, on the other 

hand, is often subject to progressive rates. Reduced top rates benefit the owners of capital – 

frequently wealthy and high-income individuals –, may cancel out the redistributive effect of 

the tax system and they create room for tax arbitrage between capital income and income from 

labor. Two examples of this dichotomous treatment to be discussed in this section are the Dual 

Income Tax and the Dutch Box 3 taxable income. These examples illustrate how capital income 

is often taxed at relatively mild compared to labor income. Reduced rates on real estate transfers 

are also discussed. 

 Dual Income Tax  

The Dual Income Tax (DIT) is a schedular income tax that combines progressive taxation of 

income from labor and transfer income with a low flat-rate tax on capital income and corporate 

income.1344 In its purest form, the flat rate on capital income matches the corporation tax rate 

and the marginal rate for income from labor in the lowest rate band. DIT has accordingly also 

been described as “a system that combines a flat tax on total income with a progressive surtax 

on labour and transfer income.”1345 In this way, the tax deviates from the normal tax structure. 

From that perspective, the reduced taxation of capital income could in my view be considered 

a tax expenditure. The capital income tax base is broad and ideally includes “interest, dividends, 

capital gains, rental income, royalties, imputed returns to owner-occupied housing, imputed 

returns on capital invested in non-corporate firms.”1346  

                                                 

1344  Peter Birch Sørensen, Dual Income Taxes: A Nordic Tax System, in: Iris Claus, Norman Gemmell, Michelle 

Harding and David White (eds.), Tax Reform in Open Economies: International and Country Perspectives, 

Cheltenham, UK: Edward Elgar 2010, p.78. 

1345  Peter Birch Sørensen, Dual Income Taxes: A Nordic Tax System, in: Iris Claus, Norman Gemmell, Michelle 

Harding and David White (eds.), Tax Reform in Open Economies: International and Country Perspectives, 

Cheltenham, UK: Edward Elgar 2010, p.78. 

1346  Peter Birch Sørensen, Dual Income Taxes: A Nordic Tax System, in: Iris Claus, Norman Gemmell, Michelle 

Harding and David White (eds.), Tax Reform in Open Economies: International and Country Perspectives, 

Cheltenham, UK: Edward Elgar 2010, p.78. 
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First implemented in the Nordic countries (Denmark, Finland, Norway and Sweden), this tax 

has become known as the Nordic Dual Income Tax.1347 Sørensen explains that, historically, 

the main theoretical argument in support of this analytical system is to prevent capital flight – 

this I consider an instrumental tell-tale sign.1348 In my view, however, this capital flight 

argument is no longer valid: it has been overtaken by time in the post-BEPS era. After all, the 

miscellaneous efforts of the OECD and the EU to intensify automatic exchange of tax 

information and to combat tax avoidance seriously limit the opportunities to move capital 

abroad and hide it from the tax authorities.1349  

The reduced rate for capital income has also been argued to be more or less inflation neutral 

and to be neutral as compared to capital income that is “hard to tax for practical or political 

reasons”, such as “imputed rent on owner-occupied housing.”1350 In my view, this argument is 

invalid. From the perspective of comprehensive income imputed rent is merely a fiction that 

does not reflect an actual increase in taxpayer purchasing power. Consequently, I believe, it 

cannot and should not be taxed at all. Other arguments advanced in support of DIT include 

reduced arbitrage between income tax and corporation tax and a more limited distinction in the 

lifetime tax burden of people with varying saving and spending patterns.1351 Sørensen also 

observes that the DIT-based redistributive function is primarily expressed by means of the 

                                                 

1347  For a general discussion of the Nordic Dual Income Tax, see, e.g., Peter Birch Sørensen, Dual Income Taxes: 

A Nordic Tax System, in: Iris Claus, Norman Gemmell, Michelle Harding and David White (eds.), Tax 

Reform in Open Economies: International and Country Perspectives, Cheltenham, UK: Edward Elgar 2010, 

pp. 78-108. See also Peter Birch Sørensen, Dual Income Taxation: Why and How?, FinanzArchiv 61 (2005), 

559-586; Peter Birch Sørensen, Neutral Taxation of Shareholder Income, International Tax and Public 

Finance, 12, 777–801, 2005; Peter Birch Sørensen, From the Global Income Tax to the Dual Income Tax: 

Recent Tax Reforms in the Nordic Countries, International Tax and Public Finance (1994): 57-79. In the 

Netherlands the dual income tax has been championed by Cnossen. See, e.g., Sijbren Cnossen, Enkele 

gedachten over de toekomst van het Nederlandse belastingstelsel, in: Studiecommissie belastingstelsel, 

Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, pp. 155-164 and Sijbren Cnossen, 

Taxing Capital Income in the Nordic Countries: A Model for the European Union? In: Sijbren Cnossen 

(ed.), Taxing Capital Income in the European Union – Issues and Options for Reform, Oxford: Oxford 

University Press 2000.  

1348  Peter Birch Sørensen, Dual Income Taxation: Why and How?, FinanzArchiv 61 (2005), 559-586, pp. 560-

564. 

1349  For more details, see Chapter 13.3.4. 

1350  Peter Birch Sørensen, Dual Income Taxation: Why and How?, FinanzArchiv 61 (2005), 559-586, p. 564. 

1351  See Peter Birch Sørensen, Dual Income Taxation: Why and How?, FinanzArchiv 61 (2005), 559-586, 

pp. 564-565 and the literature cited there. Sørensen explains: “By taxing the return to saving, a conventional 

income tax tends to discriminate against those taxpayers who save a relatively large part of their lifetime 

income in the early stages of their life cycle. Reducing the capital-income tax rate alleviates this 

discrimination”. (p. 565). 
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progressive rate structure for non-capital income.1352 As a result, the redistributive effect might 

in my opinion be limited to the incomes from labor, often the lower and middle incomes. Higher 

incomes, on the other hand, have a greater interest in capital income and are taxed at relatively 

mild rates, with the result that redistribution is barely relevant (if at all) to households that 

mostly derive income from capital. This means that income is redistributed from middle to 

lower incomes, whereas the owners of capital are left untouched. In my view, this situation 

could result in an imbalance in income and wealth, to the benefit of the upper echelons of the 

income distribution and to the detriment of the lower and middle deciles.  

 Income from savings and investments: the Netherlands 

Another example of the dichotomous, preferential tax treatment of income from capital over 

labor income is the Dutch box system in the personal income tax. Until 2017, the savings and 

investments of Dutch individual taxpayers were assumed to yield a fictitious 4% return, which 

was then taxed at a flat rate of 30% (box 3), taking into account an exemption (tax-free 

allowance) of EUR 24,437 (the amount for 2016) per taxpayer.1353 The effective rate of this 

tax was 1.2% of the net worth minus the specified exemption.1354 Income from work and home, 

on the other hand, was (and still is) progressively taxed at 52% (the maximum rate), for incomes 

starting at EUR 66,421 (the amount for 2016) and EUR 67,072 (the amount for 2017).1355 As 

of January 1, 2017 the fictitious, notional 4% return has been replaced with a graduated 

fictitious return and wealth is assumed to consist of a certain mixing ratio of savings and 

investments – both are discussed below. In this way the tax system discriminates between 

incomes from various sources, favoring recipients of capital income over income from labor. 

As a consequence, a worker and a rentier with equal pre-tax incomes end up with unequal 

after-tax incomes. And the differences can be substantial, as the following example illustrates. 

                                                 

1352  Peter Birch Sørensen, Dual Income Taxation: Why and How?, FinanzArchiv 61 (2005), 559-586, p. 564. 

1353  Section 2.13 PITA in conjunction with Article 5.2 PITA. See also Article 5.5 PITA. 

1354  Box 3 pre-2016 has been described in detail in S.M.H. Dusarduin, Vermogensrendementsheffing, Deventer: 

Kluwer 2010. 

1355  Section 2.10 PITA. 
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Assume a non-retired worker A, who earns a EUR 100.000 gross salary in 2016.1356 A has no 

other income or relevant assets. A’s salary is taxed in box 1 at progressive rates of up to 52%. 

Given the 2016 rate structure – and ignoring tax credits et cetera –1357 taxes due amount to 

EUR 43,625 or 42.63% of gross income.1358 A’s after tax income then totals EUR 56,375. 

A’s neighbor, B, lives of a EUR 1.000.000 investment that yields him an annual, gross return 

of 10%, or EUR 100.000. He has no other assets or income. Under the 2016, box 3 regime his 

taxes amount to EUR 11,706 or effectively 11.71% (ignoring tax credits).1359 B’s net income 

thus equals EUR 88,294 – almost EUR 32,000 (or 57%) more than A makes after taxes.  

It goes without saying that such differences have a tremendous impact on both A’s and B’s 

opportunities to build wealth. And the difference in effective tax rates remains significant even 

if the return drops. Were it to fall to, for instance, 5% (EUR 50.000) B’s taxes would still 

amount to EUR 11,706. The effective tax rate would increase to 23.41%, which is still well 

below A’s effective tax rate. In case of a soaring 15% return (EUR 150.000), B’s effective tax 

rate drops to 7.80%, leaving him with a net income of EUR 138,294. 

The relatively low statutory tax rate in box 3 serves an instrumental purpose. According to the 

legislative history, the legislature has designed box 3 to aim for an internationally competitive 

taxation of capital income.1360 This could also be taken as an expression of the welfare 

principle.1361 In addition, Dusarduijn observes that the concept of notional return is rooted in 

                                                 

1356  The year 2016 was chosen because the 2017, graduated fictitious return would unnecessarily complicate the 

example. The tendency is nevertheless the same. 

1357  See also Chapter 14.1. 

1358  See Section 2.10 of the Dutch Personal Income Tax Act 2001 (text 2016). The amount is calculated as 

follows:  

 36.55% * 19,922 = 7,281; 

 40.40% * (33,715 -/- 19,922) = 5,572; 

 40.40% * (66,421 -/- 33,715) = 13,312; 

 52.00% * (100,000 -/- 66,421 = 17,460.  

 Total amount due: 7,281 + 5,572 + 13,312 + 17,460 = 43,625. 

1359  See Sections 5.1, 5.2, 5.3, 5.5 and 2.13 of the Dutch Personal Income Tax Act 2001 (text 2016). The amount 

is calculated as follows: 

 (1,000,000 -/- 24,437) * 4% * 30% = 11,706. 

1360  Parliamentary documents II 1998/99, 26 727, No. 3 (Explanatory Memorandum), p. 38. 

1361  See Chapter 11. 
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“educational considerations”,1362 as is apparent from the following passage taken from the 

legal history: 

If an investor has made a good choice, a return of, for example, 8% can be realized. […] The 

incentive to identify that good investment is very much a desired response to the new tax 

methodology. The dynamics of the capital market are deliberately furthered.1363 

Box 3 presumes a notional return:1364 all connections with the actual capital income have been 

well and truly severed. Rather than an Ist-Steuer, box 3 is a Soll-Steuer, also referred to as 

“presumptive tax”.1365 Regardless of the actual return the taxpayer’s tax assessment will be 

based on a presumed fixed return on their wealth. That is hardly compatible with the 

ability-to-pay principle.  

Compared with a person’s actual income from capital income box 3 has a regressive effect, 

favoring higher returns on capital. Discussing the pre-2017 box 3, Boer and Vording project 

that for a return of 1.5% the effective tax burden is 80%.1366 If the return falls below 1.2%, the 

actual income cannot even compensate for the tax levied.1367 In this scenario, the tax is 

effectively a confiscation: other resources must be used to meet this tax obligation and the 

                                                 

1362  Sonja Dusarduijn, De rechtsfictie in de inkomstenbelasting (doctoral thesis Tilburg), Enschede: Gildeprint 

2015, p. 284.  

1363  Parliamentary documents II 1999/2000, 26 727, No. 7, p. 265. 

1364  For a description and an evaluation of Box 3, in light of, inter alia, Section 1 of the First Protocol to the 

European Convention of Human Rights, see Sonja Dusarduijn, De rechtsfictie in de inkomstenbelasting 

(doctoral thesis Tilburg), Enschede: Gildeprint 2015, pp. 267-323. 

1365  See, e.g., Kyle D. Logue and Gustavo V. Vettori, Narrowing the Tax Gap Through Presumptive Taxation, 

2 Colum. J. Tax L. 100 2011, who (on pp. 103 and 104) observe: “A presumptive tax imposes a levy on one 

thing as a proxy for (or rough approximation of) another thing. For example, a tax on some percentage of a 

business's gross receipts or its asset values rather than on a precise measure of income might be considered 

a rough proxy for a business income tax. […] What distinguishes a presumptive income tax for the purposes 

of our analysis is that it attempts to tax income in a very rough way, sacrificing accuracy of measurement 

for a reduction of compliance and enforcement costs.” Grapperhaus has also discussed presumptive 

taxation, see Ferdinand H.M. Grapperhaus, Enkele opmerkingen over ‘presumptive taxation’, in: Bruno 

Peeters (ed.), Recht zonder omwegen: Fiscale opstellen aangeboden aan Prof. Dr. J.J. Couturier ter 

gelegenheid van zijn 75ste verjaardag, Gent: Larcier 1999, pp. 41-57. 

1366  J.P. Boer and H. Vording, Keuzes voor een betere vermogensrendementsheffing, WFR 2015/614, Section 

2.3. At a capital yield tax base of 1,000, the actual income amounts to 15. The fixed income is 4% of 1,000, 

i.e., 40. At a 30% rate, the levy is 12. Adjusted for the actual income of 15, the effective tax burden is 

(12 / 15) * 100% = 80%. 

1367  The same situation as before, but now the actual return is 8 (0.8%). At a Box-3 levy of 12, the tax burden 

amounts to (12 / 8) * 100% = 150%. 
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taxpayer’s net worth will be diminished.1368 The effective tax burden of successful savers and 

investors is many times lower. For example, a return of 8% results in an effective tax burden of 

15%.1369 Add to that positive correlations between high income and high capital holdings1370 

on the one hand and between capital holdings and income from capital on the other hand1371 

and it makes good sense to assert that box 3 is a tax refuge for the financially strong.1372 In 

other words, higher incomes tend to have more wealth. And as the size of wealth holdings 

increases, so do the returns thereon. The box 3 effective tax rate, on the other hand, decreases 

as the returns increase. In this way box 3 not only favors the owners of capital vis-à-vis workers 

but also high returns over low(er) ones. This dichotomous treatment can widen the gap between 

workers and wealth owners as well as the gap between small and large wealth owners.  

                                                 

1368  Either directly, when taxpayers draw on their assets to meet their tax burden, or indirectly when taxpayers 

draw on other sources of income to pay their taxes and thus on balance reduce the increase in their wealth. 

In this connection, see also Chapter 11.4.2.5. On wealth tax, see also Ch. P. A. Geppaart, 

Vermogensbelasting. Fiscaalrechtelijke beschouwing over de belasting naar het vermogen van natuurlijke 

personen, Deventer: Kluwer 1983, pp. 3-5. See also J. van Soest, De grondbeginselen van de 

vermogensbelasting, in: J.E.A.M. van Dijck and Ch. P. A. Geppaart (eds.), Smeetsbundel. Opstellen 

aangeboden aan prof. dr. M.J.H. Smeets ter gelegenheid van zijn afscheid als hoogleraar aan de Katholieke 

Hogeschool te Tilburg, Deventer: Æ. E. Kluwer 1967, pp. 319-326, and Morris Lehner, The European 

Experience With A Wealth Tax: A Comparative Discussion, 53 Tax L. Rev. 615 1999-2000. 

1369  At a capital yield tax base of 1,000, the actual return is 80, the levy 12. (12 / 80) * 100% = 15%. 

1370  E.g., OECD, Growing Unequal? Income Distribution and Poverty in OECD Countries, Paris, OECD 

Publishing 2008, pp. 267-269. The association between income and wealth can also partially be accounted 

for by the fact that factors such as age, education level and household type not only matter for income, but 

are also associated with wealth. Even after controlling for these factors, the correlation between wealth and 

income at the individual level remains significant. 

1371  E.g., Erik Floor, Stefan Groot and Arjan Lejour, Het financieel vermogen in box-3: verdeling en belasting, 

CPB Achtergronddocument March 16, 2015, pp. 11-12. Calvet, Campbel and Sodini suggest that higher 

wealth individuals tend to earn higher average returns on their investments. See Laurent E. Calvet, John Y. 

Campbell and Paolo Sodini, Fight or Flight? Portfolio Rebalancing by Individual Investors, Quarterly 

Journal of Economics, 124 (2009), pp. 301-348. Guiso, Haliassos and Jappelli show that percentage of 

households that invest in risky assets to increase when their wealth increases. Among those households who 

invest in risky assets, the share of financial wealth in risky form likewise rises in wealth. See L. Guiso, M. 

Haliassos and T. Jappelli, Household Portfolios, Cambridge, MA: MIT Press 2006, tables I5 and I7. See 

also Martin J. McMahon Jr., The Matthew Effect and Federal Taxation, 45 B.C.L. Rev 993 (2004), pp. 1021 

and 1072. McMahon observes that “[t]here is a strong correlation between income and wealth, a strong 

correlation between wealth and income from capital […] The ownership of income producing capital is 

highly concentrated in the top 1% and in smaller even more elite cohorts within that small group” (p. 1072). 

1372  For an overview of the composition, distribution and taxation in Box 3, see Erik Floor, Stefan Groot and 

Arjan Lejour, Het financieel vermogen in box-3: verdeling en belasting, CPB Achtergronddocument March 

16, 2015. 
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The introduction of a differentiated fixed sum and a differentiated notional return on January 

1, 2017 may meet some of these objections,1373 but it remains to be seen whether this system 

fully aligns with economic reality.1374 Dusarduijn, for example, observes that the legislature 

amalgamates fixed sums and assumptions about investors, wealth and income into a new 

notional investor. “This reference person”, she writes, “seems more sophisticated than the old, 

sturdy benchmark that would generate a return of 4% in any situation, but this reference person 

too is a fiction, a non-existent person.”1375 Consequently, at the micro level “substantial 

differences may still arise between the fictitious legal reality of tax law and the empirical reality 

of qualifying taxpayers”.1376 Taxation should rather be based on actual return, and this view 

currently appears to enjoy wide support amongst politicians, scholars, economic research 

institutes and an advocate general at the Netherlands Supreme Court.1377 In addition, the Dutch 

State Secretary for Finance has recently stated that in due course he aims to tax actual returns, 

and to that end options are currently being explored.1378 

                                                 

1373  Act of Parliament of December 23, 2015 Amending Some Tax Acts and Some Other Acts (Tax Plan 2015), 

Stb. (Staatsblad, Bulletin of Acts and Decrees) 2015, 538. For a discussion of this subject matter, see, e.g., 

H. Vording, Fiscale beleidsnotities 2017, WFR 2016/191, P. Kavelaars, Belastingplan 2017 en de 

inkomstensfeer, WFR 2016/192, P. Kavelaars, Van box 3 naar een vermogensmutatieheffing, WFR 

2016/131, H. Vording, Fiscale beleidsnotities 2016, WFR 2015/1138, S.A. Stevens, De voorgestelde 

aanpassingen in box 3 en de eigen woning, WFR 2015/1172, M. Romyn, Hoe Wiebes de “Budgetneutrale” 

box-3 bij elkaar fantaseert, WFR 2015/1528, and Sonja Dusarduijn, De rechtsfictie in de inkomstenbelasting 

(doctoral thesis Tilburg), Enschede: Gildeprint 2015, pp. 319-321. 

1374  See also C.B. Bavinck, De forfaitaire vermogensrendementsheffing (box 3) met ingang van 1 janauri 2017 

impliceert een progressieve vermogensbelasting, WFR 2017/33 who argues that this “new”, revised box 3 

is essentially a progressive wealth tax. 

1375  Sonja Dusarduijn, De rechtsfictie in de inkomstenbelasting (doctoral thesis Tilburg), Enschede: Gildeprint 

2015, p. 320. 

1376  Sonja Dusarduijn, De rechtsfictie in de inkomstenbelasting (doctoral thesis Tilburg), Enschede: Gildeprint 

2015, p. 320. 

1377  As evidenced by the various motions proposed during the parliamentary debate on the Tax Plan 2016 aiming 

to introduce a tax on the actual returns on capital, such as those tabled by the Members of Parliament Bashir, 

Van Weyenberg and Grashoff (Parliamentary documents II 2015/16, 34 302, nos. 57 and 97, as well as V-

N 2015/60.14). See also Arjan Lejour and Maarten van ‘t Riet, Kapitaalbelastingen nu een lappendeken: 

Belastingopbrengsten relatief laag, CPB Policy Brief 2015/16 and the opinion of advocate general Niessen 

of 4 February 4, 2016, No. 14/05020. In view of his comments during the parliamentary debate on the Tax 

Plan 2016, the Dutch State Secretary for Finance, too, appears to aim for taxing actual returns at some future 

point in time. See, e.g., Parliamentary documents II 2015/16, No. 34 302, No. 3 (Explanatory 

Memorandum), p. 20. 

1378  For more information, see the report Taxation Based on Actual Returns: Progress Report on the Study of 

Taxing Actual Returns in Box 3 (Heffing op basis van werkelijk rendement; voortgangsrapportage van het 

onderzoek naar het belasten van het werkelijk rendement in box 3), appendices to the undated letter of the 

State Secretary for Finance, No. AFP/2016/154591U. 
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 Real estate transfers 

Another instrumental tax rate measure concerning capital is included in the Dutch real estate 

transfer tax. The real estate transfer tax levied on the acquisition of dwelling houses currently 

stands at 2%, when before June 15, 2011 it had been 6%.1379 This reduction too has 

instrumental features. For example, the Explanatory Memorandum to the Budget Agreement 

2013 Tax Measures (Implementation) Act (Wet uitwerking fiscale maatregelen 

begrotingsakkoord 2013) reports: 

It is fair to assume that ending the temporary reduction of the transfer tax on homes would 

boost the negative trend of the housing market. For that reason, this legislative proposal aims 

to make the temporary reduction a permanent one as of 1 July 2012. This measure will ensure 

the malaise afflicting the housing market does not deepen and will help create long-term 

certainty on that housing market. In addition, economic disruptions will decrease, and the 

public will face lower financial risks as their share of the financing costs would be lower.1380 

The reduced 2% rate only applies to the acquisition of dwelling homes. Other real estate is taxed 

at the regular 6% rate. In this way, the tax discriminates between various types of real estate, 

adding to an unequal treatment thereof. 

 Conclusion and consideration: lessons learned 

Instrumentalism and tax expenditures can involve both reduced tax rates and a narrowing of the 

tax base. This subsection has analyzed a number of real-world examples of reduced tax rates 

and shown how they add to unequal taxation. Unequal taxation, in turn, contributes to economic 

inequality: it can violate both horizontal and vertical equity. 

More specifically, the analysis showed that in an income tax setting income from labor is 

generally taxed at high, progressive rates. Meanwhile capital income tends to have relatively 

low, flat rate. In this way tax systems discriminate between the production factors labor and 

capital, or, along the same lines, between workers and the owners of capital. Moreover, as 

capital tends to be concentrated among high income taxpayers, this dichotomous tax treatment 

favors high income taxpayers over low and middle incomes. This limits the tax system’s 

redistributive powers, adding to economic inequality in two ways. Firstly, reduced rates on 

capital income leave the owners of capital with comparatively higher after-tax incomes than 

                                                 

1379  Section 14(2) of the Dutch Legal Transactions (Taxation) Act (Wet op belastingen van rechtsverkeer). 

1380  Parliamentary documents II 2011/12, 33 287, No. 3 (Explanatory Memorandum), p. 4. 
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salaried workers. This enables them to build more wealth. Secondly, comparatively high rates 

on labor income leave workers with relatively lower after-tax wages, limiting their abilities to 

save. This diverging tax treatment has a significant impact on taxpayers’ opportunities to build 

wealth and skews the distributions of income and wealth in favor of capital owners. An example 

involving the Dutch personal income tax illustrated how substantial these differences can be.  

The next section discusses a number of real-world measures narrowing the tax base. These 

examples will reveal how entrepreneurial income is often favored over wages. In addition, 

entrepreneurial capital is often given preferential treatment over other capital.  
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 Direct tax instrumentalism: limitations of the tax base  

 General  

Besides the statutory tax rates, taxes payable depend on the shape, size and composition of the 

tax base. A narrow tax base limits a tax system’s redistributive powers. Narrowing the tax base 

can favor specific groups of taxpayers, such as entrepreneurs and corporations and, on occasion, 

wealthy individuals. They may reduce the amount of taxes raised on capital as compared to that 

levied on labor.1381 In the following subsections three examples are given, with particular 

attention being paid to outliers whose utility and necessity is met with doubt from experts both 

inside and outside academe. 

 Entrepreneurs: business transfer facilities  

Section 14.1 has indicated various ways in which the income tax base for Dutch entrepreneurs 

has been narrowed. Such facilities benefit recipients of profit, and various facilities are also 

available to entities that are subject to corporate income tax.1382 Wage earners, on the other 

hand, generally have no access to such benefits.  

Tax base narrowing frequently reflects differential treatment. The multidimensional notion of 

well-being requires that such treatment be justified. Not only must the tax instrument concerned 

be shown to be necessary, suitable and proportional, but it must also yield added value that 

overcompensates for prejudicing Gleichbelastung. As argued in Chapter 12.4.2, every 

individual, and not just society as a whole, should benefit. 

                                                 

1381  As McCaffery aptly expresses with regard to the American tax system: “Wealth is our lost wallet. We tax 

‘income’: some income, mainly the income that comes from labor in the form of wages. Our ‘income’ tax 

is not and never has been a true income tax. It systematically fails to reach income from capital, which, with 

labor, is one of the two great factors of production in a capitalist economy. No other tax comes anywhere 

close to making up for the omissions. As a result, those Americans wealthy enough to live off existing stocks 

of wealth are let altogether off the social hook for having to pay for the privileges of civilization. At the 

same time the working classes must bear an ever-greater burden of tax to finance an ever-growing public 

sector, making it harder for them to cross over to the capital side of the street. All of the attendant problems 

from this embarrassment – and there are many – are getting worse, relegated to the darkness of our socio-

political life.” Edward J. McCaffery, Taxing Wealth Seriously (February 2016), University of Southern 

California Legal Studies Working Paper Series, Working Paper 202, p. 8. 

1382  See especially Section 8 of the Dutch Corporation Tax Act 1969. 
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That is not always the case. One example concerns the business succession facilities 

(bedrijfsopvolgingsfaciliteiten) regulated in the Dutch Inheritance Tax Act 1956. These 

facilities enable a favorable tax treatment of transferring and acquiring entrepreneurial capital 

vis-à-vis portfolio investments.1383 Broadly speaking, in a business succession scenario this 

regime categorically exempts 100% of the going-concern value of entrepreneurial capital 

transferred for values not exceeding EUR 1,060,298 (the amount for 2016) or EUR 1,063,479 

(the amount for 2017) for each objective enterprise, and 83% of any remaining surplus is 

likewise fully exempt. In contrast, transferring portfolio investments is subject to a progressive 

rate schedule of up to 40%, depending on the degree of kinship.1384 The degree of unequal 

taxation can be very substantial. Under the business succession facilities an heir to a 

EUR 1,000,000 entrepreneurial capital pays zero taxes. By contrast, a person inheriting 

portfolio investments worth the same amount can pay up to EUR 388,000 in inheritance taxes 

(rates and brackets 2017).1385 

The purpose of the business succession facilities is to prevent potential liquidity and continuity 

problems in business succession scenarios. However, research shows that if problems do arise 

when a business is transferred they concern funding.1386 In other words, the professed rationale 

does not correlate with the measure. In addition, the arrangement is based on conjectures and 

assumptions about business continuity. This continuity might possibly be jeopardized when the 

tax bill must be settled after a business has been transferred. And, according to the legislature, 

a loss of jobs and of economic diversity will result.1387 

                                                 

1383  Section 35b of the Dutch Inheritance Tax Act 1956. 

1384  Section 24 of the Dutch Inheritance Tax Act 1956.  

1385  See Section 24 of the Dutch Inheritance Tax Act 1956 (text 2017). The amount is calculated assuming an 

acquisition by an individual who is not a partner or a descendant in the straight line. The amount is calculated 

as follows: (30% * EUR 122,269) + (40% * (EUR 1,000,000 -/- EUR 122,269). This amounts to 

approximately EUR 388,000. 

1386  M.J. Hoogeveen, Kwaliteit van de fiscale bedrijfsopvolgingswetgeving (doctoral thesis Tilburg), The 

Hague: Sdu Uitgevers 2011, e.g., p. 204 et seq. 

1387  Parliamentary documents II 1997/98, 25 688, No. 3, p. 7. (“From a public interest perspective, it is 

undesirable that a business, as a result of succession, must discontinue its activities or be sold without its 

operating result necessitating either course of action, as this would lead to a loss of jobs and of economic 

diversity. For the same reason it is undesirable that in situations where retirement is the generally accepted 

standard entrepreneurs discontinue their business activities rather than transfer them to one or more 

successors.”) On raising the exempted amount, see the letter of the State Secretary for Finance of October 

29, 2009, Parliamentary documents II 2009-2010, 31 930, No. 76. 
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The business succession facilities have received their share of criticism. In her doctoral thesis 

Hoogeveen shows that the legislature has failed to convincingly demonstrate the utility and 

necessity of this gift and inheritance tax exemption. In fact, quite apart from being insufficiently 

substantiated, the exemption proves to be totally unnecessary. Moreover, the facility is too 

broad (disproportional): a payment arrangement for when liquidity problems actually arise 

would suffice.1388 In sum, the arrangement unjustifiably limits Gleichbelastung. As a 

consequence, the business succession facilities are unnecessary and impermissible tax 

instrumentalism that is counterproductive to well-being.  

Hoogeveen is no exception. Various other authors,1389 the Council of State1390 and the Court 

of Breda1391 have likewise condemned the business succession facilities in their current form 

by pointing out the lack of proper and sustainable motivation for the exemption and 

underscoring its discriminatory nature. These critical voices notwithstanding, the Netherlands 

Supreme Court decisions of 22 November 2013 confirm that the business succession facility 

does not constitute discriminatory preferential treatment of the acquisition of entrepreneurial 

                                                 

1388  M.J. Hoogeveen, Kwaliteit van de fiscale bedrijfsopvolgingswetgeving (doctoral thesis Tilburg), The 

Hague: Sdu Uitgevers 2011, for example on p. 525. 

1389  E.g., A.C. Rijkers, Berlusconiaanse belastingwetgeving, NTFR 2009/2031; A.C. Rijkers, Een 

inkomensbegrip voor de 21e eeuw. Rede uitgesproken op 27 september 2013 ter gelegenheid van het 

afscheid als hoogleraar belastingrecht aan de Universiteit van Tilburg. Tilburg University: PrismaPrint, pp. 

32-33; I.J.F.A. van Vijfeijken, De bedrijfsopvolgingsfaciliteiten in het licht van het gelijkheidsbeginsel, in: 

J.L.M. Gribnau (ed.), Principieel belastingrecht: Vriendenbundel Richard Happé, Nijmegen: Wolf Legal 

Publishers 2011, pp. 235-247; L.G.M. Stevens, Fiscale Beleidsnotities 2010, WFR 2009/1183; J.C.K.W. 

Bartel, Egalité, NTFR 2009/1095; M.J. Hoogeveen, Kwaliteit van de fiscale bedrijfsopvolgingswetgeving, 

The Hague: Sdu Uitgevers 2011. See also SEO Economisch Onderzoek, Evaluatie fiscale regelingen gericht 

op bedrijfsoverdracht, SEO-rapport No. 2014-39. 

1390  Council of State advice and additional report, Parliamentary documents II, 2008/09, No. 31 930, No. 3. On 

page 3, the Council of State observes that “Given the current proposal that the levy of inheritance and gift 

taxes in family relations be reduced to at most the present value of 10% of 20% inheritance or gift tax or 

approximately 1.4%, leaving company capital virtually tax-exempt cannot be explained by the threat to 

continuity as a result of withdrawing liquid assets. Favoring a levy lower than approximately 3.5% of the 

value of the business (current facility) cannot be supported by the argument that the essential nature of the 

arrangement is that the inheritance or gift tax, given the importance of unrestricted continuity of economic 

activity, poses a threat to viable business transfers.” 

1391  Court of Breda decision of July 13, 2012, No. AWB 11/5509, V-N 2012/43.20. The Supreme Court 

eventually quashed this judgment: see Netherlands Supreme Court decision of March 28, 2014, No. 

13/02963, V-N 2014/16.25. 
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capital over other assets.1392 The European Court of Human Rights, too, has seen fit not to 

intervene and has unanimously declared the appeal in the Berkvens case inadmissible.1393  

 Gifts benefiting home ownership 

Dutch gift tax recognizes various other exemptions that narrow the gift tax base and allow for 

tax free transfers of wealth. One example is the one-time increase of the exemption for gifts 

benefiting home ownership up to EUR 100,000. This exemption has been reintroduced 

permanently on January 1, 20171394 and its purpose is to help reduce home acquisition debts 

of households.1395  

Even though this exemption is – at least in principle – open to all taxpayers, I believe it has a 

strong inequality component because it mostly favors taxpayers from rich backgrounds. In an 

editorial of Vakstudie Nieuws, a weekly tax law journal, it had already been observed that a 

precursor of this exemption was mostly intended for the wealthy,1396 enabling them to help 

their children hit the ground of the housing market running and acquire an own home more 

easily. In my view it may not be unreasonable to suppose that the new exemption has a similar 

effect. For example, Statistics Netherlands figures for the 2011-2014 period show that the 

average bank and savings deposits of households only exceed EUR 100,000 in the tenth decile 

of income distribution.1397 This suggests that rich households are the ones most likely to be 

able to fully utilize the tax free amount. Other households simply do not have such amounts 

                                                 

1392  Netherlands Supreme Court decision of November 22, 2013, No. 13/01622, ECLI:NL:HR:2013:1211, BNB 

2014/30, with advocate general IJzerman having delivered his opinion and with commentary from Happé, 

and Netherlands Supreme Court decision of November 22, 2013, No. 13/02453, ECLI:NL:HR:2013:1212, 

BNB 2014/31, with advocate general IJzerman having delivered his opinion and with commentary from 

Happé. For critical comments on the business succession facilities and the Supreme Court decisions, see 

also P.J. Wattel, Taxation with representation ain’t so hot either, NJB 2015/541. See also Leo Stevens, 

Welke crisis heeft voorrang?, WFR 2016/35. 

1393  European Court of Human Rights decision of May 27, 2014, No. 18485/14, ECLI:NL:XX:2014:263, BNB 

2014/237, with commentary from Happé. 

1394  Section 33(5)(c) of the Inheritance Tax Act 1956 and the Act of Parliament of December 23, 2015 Amending 

Some Tax Acts and Some Other Acts (Tax Plan 2015), Stb. 2015, 538. Between October 1, 2013 and January 

1, 2015 a similar if temporary non-recurrent extension of the gift tax exemption applied. A discussion of 

substantive differences between these two arrangements is beyond the scope of the research presented in 

this thesis. 

1395  Parliamentary documents II 2015/16, 34 302, No. 3 (Explanatory Memorandum), pp. 28-29. 

1396  V-N 2013/50.25. 

1397  StatLine at 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=80056NED&D1=a&D2=0,111-

120,155-164&D3=0,3,16-17&D4=5-9&HD=160221-1231&HDR=G1,T&STB=G2,G3 (accessed 

November 17, 2017). 
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lying around and cannot facilitate their children to the same extent. As a consequence, people 

from modest backgrounds can have a harder time entering the housing market and are left with 

higher home acquisition debts than people from rich backgrounds, putting them at a financial 

disadvantage. An additional question for future research is, therefore, how many taxpayers 

actually have the means to freely gift such an amount of money and how this may affect their 

children’s financial life cycles. Given the above, I feel it is not unlikely that only a limited 

number of taxpayers are able to reap the full benefits of this facility, effectively making it a 

selective tax advantage. 

 The façade easement deduction 

Countries other than the Netherlands also offer examples of instrumentalism that favors only a 

select few. On top of that, critics often perceive such instrumentalism as being ineffective and 

unnecessary. An example of such an instrumental measure whose utility and necessity have 

been questioned in international literature is the façade easement deduction laid down in the 

United States Internal Revenue Code. In a contribution to the Virginia Tax Review – a paper 

significantly titled “Alms to the Rich: The Façade Easement Deduction” – American Professor 

Wendy C. Gerzog speaks out in favor of abolishing this facility.1398 

The façade easement deduction provides for a deduction for owners of historic properties who 

relinquish their right to alter the exterior of historic buildings. The public benefit of this 

deduction is described as “the preservation of […] a certified historic structure”1399 and “to 

give the public a chance to see the exterior of these historic structures”1400 or “to encourage 

historic preservation by recompensing the property owner for giving up his right to alter the 

façade of his property in a way inconsistent with that goal.”1401 The owner of an historic 

building agrees not to modify the façade of the building in a way that compromises its historic 

value. The easement is generally donated to a conservation charity1402 and is tax deductible as 

a noncash donation.  

                                                 

1398  Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. Tax Rev. 229 2014. 

1399  I.R.C. § 170(h)(4)(A)(iv). 

1400  Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. Tax Rev. 229 2014, p. 231. 

1401  Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. Tax Rev. 229 2014, p. 231. 

1402  See also https://www.irs.gov/Charities-&-Non-Profits/Conservation-Easements (accessed November 17, 

2017). 
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Gerzog points out that historic buildings and façades are typically subject to local zoning laws 

and homeowner association rules that already restrict alterations to the exterior of the building 

and to landscaping. The tax advantage comes on top of such legal rules and restrictions already 

in place. In Gerzog’s view, homeowners willingly accept such restrictions, because they add 

value to the properties involved. In fact, such restrictions “are one of the major reasons that the 

restrictive uses are so popular; despite individual owners’ grumblings about having given up 

some of their property rights, in the long run the owners subject to community association rules 

benefit from conservation of house value and increased market potential when they are ready 

to sell”.1403 This means that there is no reason for granting the owners of historic buildings a 

tax deduction. In other words, the legal basis lacks a factual basis.  

Considering that other arrangements are in place (mostly private-law schemes) to prevent 

unwanted alterations to façades, Gerzog in my view rightly challenges the utility and necessity 

of this tax facility. Not only is there no evidence whatsoever that façade easement deductions 

significantly alter taxpayer behavior, but they also allow a very small number of taxpayers to 

save a great deal of money. In 2009, for example, only ninety-four(!) taxpayers claimed the 

deduction, averaging USD 477,225 per return.1404 In Gerzog’s opinion, the façade easement 

deduction enables historic property owners to realize “huge tax savings for doing what they 

would do anyway”:1405 to relinquish their right to alter the exterior of their buildings.1406  

This makes the façade easement deduction another example of ineffective – indeed, 

unnecessary – tax instrumentalism. Moreover, it favors a very small number of taxpayers with 

sizeable tax savings. Given the average deductions claimed, these taxpayers are likely among 

the upper classes of the income and wealth distributions. The accompanying reductions of their 

tax bills significantly improve their opportunities to build (or expand) wealth, adding to a 

lopsided distribution of income and wealth. 

                                                 

1403  Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. Tax Rev. 229 2014, p. 232. 

1404  The table was retrieved from Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. 

Tax Rev. 229 2014, p. 238. The 2010, 2011 and 2012 IRS statistics for noncash charitable deductions 

combine all conservation easement deductions into one category. Façade easement deductions are no longer 

reported separately. According to Gerzog, “there are insufficient data to segregate the statistics for each 

subcategory, such as façade easements, and therefore to disclose that specific information ‘would constitute 

an unlawful disclosure of individual taxpayer data and therefore could not be provided.’” (p. 238). 

1405  Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. Tax Rev. 229 2014, p. 229. 

1406  Wendy C. Gerzog, Alms to the Rich: The Façade Easement Deduction, 34 Va. Tax Rev. 229 2014, p. 229. 
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 Recap 

Essentially, tax instrumentalism and tax expenditures come in two flavors: reduced, preferential 

tax rates and a narrowing of the tax base. The examples discussed in this subsection involve the 

latter. It was illustrated how such measures lead to unequal taxation. They add to economic 

inequality by bestowing advantages on select groups of taxpayers, such as entrepreneurs, 

high-wealth families and the owners of specific historic buildings. At the same time labor 

income is taxed at higher tax rates, making it more difficult for workers to build wealth.  

There is a number of lessons to be taken from this. These lessons are discussed in the next 

section. That section answers this chapter’s research question and concludes the chapter. 
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 Consideration and conclusion 

 Lessons learned: a twofold interaction between income taxes and 

economic inequality 

In exploring the distributive effects of instrumentalism and tax expenditures, this chapter has 

addressed the following research question:  

How do instrumental deviations from the ability-to-pay norm affect the distribution of 

income and wealth? 

Chapter 13.4 had already shown that economic inequality is primarily a predistributive affair. 

This means that disparities of income and wealth in principle arise in the marketplace, as a 

by-product of the capitalist system, at the level of primary income generation. In other words, 

that chapter taught us that inequalities in income and wealth arise before taxes and transfers. 
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The tax system can maintain,1407 reduce or increase these relative disparities.1408, 1409 Through 

measures narrowing the tax base and (preferential) rate reductions instrumentalism and tax 

expenditures disrupt an even distribution of the tax burden, as these measures favor certain 

                                                 

1407  Known as the “leave-them-as-you-find-them” theory of taxation or “Edinburgh Rule” of taxation – named 

after an article in The Edinburgh Review, Or Critical Journal, Vol. LVII, No. CXV, April – July 1833, Art. 

VII, Edinburgh: Ballantyne and Company 1833, p. 162. (“It is not to be denied that there is something 

exceedingly plausible in the scheme of graduation A tax say of L 10 is said to be more severely felt by the 

possessor of a property or of an income worth L 100 than a tax of L 100 or L 6000 by the possessor of a 

property or of an income of L 1000 or L 10,000 and it is argued that in order fairly to proportion the tax to 

the ability of the contributors such a graduated scale of duty should be adopted as would press lightly on the 

smaller class of properties and incomes and increase according as they became larger and more able to bear 

taxation We take leave however to protest against this proposal which is not more seductive than it is unjust 

and dangerous No tax is a just tax unless it leave individuals in the same relative condition in which it found 

them It must of course depress according to its magnitude all those on whom it falls and it ought to fall on 

every one in proportion to the revenue he enjoys under the protection of the state If it either passes entirely 

over some classes or presses on some less heavily than on others it is imposed on an unjust principle 

Government in such a case has plainly stepped out of its proper province and has assessed the tax not for 

the single legitimate purpose of appropriating a certain proportion of the revenues of its subjects adequate 

to meet the public exigencies but that it might at the same time regulate the incomes of the contributors that 

is that it might depress one class and elevate another The toleration of such a principle would necessarily 

lead to every species of abuse That equal taxes on property or income will be more severely felt by the 

poorer than by the richer classes is indeed undeniable and the same may be said every imposition which 

does not subvert the subsisting among the different orders of society The hardship question is in fact one of 

the evils of poverty and to alleviate it by adopting such a graduated scale of duties has been proposed would 

really be to impose taxes on the wealthier part of the community for the benefit of their less Opulent brethren 

and not for the sake of the public revenue.”) For a discussion of this Edinburgh Rule, see, e.g., Edwin R.A. 

Seligman, Progressive Taxation in Theory and Practice, 2nd edition, Princeton, N.J.: American Economic 

Association 1908, p.231. Seligman quotes Fend, who writes: “[T]axation, to be equitable, must leave the 

subjects in the same relative situation to each other, in which they were the moment before the tax was 

paid.”  

1408  Wagner wrote at the end of the nineteenth century: “Vollends ist doch das unverkennbar, dass die Steuern 

häufig eine „socialpolitische Wirkung” auf die Vertheilung des Volkseinkommens und Volksvermögens 

ausüben, indem sie diese Vertheilung verändern, theils zu Gunsten der oberen Classen (in allen Fällen, wo 

Steuerprivilegien für diese Classen bestehen und wo Steuern thatsächlich „umgekehrt progressiv” wirken, 

wie manche Verbrauchs-, Verkehrs-, auch enzeilne directe Steuern, z. B. die Gewerbesteuer hie und da), 

theils zu Gunsten der unteren Classen (bei Steuerprivilegien – z. B. Freilassungen und Ermässigungen – für 

letztere, bei progressiven und selbst bei degressiven Steuersätzen in Einkommen-, Vermögens-, 

Erbschaftssteuern, bei letzteren beiden auch an sich öfters schon). Eine solche Wirkung ist theils eine nicht 

gewollte, aber hingenommene, theils eine gewollte, absichtlich herbeigeführte. Letzteres ist die practische 

Consequenz des „socialpolitischen” Steuerzwecks, und zwar die Herbeiführung einer veränderten 

Vertheilung in einer den unteren Classen günstigen Richtung nach den heutigen Zielen der Socialpolitik, 

während die ehemaligen, die höheren Classen eximirenden oder erleichternden Steuerverfassungen dem 

socialpolitischen Steuerzweck in entgegengesetzter Richtung, aber doch auch dem Zweck eines 

regulirenden Eingreifens in die Vertheilung (wenn auch nicht immer klar bewusst) dienten. Wer diesen 

Zweck principiell als einen eigenen, neben dem besprochenen ersten, verwirft, muss folgerichtig auch allen 

Steuern, welche thatsächlich gleichwohl so regulirend wirken – oder genauer gesagt dem betreffenden 

Theile oder Elementen solcher Steuern, von welchem dies gilt – wenigstens wenn die entsprechende 

Wirkung derselben eine gekannte oder gar gewollte ist, den Character der „Steuer“ absprechen.“ See Adolph 

Wagner, Finanzwissenschaft. Zweiter Theil. Theorie der Besteuerung. Gebührenlehre und allgemeine 

Steuerlehre (zweite vielfach veränderte und vermehrte, theilweise umgearbeite Auflage), Leipzig: C.F. 

Winter’sche Verlagshandlung, p. 208. 

1409  See also A.J. van den Tempel, Het einde van de belastingbeginselen, WFR 1979/697. 
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conduct and/or forms of income over others and thus only benefit qualifying taxpayers. Others 

lose out. Generally, capital is given preferential treatment over labor and capital gains and 

entrepreneurial capital are favored over other capital. Moreover, entrepreneurial income is 

favored over wages. Often, other tax rates on other taxpayers need to be increased in order to 

maintain budget neutrality and pay for the tax advantages. This can be economically 

distortionary. 

As a result, the general lesson to be taken from this is that deviating from the ability-to-pay 

benchmark by narrowing the tax base and reducing rates increases the relative disparities of 

after-tax income and wealth in two ways – directly by easing the tax burden for qualifying 

taxpayers and indirectly when and because the tax revenues thus foregone are recouped by 

increasing other taxes on other taxpayers, frequently workers. In addition, a second lesson 

learned states that the preferential treatment of certain forms of incomes may erode the 

progressivity and redistributive power of the tax system and create room for tax arbitrage 

between capital income and income from labor. In this way instrumental deviations from the 

ability-to-pay norm further skew the distribution of wealth.  

The interaction of income taxes and economic inequality is thus twofold.1410 On the one hand, 

a broad, comprehensive income tax base and taxes on wealth can increase the redistributive 

powers of taxation and directly limit post-tax income differences and the rate of private wealth 

accumulation. Uniform, high tax rates can have a similar effect. In literature, this has been 

dubbed the limiting function of taxation.1411 On the other hand, narrowing the tax base, cuts in 

the progressivity of income taxes, differential treatment of comprehensive income and reduced 

taxes on certain income, wealth and wealth transfers can contribute to a rise in wealth inequality 

in the long run and reinforce the impact of the share of top incomes.1412 The literature reviewed 

in this chapter showed that this also holds true for shifting the burden to indirect taxes. Not 

only does the burden shift to the lower and middle incomes, but also the progressivity and 

redistributive power of the tax system will erode. In this way, the shift increases economic 

inequality. The model developed in Chapter 15 investigates this effect for the Netherlands.  

                                                 

1410  See also Thomas Piketty, Commentary by Thomas Piketty, in: J.A. Mirrlees (ed.), Dimensions of Tax 

Design. The Mirrlees Review, Oxford: Oxford University Press 2010, p. 829.  

1411  Reuven S. Avi-Yonah, And Yet It Moves: A Tax Paradigm for the 21st Century, University of Michigan 

Law School Law and Economics Working Paper 12-008, May 2012, p. 9. 

1412  See, e.g., Thomas Piketty and Emmanuel Saez, Income Inequality in the United States 1913-1998, Quarterly 

Journal of Economics Vol. CXVIII February 2003 Issue 1. 
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 Conclusion: towards a more equal tax treatment of income 

Some of the instrumental measures discussed in this chapter involve non-taxation of capital 

income and wealth transfers. The Dutch business transfer facilities (Chapter 14.5.2) are an 

example. It is worth mentioning that modern economic literature does not categorically dictate 

non-taxation or preferential treatment of income from capital. In fact, the optimal tax literature 

has emphasized various arguments for taxing capital and capital income. Boadway gives a 

useful summary of the current state of this literature.1413 In addition to showing that capital 

income taxation can serve as a useful adjunct to redistribution, he also points out that taxation 

of income from capital can also be called for when future earnings are uncertain and 

uninsurable, when earnings tax rates cannot be varied over the life cycle, and in case of 

unobservable inheritances. Even so, under circumstances limiting the tax rate on capital income 

may be desirable. But that does not mean that capital income should go categorically untaxed. 

Moreover, this makes the case for preferentially taxing capital income a little uneasy.  

In a recent report, CPB Netherlands Bureau for Economic Policy Analysis (CPB) too comes 

out in support of taxing income more evenly.1414 Among other things, CPB observes that 

treating income from labor and income from capital more equally can be economically efficient 

vis-à-vis a relatively high tax on income from labor. Moreover, taxing capital income itself 

more uniformly would result in less tax arbitrage and less severe economic distortions.1415 To 

achieve this, two of the recommendations in the report are to levy tax on actual returns and to 

treat retained earnings and distributed profits equally.1416 

Therefore, a final lesson to take from this chapter is that non-uniform taxation of income is no 

longer the automatic and unquestionable foundation it once was: the welfare principle and the 

ability-to-pay principle are gradually converging. In the final report of the authoritative 

Mirrlees Review they even merge to the extent that it is asserted that all forms of income, 

                                                 

1413  Robin Boadway, From Optimal Tax Theory to Tax Policy – Retrospective and Prospective Views, 

Cambridge, MA: The MIT Press 2012, pp. 85-138. 

1414  Arjan Lejour and Maarten van ‘t Riet, Kapitaalbelastingen nu een lappendeken: Belastingopbrengsten 

relatief laag, CPB Policy Brief 2015/16. 

1415  Arjan Lejour and Maarten van ‘t Riet, Kapitaalbelastingen nu een lappendeken: Belastingopbrengsten 

relatief laag, CPB Policy Brief 2015/16, pp. 8-9. 

1416  Arjan Lejour and Maarten van ‘t Riet, Kapitaalbelastingen nu een lappendeken: Belastingopbrengsten 

relatief laag, CPB Policy Brief 2015/16, p. 9 et seq. 
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regardless of their source, must be taxed on the basis of the same the rate structure. This applies 

to, inter alia, self-employment income, property income, savings income, dividends, and capital 

gains. According to the authors, “applying different rates to different income sources 

complicates the system, unfairly favours those taxed more lightly, distorts economic activity 

towards lightly taxed forms, and facilitates tax avoidance”.1417 This observation appears to 

confirm that the ideal of Gleichbelastung is steadily gaining a foothold in the prevailing 

economic theory. And this is where economics (efficiency!) and tax science (equity!) finally 

meet and we can conclude that instrumental deviations from the ability-to-pay norm are not 

laws written in stone. On the contrary, more than ever the utility and necessity must be 

substantiated and supported by figures – ex ante, hic et nunc and ex post.  

This observation leads to this thesis’s next stepping stone. The following chapter takes a closer 

look at the distributional impact of a shift in the tax mix from direct to indirect taxes in the 

Netherlands. In this chapter a model will be developed that seeks to determine how a shift in 

the tax mix affects Dutch households’ ability to save and invest (accumulate) and attempts to 

map its impact on the overall distribution of household wealth in the Netherlands.  

-- 

 

 

                                                 

1417  J.A. Mirrlees et al., Tax by Design, Oxford: Oxford University Press 2011, p. 474. It should be noted that 

the Mirrlees Review takes a lifetime-basis approach to income, as a result of which regular return is not 

taken into account: only economic rents are taxed.  
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 Introduction 

This thesis is about the impact of a shift in the tax mix from direct to indirect taxes on 

well-being. It aims to identify various well-being-related trends a changing distribution of 

wealth could potentially entail. In this way, spillovers that the distributive effects of the shift to 

indirect taxes could have are identified.  

Chapters 6 – 13 provided a conceptual basis and discussed various theoretical and philosophical 

notions relevant to this research. Those chapters are the conceptual part of this research. Next, 

Chapter 14 looked into various distributive aspects of tax instrumentalism. That chapter is the 

first of the exploratory empirical part of this thesis.  

In short, Chapter 6 concluded that the distinction between direct and indirect taxes is mainly a 

functional one: taxes are categorized as direct or indirect in the light of specific regulations, in 

order for certain legal regimes to apply or to delineate taxing powers between various levels of 

government. It was further observed in Chapter 7 that the dichotomy direct-indirect is not 

absolute: there is no such thing as “the” distinction between direct and indirect taxes. Rather, 

the terminology is a catch-all term applied on various occasions and for various, specific aims. 

Provided they interpret both concepts consistently, legislators, scholars and commentators have 

latitude to choose what they consider direct and indirect taxes to encompass. A working 

definition of direct and indirect taxes was phrased in Chapter 8. That definition is based on the 

ability-to-pay principle and hinges on the role taxes play in relation to economic inequality. 

For the purpose of this research direct taxes encompass taxes on income and wealth. Examples 

of Dutch national taxes deemed direct in Chapter 9 are the personal income tax, the corporate 

income tax and the inheritance and gift tax. Such taxes have the potential to reduce inequalities 

of income and wealth because they are levied when income is earned and wealth is owned (the 

accrual and ownership of ability to pay), so irrespective of the way in which income and wealth 

are used.1418 

Indirect taxes, on the other hand, hinge on consumption and expenditures on goods and services. 

Examples of indirect taxes are the Value Added Tax, the excise taxes, and the real estate transfer 

                                                 

1418  See also Chapters 7.5 and 8. 
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tax. Such instruments are generally less-suitable to address existing economic inequalities 

because they are only levied when and to the extent that income and wealth are spent. Indirect 

taxes regard the appropriation of ability to pay.1419 

Subsequently the burden of various direct and indirect taxes was analyzed in Chapter 10. It was 

found that the Dutch personal income tax (hereinafter also: PIT) tends to be progressive when 

income is used as the denominator, whereas indirect taxes are regressive and bear mostly on 

lower-income households. It was concluded that the observed progressivity and regressivity of 

the aforementioned taxes was not sufficient to confirm or reject Chapter 4’s research hypothesis 

that a shift towards indirect taxes would likely further skew the distribution of wealth. Instead, 

a more thorough, empirical analysis of the impact of a shift in the tax mix on the distribution of 

wealth was required. In that respect, Section 14.2 has revealed some distributive aspects of tax 

shifts that took place in other countries. The studies discussed showed that a shift to indirect 

taxes can substantially skew the post-tax distribution of wealth. The question is, then, how 

substantial? 

The current empirical chapter is about that question. It provides a further distribution analysis 

of the tax shift in the Netherlands using a simple, static, empirical model. The model is based 

on functional assumption to be described in more detail.1420 It builds on the various definitions 

and concepts described in the conceptual part of this research. In this static model behavioral 

responses to changes in the tax rate, the tax mix and the tax system are for a large part 

considered absent. As a result, only household savings respond to changing taxes. In this way, 

the model seeks to determine how a shift to indirect taxes affects households’ ability to save 

and invest (accumulate) and attempts to map its impact on the overall distribution of household 

wealth. Following Statistics Netherlands a household is defined as “a collection of one or more 

people sharing the same living space, who provide their own everyday needs in a private, 

non-commercial way.”1421  

This model is intended to be a try-out to see whether potential impacts and developments can 

be identified in the event of a shift in the tax mix in the Netherlands. This is not an attempt to 

                                                 

1419  See also Chapter 7.5 and 8. 

1420  See also the various research limitations discussed in Chapter 5. 

1421  See https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=p#id=private-household (accessed 

November 17, 2017). 
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express absolute results. The results of the model should thus be considered to be an indication 

of potential effects. 

Model results are calculated for ten average Dutch households, one from each decile of the 

income distribution, decreasing the personal income tax revenue by 1%, 5% and 10% for a 

period of up to ten years. These percentages were chosen because lager shifts would (in reality) 

trigger strong behavioral response, obscuring the model results. The revenues from VAT are 

adjusted in the opposite direction of the income tax so as to achieve budget neutrality. 

This chapter’s central research question is as follows: 

How could a shift in the tax mix from direct to indirect taxes affect Dutch households’ ability 

to accumulate and, ultimately, the distribution of household wealth in the Netherlands? 

The above research question consists of two subquestions. The first of these questions regards 

Dutch individual households and is about the effect of a shift in the tax mix on their ability to 

save or accumulate – in absolute amounts. This subquestion reads: 

How do the shifts to indirect taxes modelled affect actual amounts saved by the ten average 

Dutch households? 

The second subquestion is about the bigger picture and addresses households and household 

wealth at the aggregate level. It asks how a shift in the tax mix could affect the distribution of 

wealth in the Netherlands: i.e. whether it would sharpen, mitigate or leave unchanged the 

existing distribution. The corresponding subquestion is: 

What is the impact of the shifts to indirect taxes modelled on the overall distribution of 

wealth in the Netherlands? 

The research hypothesis is that a shift to indirect taxes, mainly VAT, is likely to limit 

low-income households’ ability to accumulate whilst enabling high-income households to 

accumulate more, thereby deepening inequality of wealth.1422 This hypothesis is based on two 

related empirical facts about household expenditures and the tax burden observed in Chapter 10. 

First, high-income households generally consume a relatively small percentage of their income 

and are thus able to save more than lower-income households, both in absolute terms and as a 

percentage of their income.1423 Hence, high-income households have a high propensity to save, 

                                                 

1422  See also Chapter 4. 

1423  See Chapter 10.4. 
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whereas low-income households have a high propensity to consume. As a result, and secondly, 

indirect taxes (or taxes on consumption), primarily the VAT, are often regressive and tend to 

fall on low-income households, whereas direct taxes, principally the personal income tax, tend 

to be progressive.1424 Intuitively one would therefore expect that a truncating of progressive 

taxes (on income) whilst shifting to regressive taxes (on expenditures) is likely to make the 

system less progressive overall and shift the tax burden away from high-income households 

onto low-income households. As a result, the shift is expected to burden low and middle-income 

households more than high-income households. This would further skew the distribution of 

wealth. 

The remainder of this chapter works up to answer this chapter’s central research question. To 

this end, the chapter is organized as follows. Section 15.2 explains the aim of the model 

developed in this chapter and outlines its methodology. Next, Section 15.3 deals with the first 

subquestion and investigates the impact of various shifts in the tax mix on individual 

households’ ability to save. Section 15.4 is about the second subquestion and studies the impact 

of those tax shifts on the overall distribution of wealth. Next, Section 15.5 provides a critical 

discussions of the drivers behind the model results and analyzes the results in light of the various 

assumptions made. On the basis of these analyses various recommendations for the design of a 

shift to indirect taxes will be presented. Finally, Section 15.6 concludes and answers this 

chapter’s central research question.  

  

                                                 

1424  See Chapter 10.3 and Chapter 10.5. 
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 Methodology 

 Model aim and description 

15.2.1.1 Introduction 

Following Hamilton, Kuo and Poddar the term “tax mix” has been defined as “the proportion 

of total tax revenues derived from various tax sources.”1425 The term is thus about the 

composition of tax revenues, which can be depicted or broken down in various ways. Most 

relevant for this research is the breakdown of the tax mix into direct and indirect taxes. 

Chapters 9 and 10 have shown that when social security contributions (premies sociale 

verzekeringen) are included, in 2010 roughly 70% of the national tax revenues came from direct 

taxes.1426 The other 30% was raised by way of indirect taxes. When only national insurance 

contributions (premies volksverzekeringen) paid by households are accounted for, total revenue 

from national taxes comes to EUR 172,792 million.1427 Revenue from direct taxes then 

amounts to EUR 108,149 million (or 62.59% of national tax revenue). The other EUR 64,643 

million (or 37.41%) was raised through indirect taxes. At the time of writing, 2010 was the 

most recent year for which all relevant data were available. This year will therefore be taken as 

a starting point to assess the impact of a shift in the tax mix.  

                                                 

1425  Bob Hamilton, Chun-Yan Kueo, and Satya N. Poddar, Considerations for the Tax Mix, 26 Osgoode Hall 

L.J. 259 1988, p. 259. See also Chapter 2 and Chapter 9. 

1426  See Chapters 9.2.2, 9.3.3 and 10.5.2.1. 

1427  See Chapter 9.3.3 and Chapter 9.3.4. National insurance contributions include the Old Age Pension Act 

(Algemene Ouderdomswet, AOW), the Surviving Dependents Act (Algemene Nabestaandenwet, ANW), the 

Exceptional Medical Expenses Compensation Act (Algemene Wet Bijzondere Ziektekosten, AWBZ). 

Disposable income is defined as: “gross income minus current transfers paid, income insurance premiums, 

health insurance premiums, ax on income and wealth.” See https://www.cbs.nl/en-gb/our-

services/methods/definitions?tab=d#id=disposable-income--rev-1995-- (accessed November 17, 2017). In 

Dutch: “Het bruto-inkomen verminderd met betaalde inkomensoverdrachten, premies 

inkomensverzekeringen, premies ziektekostenverzekeringen en belastingen op inkomen en vermogen.” See 

https://www.cbs.nl/nl-nl/onze-diensten/methoden/begrippen?tab=b#id=besteedbaar-inkomen (accessed 

November 17, 2017). Statistics Netherlands further explains (in Dutch only): “Betaalde 

inkomensoverdrachten bestaan uit overdrachten tussen huishoudens zoals alimentatie betaald aan de ex-

echtgeno(o)t(e). Premies inkomensverzekeringen betreffen premies betaald voor sociale verzekeringen, 

volksverzekeringen en particuliere verzekeringen in verband met werkloosheid, ziekte en 

arbeidsongeschiktheid en ouderdom en nabestaanden.” 
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15.2.1.2 Taxes covered 

In this research the tax shift primarily encompasses an adjustment of the proportions of 

revenues (revenue flows) from direct and indirect taxes on which the government relies. This 

ignores issues of changing tax rates and tax bases. Moreover, the model attempts to mimic the 

taxes involved in the proposed, pro-growth tax shift (see Chapter 2) as closely as possible. This 

shift primarily involves income tax and the VAT. As a result, the shift is formed as a shift from 

taxes on individual households’ income from labor and wealth (i.e. the personal income tax and 

the wage tax, including national insurance contributions; see below) to the VAT.1428 To this 

end, the amounts of personal income taxes paid by households are reduced and the amounts of 

VAT paid are correspondingly increased so as to achieve revenue neutrality. As noted in 

Chapter 5.6, the household perspective has been chosen because individual taxpayer data are 

not sufficiently available. 

For reasons explained in Chapter 10, other direct taxes, such as the dividend tax, the corporate 

income tax, the lottery tax, and the inheritance and gift tax, are not included in the model and 

the analysis.1429 The same goes for the bank levy, landlord levy, the other levies on wages, and 

the tax on stocks of petroleum products – some of which had not yet been introduced in 

2010.1430 Social security contributions cannot be included due to limitations in the data: their 

revenues cannot be traced to individual households. However, those from national insurance 

contributions can. Moreover, national insurance contributions are levied in conjunction with 

the personal income tax and the wage tax. For this reason – and other reasons explained more 

elaborately in Chapter 9.3.4 – national insurance contributions are included in the model. 

Moreover, as explained in Chapter 10.3, other indirect taxes – such as environmental 

(consumer) taxes, real estate transfer tax and tax on passenger cars and motor vehicles – are not 

included either. Often, such taxes also have other, non-tax, instrumental goals, for example 

correcting externalities. Their inclusion would therefore obscure the analysis. On occasion, data 

about the burden of these indirect taxes are unavailable altogether. 

                                                 

1428  See also Chapter 5.6. 

1429  See most notably Chapter 10.5.3. 

1430  See also Chapter 9. 
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15.2.1.3 Disposable income and household expenditures 

In the model, the shift takes the form of a reduction of the personal income and wage tax and a 

revenue neutral increase of VAT. In this way, government revenues remain fixed at the pre-tax 

shift level. Only the composition of the tax mix changes: the revenue share of direct taxes is 

reduced, that of VAT grows. 

At the household level, a reduction of the personal income tax increases – ceteris paribus – a 

household’s disposable income. Disposable income is available for consumption and saving. 

The impact of a tax shift on households’ abilities to accumulate also runs across the range of 

this changing disposable income.  

The income tax reduction (and the disposable income increase) is met with an increase of VAT 

on consumer expenditures. If a household’s expenditures (exclusive of VAT) are otherwise 

fixed, an increase of VAT results in higher household expenditures. 

15.2.1.4 The model’s core: a largely static setting and the uses of income 

It follows from the above that the tax shift has two effects at a household level: a higher 

disposable income and increasing household expenditures. As a result, the net effect of the tax 

shift on a household’s possibilities to accumulate can be determined by offsetting its changed 

disposable income against the increased expenditures. 

Heedful of this, the model’s aim is twofold. Firstly, it serves to identify the effect of a shift in 

the tax mix on the ten average Dutch households’ abilities to accumulate. Secondly, the model 

tracks the evolution of the distribution of wealth across Dutch households. 

The model is based on a – largely – static setting, in which behavioral responses are assumed 

to be largely absent. So, taxpayers do not adjust their labor supply and consumption behavior 

as a response to changing taxation. The model applies these two static assumptions to basically 

be consistent with the two possible ways to use disposable income, namely a means of exchange 

and a means to save.1431 Moreover, households are assumed to remain in the same decile during 

the period under scrutiny. This means that there is no income mobility during the years under 

scrutiny.  

                                                 

1431  Apart from that, money is also a monetary unit or a unit of account. 
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The disposable income (after income tax) by definition equals the sum of a household’s 

expenditures (including VAT) and savings. The related formula is as follows:  

Y = C + S 

where Y represents the disposable income (after income tax), C expenditures (including 

VAT) and S the savings.  

It follows from this formula that household savings (S) are the difference between household 

disposable income and household expenditures (including VAT): 

S = Y – C 

Other things equal, a reduction of the personal income tax leads to an increase in disposable 

household income (Y ↑), enabling a household to save more (S ↑) and/or to spend larger 

amounts (C ↑).1432 At the same time, increased VAT raises commodity prices and, given the 

model’s static setting, is assumed to increase a household’s expenditures (C ↑) by the same 

amount in Euros. That means that increases in the VAT are assumed to be fully shifted to 

consumers through the price mechanism. Moreover, expenditures are otherwise fixed. It will 

be shown below in 15.2.2.2 that these assumptions are in line with theoretical and empirical 

literature. The resulting increase in household expenditures in turn reduces the amount a 

household can save (S ↓). As a result, in the model only savings are responsive to changing 

taxes. 

The model thus has two opposing effects: an income tax reduction will increase disposable 

income and savings (Y ↑ → S ↑), whereas a VAT increase will boost expenditures and reduce 

savings (C ↑ → S ↓). Depending on the sizes of these varying impacts (a higher disposable 

income versus increased expenditures), a shift in the tax mix may thus ultimately increase or 

decrease a household’s savings. Alternatively, the reduction of the personal income tax (Y ↑) 

and the increase of indirect taxes (C ↑) may cancel each other out and leave the amount a 

household saves unaffected (S ~). As said, because labor supply and consumption behavior are 

kept fixed, only household savings are dynamic in the model.  

                                                 

1432  Note that consumption is merely expressed in terms of household expenditures, and not by the size or 

composition of households’ consumption bundles. 
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15.2.1.5 Macro and micro part 

The model consists of two parts: a macro-part and a micro-part. The macro-part mainly involves 

national tax revenues and overall household expenditures. In this part the national tax revenues 

from the personal income tax and VAT are calculated for a variety of shifts in the Dutch tax 

mix using amongst other things national tax revenues and household expenditures. This part 

serves to determine the personal income tax rates and a single, overall VAT rate all households 

face in the micro-part.  

The resulting VAT rate and other particulars thus calculated are subsequently imputed into the 

micro-part. The micro-part involves the ten average Dutch households and assesses the impact 

of the aforementioned tax shifts on their abilities to accumulate.  

15.2.1.6 Data and definitions from Statistics Netherlands 

Unless stated otherwise, all relevant data used in the model were derived from public data 

provided by the Dutch statistical service Statistics Netherlands (Centraal Bureau voor de 

Statistiek). These data are accessible through the online tool StatLine.1433 The derivations of 

the relevant variables and links to the underlying data have been included in the online 

appendices to this thesis. These appendices are available at 

https://pure.uvt.nl/portal/files/20364905/Laurens_Wijtvliet_The_Tax_Tectonics_Online_App

endices_February_2018.pdf. Where applicable, references to these appendices are included in 

the main text. It should be noted that the amounts stated may deviate from those reported earlier 

in this thesis. This is due to different methods for data collection used by Statistics Netherlands. 

The fact that data from Statistics Netherlands are used also means that its definitions of, for 

instance, gross and disposable income as well wealth are used in the model. These are the 

following: 

                                                 

1433  See http://www.cbs.nl/nl-NL/menu/cijfers/statline/zelf-tabellen-maken/default.htm?Languageswitch=on 

(accessed November 17, 2017). 
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According to Statistics Netherlands gross income is income before personal income taxes and 

social insurance contributions. Statistics Netherlands defines it as “primary income plus gross 

transfers received.”1434  

Primary income is “all income a resident sector receives for participating directly in the 

production process and due to ownership of assets. Or for making the material non-produced 

asset available to another institutional unit.”1435 It includes income from labor, income from 

one’s own enterprise, and income from wealth.1436  

In turn, gross transfers received encompass unemployment benefits, illness and disability 

benefits, old-age benefits, surviving dependents benefits, welfare payments, rent subsidies, 

student grants and inter-household income transfers received, such as alimony.1437 

                                                 

1434  https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=g#id=gross-income--rev-1995-- (accessed 

November 17, 2017). The Dutch description of gross income (bruto inkomen) reads: “Het primair inkomen 

vermeerderd met uitkeringen inkomensverzekeringen, uitkeringen socialevoorzieninggebonden 

overdrachten en ontvangen inkomensoverdrachten.” See https://www.cbs.nl/nl -nl/onze-

diensten/methoden/begrippen?tab=b#id=bruto-inkomen for further explanations (accessed November 

17, 2017). 

1435  https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=p#id=primary-income--na-- (accessed 

November 17, 2017). The Dutch description of primary income (primair inkomen) is as follows: “Het 

primair inkomen bestaat uit de beloning voor het beschikbaar stellen van arbeid en kapitaal.” See 

https://www.cbs.nl/nl-nl/onze-diensten/methoden/begrippen?tab=p#id=primair-inkomen for further 

explanations (accessed November 17, 2017). 

1436  Statistics Netherlands exemplifies this as follows (in Dutch only): “Inkomen uit arbeid bestaat uit het 

brutoloon (inclusief de werknemers- en werkgeversbijdrage in de premies voor de sociale verzekeringen), 

tantième, spaarloon en de beloning van arbeid die niet in dienstbetrekking is verricht. Ook loon in natura 

zoals de waarde van het privégebruik van de auto van de werkgever is hiertoe gerekend. 

Inkomen uit eigen onderneming vormt de beloning van zelfstandigen voor de inzet van hun arbeid en 

ondernemingsvermogen.  

Inkomen uit vermogen bestaat onder meer uit rente over spaartegoeden, dividenden en opbrengsten 

uit onroerend goed (waaronder de eigen woning). Betaalde rente (waaronder de hypotheekrente) is in 

mindering gebracht.” See https://www.cbs.nl/nl-nl/onze-

diensten/methoden/begrippen?tab=p#id=primair-inkomen (accessed November 17, 2017). 

1437  Statistics Netherlands exemplifies this as follows (in Dutch only): “Uitkeringen inkomensverzekering 

betreffen uitkeringen van sociale verzekeringen, volksverzekeringen en particuliere verzekeringen in 

verband met werkloosheid, ziekte en arbeidsongeschiktheid en ouderdom en nabestaanden.  

Uitkeringen sociale voorziening betreffen diverse uitkeringen gefinancierd uit de algemene middelen zoals 

de bijstandsuitkering, de wajonguitkering en het oorlogs- en verzetpensioen. 

Gebonden overdrachten betreffen tegemoetkomingen die gebonden zijn aan bepaalde uitgaven zoals de 

huursubsidie/huurtoeslag en de tegemoetkoming studiekosten. Ontvangen inkomensoverdrachten bestaan 

uit overdrachten tussen huishoudens zoals alimentatie ontvangen van de ex-echtgeno(o)t(e).” See 

https://www.cbs.nl/nl-nl/onze-diensten/methoden/begrippen?tab=b#id=bruto-inkomen (accessed 

November 17, 2017) 
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Disposable income is defined as “gross income minus current transfers paid, income insurance 

premiums, health insurance premiums, tax on income and wealth.”1438 Disposable income is 

available for consumption and saving. It does not include pension contributions paid. After all, 

these are not available for consumption and saving because the employee factually does not 

receive them in his bank account. 

In this thesis disposable income and net income are considered to be the same thing, unless 

stated otherwise. 

Statistics Netherlands describes wealth as the balance of “assets minus liabilities.”1439 Assets 

mainly consist of “bank balances, shares, real estate, and business capital.”1440 Liabilities 

include “debts incurred for the home and consumer credit.” Statistics Netherlands further notes 

that “own homes and other real estate are valued at market value.”1441 Due to lack of adequate 

data, certain objects such as the balance of endowment mortgages based on a life assurance 

policy are not included. Cash money, consumer durables (except for own homes), jewelry and 

antiques are also excluded. (Future) pension claims and annuities are excluded from the 

definition of wealth because they are not freely available to households.1442 The next 

subsection introduces the macro-part.   

                                                 

1438  See https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=d#id=disposable-income--rev-1995-- 

(accessed November 17, 2017). In Dutch: “Het bruto-inkomen verminderd met betaalde 

inkomensoverdrachten, premies inkomensverzekeringen, premies ziektekostenver zekeringen en 

belastingen op inkomen en vermogen.” See https://www.cbs.nl/nl -nl/onze-

diensten/methoden/begrippen?tab=b#id=besteedbaar-inkomen (accessed November 17, 2017). 

Statistics Netherlands further explains (in Dutch only): “Betaalde inkomensoverdrach ten bestaan uit 

overdrachten tussen huishoudens zoals alimentatie betaald aan de ex-echtgeno(o)t(e). 

Premies inkomensverzekeringen betreffen premies betaald voor sociale verzekeringen, volksverzekeringen 

en particuliere verzekeringen in verband met werkloosheid, ziekte en arbeidsongeschiktheid en ouderdom 

en nabestaanden.” 

1439  https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=w#id=wealth (accessed November 17, 

2017). The Dutch description is as follows: “Vermogen is het saldo van bezittingen en schulden. De 

bezittingen bestaan vooral uit banktegoeden, effecten, onroerend goed en ondernemingsvermogen. De 

schulden omvatten onder meer schulden ten behoeve van een eigen woning en consumptief krediet. De 

eigen woning en overige onroerende zaken zijn gewaardeerd op de marktwaarde.” See 

https://www.cbs.nl/nl-nl/onze-diensten/methoden/begrippen?tab=v#id=vermogen (accessed November 17, 

2017). 

1440  https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=w#id=wealth (accessed November 17, 

2017). 

1441  https://www.cbs.nl/en-gb/our-services/methods/definitions?tab=w#id=wealth (accessed November 17, 

2017). 

1442  Statistics Netherlands explains (in Dutch only): “De bezittingen bestaan uit financiële bezittingen 

(banktegoeden en effecten), onroerend goed en ondernemingsvermogen. De schulden omvatten onder meer 
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 Macro-part 

15.2.2.1 Outline: the baseline tax revenues 

The macro-part of the model serves to calculate the personal income tax (including wage tax 

and national insurance contributions) and the VAT households face. These amounts and 

percentages are subsequently used in the micro-part.  

The macro-part is modelled around a baseline scenario that represents the 2010 status quo.1443 

In the model, the 2010 total revenue from personal income tax and VAT paid by households is 

a fixed amount of EUR 100,353 million. This amount is the aggregate of two separate 

elements: the revenue from personal income taxes (including wage tax and national insurance 

contributions; EUR 81,483 million in the 2010 baseline)1444 on the one hand and the VAT 

paid by households (EUR 18,870 million in the 2010 baseline)1445 on the other.  

The tax shift is replicated by reducing the income tax (including wage tax and national 

insurance contributions), while implementing a revenue neutral increase of the VAT. The total 

revenue will thus continue to equal EUR 100,353 million. Hence, these two amounts are 

antagonists in the model from a revenue perspective: a change in either of these amounts means 

the other must be changed in the opposite direction to keep overall revenue fixed. Thus, a 

change in the revenue from personal income tax is set off by a corresponding adjustment of the 

VAT revenue in the opposite direction and vice versa. Their combined 2010 revenue determines 

the range within which both can move. In the model a 1%, 5% and 10% reduction of the 

personal income tax revenue will be analyzed. 

                                                 

schulden ten behoeve van een eigen woning en consumptief krediet. Enkele zaken zijn bij de berekening 

van het vermogen niet meegeteld door gebrek aan gegevens. Zo kan het tegoed dat is opgebouwd bij spaar- 

en levenhypotheken, niet aan de bezittingen toegevoegd worden. Ontbrekende vormen van bezit zijn verder 

contant geld, duurzame consumptiegoederen (met uitzondering van de eigen woning), juwelen en antiek. 

Aanspraken op pensioen of lijfrente zijn ook als een vorm van vermogen te beschouwen. Omdat een 

huishouden niet vrijelijk kan beschikken over deze aanspraken zijn deze echter niet in de vermogensdefinitie 

opgenomen.” See https://www.cbs.nl/nl-nl/onze-diensten/methoden/begrippen?tab=v#id=vermogen 

(accessed November 17, 2017). 

1443  It was explained earlier that the year 2010 was chosen because it is the most recent year for which all required 

data were available at the time of writing.  

1444  See Online Appendices 3.2 and 3.3. It follows from Table 6 in Online Appendix 3.3 that the total combined 

net levy paid by households in 2010 equals EUR 81.483 million As explained there, the total combined net 

levy represents the total amount of personal income tax and national insurance contributions to be paid after 

having taken into account exemptions, deductions and tax credits. 

1445  See Table 17 in Online Appendix 4.2. It can be inferred from this table that in 2010 7.371.000 household 

each on average paid EUR 2,560 indirect taxes. 7.371.000 * 2,560 = approximately 18,870 million. 
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The following example illustrates how the personal income tax and the VAT are mutually 

complementary (antagonists) in the model.  

Example 1  

In the model, 2010 total revenue from personal income tax and VAT is fixed at EUR 100,353 

million. In the baseline case it breaks down into EUR 81,483 million from personal income 

tax and EUR 18,870 million from VAT. Reducing the personal income tax by 5% decreases 

its revenue by EUR 4,074,150,000 to EUR 77,408,850,000. To assure revenue neutrality the 

VAT revenue required increases by the same amount to EUR 22,944,150,000. 

15.2.2.2 Outline: the model’s VAT rate 

Consumption being the trigger for any indirect tax, for simplicity’s sake the VAT will be 

modelled as one, single-rate tax on all expenditures. There are assumed to be no reduced rates 

or exemptions: a single-rate applies to all expenditures by all households, irrespective of 

household income and the composition of household expenditures. 

The macro part of the model departs from the personal income tax revenue, which is 

subsequently decreased. For each change to the personal income tax, the VAT revenue required 

to keep overall revenue fixed is calculated. This amount varies in accordance with the size of 

the decrease of the personal income tax. On the basis of the amount of VAT required, the 

model’s VAT rate is calculated by dividing the VAT revenue required by the VAT’s tax base, 

which consists of net-of-VAT household expenditures. As shown in Online Appendix 4 to this 

thesis, net-of-VAT household expenditures total EUR 221,000 million in 2010. The amount 

and volume of these net-of-VAT household expenditures are assumed fixed throughout the 

model. Extending Example 1, the model’s VAT rate is calculated as follows: 

Example 2  

In the 2010 baseline scenario, personal income tax revenue amounts to EUR 81,483 million. 

Revenue from VAT requires a total of EUR 18,870 million. Total revenue from personal 

income tax and VAT comes to EUR 100,353 million. Net-of-VAT household expenditures 

equal EUR 221,000 million. Dividing the VAT revenue required by this amount of 

household expenditures we find the VAT rate to be approximately 8.54%.1446 

In case of a 5% reduction of the personal income tax, the VAT revenue required comes to 

EUR 22,944,150,000. Given a EUR 221.000 million tax base, the tax rate required to yield 

this amount equals approximately EUR 10.38%.1447  

                                                 

1446  (18,870 million / 221,000 million) * 100% = 8.538462%. 

1447  (22,944,150,000 / 221,000,000,000) * 100% = 10.381968%. 



The Tax Tectonics 

p. 496 

Table 12 shows the personal income tax and VAT revenue as well as the accompanying 

VAT rate required for the baseline scenario as well as a 1%, 5% and a 10% shift in the tax mix 

to indirect taxes. Generally, and keeping all else equal, a decrease of the personal income tax 

requires a higher VAT rate in order for the shift to be revenue neutral. 
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Table 12: VAT rate when shifting to indirect taxes (reducing personal income tax revenues) 

Scenario Baseline PIT - 1% PIT - 5% PIT - 10% 

PIT Revenue (EUR million) 81,483 80,668.17 77,408.85 73,334.70 

VAT Revenue Required (EUR million) 18,870 19,684.83 22,944.15 27,018.30 

VAT Rate 
8.54% 

(8.538462%) 

8.91% 

(8.907163%) 

10.38% 

(10.381968%) 

12.23% 

(12.225475%) 

Unless stated otherwise, the model will use the tax rate that has been corrected to six decimal places to calculate the impact of the shift. In the main 

text, however, the rate will be corrected to two decimal places for the sake of readability. 
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15.2.2.3 Recap and additional assumptions  

It follows that the model has several assumptions. The impact of these assumption on the 

model’s outcomes will be analyzed in Chapter 15.5.  

One crucial assumption is that taxpayers do not change their labor and consumption behavior 

in response to a shift in the tax mix.1448 In other words, people will not adjust the size and 

volume of households’ consumption and expenditures (exclusive of VAT): each households’ 

expenditures (exclusive of VAT) are considered fixed. This means that the amounts these 

households spend are only affected by changes to the VAT: an increasing VAT means that 

household expenditures increase (C ↑) correspondingly.  

As a result, the VAT is assumed to be fully shifted to households. Otherwise, household 

expenditures are assumed fixed. Both of these assumptions are consistent with theoretic and 

empirical economic literature on the impact of taxes on consumption on price-setting behavior. 

For example, in its report A retrospective evaluation of the EU VAT system the Institute for 

Fiscal Studies has extensively reviewed this literature and concluded that “in line with 

theoretical conclusions, there is a wide range of empirical results for tax shifting. Many papers 

find that taxes are shifted either fully or only partially on to prices.”1449  

By the same token, labor supply is assumed not to change in response to the shifts in the tax 

mix. This is in line with empirical work by Jongen, De Boer and Dekker, who find labor supply 

elasticities of men to be virtually negligible.1450 Women’s labor supply elasticity, on the other 

hand, is found to be only slightly positive. The impact of this assumption on the model’s results 

is further analyzed in Chapter 15.5 below. Nor will taxpayers try to avoid taxes by shifting their 

purchases or activities abroad or to the informal economy. Total tax revenues and net-of-VAT 

household expenditures are therefore also fixed: in the macro-part, only the revenues from 

personal income tax (including wage tax and national insurance contributions) and VAT are 

                                                 

1448  See Chapter 15.2.1.4. 

1449  For more details, see Institute for Fiscal Studies, A retrospective evaluation of elements of the EU VAT 

system – Final report, TAXUD/2010/DE/328, FWC No. TAXUD/2010/CC/104, pp. 285-360 and the 

literature referenced there. 

1450  Egbert Jongen, Henk-Wim de Boer and Peter Dekker, Maatwerk loont: Moeders prikkelbaar: De effectiviteit 

van fiscaal participatiebeleid, CPB Policy Brief 2015/02. 
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variable, but their aggregate is assumed to be stable at EUR 100,353 million.1451 As a result, 

only the amounts saved are responsive the changing taxes (S ↑ or S ↓). The size of the response 

depends on the changes to the personal income tax (Y ↑) and the VAT (C ↑). Other taxes are 

not included in the model.1452 Moreover, the model is limited to a 1%, 5% and a 10% reduction 

of the personal income tax. This range is chosen because larger shifts will likely lead to strong 

behavioral responses in reality, obscuring model results. Finally, the VAT rate modelled is a 

single rate. There are no assumed to be no reduced rates or exemptions.1453 

15.2.2.4 Across the board tax shift 

Generally, the income tax due depends on a variety of factors, such as the statutory tax rate 

schedule employed, the availability and the size of tax credits, allowances, and bracket length. 

These are all complex elements. However, in the model’s predominantly static setting these are 

of no concern. After all, behavioral responses are assumed largely absent, so it does not matter 

whether and how labor supply and consumption behavior would respond to either one. What 

matters for the model is that from a tax perspective, they all lead to changing effective personal 

income tax rates. Effective personal income tax rates and the effective personal income tax 

burdens depend on gross household income and the amounts of personal income taxes paid. 

Therefore, the micro-part of the model starts from the amounts and percentages of personal 

income tax households actually face and implements changes thereof through an “across the 

board” percentage change, skipping the question how the shift is factually enacted – be it by 

adjusting tax credits, tax brackets, tax exemptions or marginal tax rates. The next section further 

outlines this micro-part.  

 Micro-part 

15.2.3.1 Outline  

The previous section discussed the macro-part of the model. Given a budget constraint of 

EUR 100,353 million and net-of-VAT household expenditures fixed at EUR 221,000 million, 

                                                 

1451  See Chapter 15.2.2.2. 

1452  See Chapter 15.2.1.3. 

1453  See Chapters 15.2.1.5 and 15.2.2.2. 
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that part determines the VAT revenue and single VAT rate required to compensate for the 

revenue loss brought about by a change to the income tax revenue.  

The micro-part of the model assesses the impacts of changes to household disposable income 

and expenditures (including indirect taxes) brought about by a shift in the tax mix on individual 

households’ abilities to save and on the overall distribution of wealth. To this end, it departs 

from the 2010 distribution of gross household income, on the basis of which ten representative, 

“average” households are constructed – one for each decile of the income distribution.1454 

These households are further discussed in Chapter 15.2.3.2.  

At the level of those households, changes to the tax mix affect disposable income (Y), the VAT 

paid on the otherwise fixed expenditures (C) and – ultimately – savings (S). This also follows 

from the identity Y= C + S that was discussed in Chapter 15.2.1 above. Household savings, 

then, are the difference between disposable income and expenditures including VAT: S = 

Y – C. Keeping net-of-VAT household expenditures fixed, (C) is ultimately determined by 

(changes to) the VAT.  

If in any given scenario disposable income exceeds expenditures including VAT (Y > C), a 

household saves this surplus and its wealth increases accordingly. The amount saved yields a 

predetermined nominal annual return of 3.143% – which was the interest rate on the latest 

ten-year Dutch central government bonds in 2010 according to the Dutch National Bank.1455. 

But besides capital, wages (Y) also tend to grow over time. According to Statistics Netherlands 

wages provided for by collective agreements increased 1.1% in 2010.1456 By balancing the 

3.143% nominal annual return against the 1.1% wage increase, the model can implicitly 

incorporate the growth of capital vis-à-vis wage growth. As a result, savings are assumed to 

yield a 2.043% return. In this way, the model takes into account both interest bearing savings 

                                                 

1454  Recall from Chapter 10 that households are private household according to Statistics Netherlands: “a 

collection of one or more people sharing the same living space, who provide their own everyday needs in a 

private, non-commercial way.” See also https://www.cbs.nl/en-gb/our-

services/methods/definitions?tab=p#id=private-household (accessed November 17, 2017). 

1455  The percentage was derived using the online tool available on the Dutch National Bank’s website at 

https://www.dnb.nl/en/statistics/statistics-dnb/financial-markets/interest-rates/make-table/Year-end-of-

period/index.jsp?list=%2Fen%2Fbinaries%2FEN_INR_JU_10YDSL_tcm47-

329419.json&periodfrom_dd=01&periodfrom_mm=01&periodfrom_yyyy=2010&periodto_dd=31&perio

dto_mm=12&periodto_yyyy=2010# (accessed November 17, 2017). 

1456  http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=70640ned&D1=7-

8,14&D2=a&D3=0&D4=0&D5=214&HD=170811-1202&HDR=G3,G2,T,G1&STB=G4 (accessed 

November 17, 2017). 

http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=70640ned&D1=7-8,14&D2=a&D3=0&D4=0&D5=214&HD=170811-1202&HDR=G3,G2,T,G1&STB=G4
http://statline.cbs.nl/Statweb/publication/?VW=T&DM=SLNL&PA=70640ned&D1=7-8,14&D2=a&D3=0&D4=0&D5=214&HD=170811-1202&HDR=G3,G2,T,G1&STB=G4
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and growing wages. This 2.043% return is considered part of a household’s gross income in the 

following years as interest compounds.  

In case expenditures exceed disposable income (C > Y), a household de-accumulates by either 

dissaving or by amassing debt. Such debts and dissavings are interest-bearing and lead to 

interest expenses of 2.043% of the amount with which a household thus eats into its wealth. 

This negative return reduces the gross income in the following year. By repeating this method 

for a number of consecutive years the development of household wealth can be tracked over 

time. In Chapter 15.5 the impact of these assumptions will be assessed. 

In the micro-part, the macro-part comes in in two ways. First, the reduction of the personal 

income tax brought about by the macro-part impacts household disposable income, increasing 

it (Y ↑). As said, such changes to the personal income tax are modelled “across the board”. This 

means the percentage change to the income taxes paid is equal for all households. Therefore, 

this change is a change of effective tax rates, not of statutory tax rates. Given the model’s 

predominantly static setting, the budget constraint (revenue neutrality), and keeping 

net-of-VAT household expenditures fixed, a reduction of the personal income tax will cause 

disposable income to increase by the same percentage.  

Second, the corresponding adjustment in the opposite direction made to the VAT rate affects 

household expenditures (C ↑). In the model’s static setting, the expenditures are only affected 

by the change to the VAT rate: a 1% increase in the model VAT rate correspondingly increases 

the amount in Euros of the expenditures (including VAT). In this way, the indirect tax is fully 

shifted to households (consumers). On balance, household wealth increases (S ↑), decreases 

(S ↓), or remains unchanged (S~) – depending on the relative magnitude of the changes to Y 

and C. 

15.2.3.2 Average households 

The micro-part of the model is built around ten average Dutch households. It departs from the 

2010 distribution of gross household income, which is published by Statistics Netherlands. This 

distribution is based on its so-called Income panel survey (Inkomenspanelonderzoek or IPO). 

Its derivation and design are amplified in Online Appendix 1.3. According to the IPO, in 2010 

the number of private households in the Netherlands totaled 7.337.000. These households are 
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classified in ascending order of their gross and disposable annual household income in equally 

sized groups – or deciles – of 734.000 households each.1457 

The income distribution is simplified and taken to encompass one average household for each 

decile. The resulting ten average households are likewise classified in ascending order of their 

average gross household income. Each of them is assumed to earn the average gross income, 

possess the average wealth, pay the average amount of taxes and to spend the average 

net-of-VAT amounts that have been calculated for the decile they have been classified in. These 

particulars are derived in the Online Appendices 1 through 4 to this thesis. Together, they define 

the ten average households.  

Hence, the following particulars are required for each household: 

- The 2010 average gross household income per decile (see Online Appendix 1.3); 

- The 2010 average household wealth per decile (the “derivative” distribution of wealth; 

see Online Appendix 2.4); 

- The 2010 average income tax paid per decile by households actually paying the tax (see 

Online Appendix 3.3); 

- The 2010 average income tax burden per decile for households actually paying the tax 

(see Online Appendix 3.3) 

- The 2010 average disposable household income (gross income minus income taxes 

paid); 

- The 2010 average net-of-VAT household expenditures per decile (see Online 

Appendix 4.3); 

- The average return on savings and debts (2.043%, see Chapter 15.2.3.1); 

 

Table 13 provides an overview of the ten households constructed accordingly. 

 

                                                 

1457  It should be noted that the numbers of households reported in this survey differs somewhat from that reported 

in Chapter 10 where the burden of indirect taxes and household expenditures were studied. As explained in 

Online Appendices 1 and 4, Statistics Netherlands derives these numbers from a different survey. Such 

differences may be due to differences in research methodology and differences in sampling. Moreover, the 

definitions of what constitutes a household can deviate, as can the reference dates used. As these varying 

numbers of households only serve to calculate the variables and averages used in the model, they are 

expected to have no relevant or distortionary impact on the outcomes of the model. 
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Table 13: Average households 1 through 10 (see the Online Appendices for more details) 
  1 2 3 4 5 6 7 8 9 10 

Average gross 

household 

income  

(Appendix 1.3) 

€ 10,000 19,200 25,300 32,200 40,500 50,000 60,900 74,300 93,400 155,100 

Average 

household 

wealth 

(“derivative” 

distribution; 

Appendix 2.4) 

€ 71,0001458 50,000 69,000 96,000 117,000 133,000 151,000 177,000 240,000 558,000 

Average 

income tax 

paid  

(Appendix 3.3) 

€ 1,300 1,700 2,600 4,100 6,400 8,600 11,100 14,700 20,100 42,000 

Average 

income tax 

burden  

(Appendix 3.3) 

% 13.00 8.85 10.28 12.73 15.80 17.20 18.23 19.78 21.52 27.08 

                                                 

1458  Note that this household’s wealth exceeds that of the two following deciles. Upon enquiry with Statistics Netherlands it was explained in an email from from Statistics 

Netherlands Infoservice dated December 16, 2016 that the bottom decile also encompasses entrepreneurs whose income can be negative in the year under scrutiny. 

However, that does not necessarily mean that they have no wealth. An anonymized copy of this email is available upon request. Similarly R. Stephens, The Economic 

and Equity Effects of GST in New Zealand, in: R. Krever and D.I. White (eds.), GST in Retrospect and Prospect, Wellington: Brookers 2007, p. 79. 
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Average 

disposable 

income* 

€ 8,700 17,500 22,700 28,100 34,100 41,400 49,800 59,600 73,300 113,100 

Average net-

of-VAT 

household 

expenditures 

(fixed; 

Appendix 4.3) 

€ 20,785 16,560 19,700 23,365 26,450 30,285 32,440 35,345 42,370 52,565 

Return on 

amounts 

saved** 

% 2.043 2.043 2.043 2.043 2.043 2.043 2.043 2.043 2.043 2.043 

Negative 

return on 

amounts 

dissaved and 

debt 

contracted** 

% -2.043 -2.043 -2.043 -2.043 -2.043 -2.043 -2.043 -2.043 -2.043 -2.043 

* Net or disposable income is the difference between the 2010 gross household income and income taxes paid. 

All household income is taxed at the average rate calculated for each average household; no income is taxed at preferential rates or goes untaxed altogether. For every 

average household the average tax rate is assumed fixed: it does not change when income changes. ** interest rate on the latest ten-year Dutch central government 

bonds in 2010 minus the 2010 1.1 percent growth of wages provided for by collective agreements. 
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15.2.3.3 Systematics 

Given the above, the micro-part covers five steps, starting with each average household’s 

wealth in 2010. By repeating the steps for a number of consecutive years the development of 

household savings and wealth can be tracked over time. These steps are the following: 

 

Step 1. Average household wealth 

The micro-part’s starting point is the wealth of each average household as included in Table 

14. For every year the amount each average household accumulates or de-accumulates is 

calculated for a variety of shifts in the tax mix. These amounts are subsequently added to (or 

subtracted from) the wealth of these respective households. In case a household is able to save, 

the yield on the (additional) amount saved is added to that household’s gross income in the 

following year. Amounts dissaved yield a negative return which is subtracted from the 

following year’s gross income (see also steps 4 and 5).  

 

Step 2. Gross income 

In order to calculate the amounts saved or dissaved in a given year, each household’s gross 

income is required. Its derivation is discussed in Online Appendix 1. Gross income is 

subsequently reduced by the income tax paid, thus giving disposable household income. The 

amount of income taxes due changes as the income tax’s share in the tax mix is altered, and so 

does disposable income. Disposable income (Y) can either be spent (C) or saved (S). 

 

Gross income is adjusted annually for the interest earned or paid by the average households that 

save or dissave, respectively (see also steps 4 and 5). The interest rate used also takes into 

account the growth of wages. Except for these additional returns from (dis)savings, gross 

income is kept fixed at the 2010 level. 

 

Step 3. Expenditures and indirect taxes  

Households use their disposable income (Y) to finance their expenditures (C). As a third step, 

from each average household’s disposable income is therefore subtracted the fixed amount of 

its net-of-VAT expenditures multiplied by the VAT rate determined in the macro-part for the 

scenario under consideration. Reducing each household’s net income with its expenditures and 

indirect taxes yields the amount the household accumulates or dissaves (S). 
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Step 4. Changes to wealth yield a return 

When disposable income exceeds expenditures (including the single-rate VAT) in a given year, 

a household is assumed to save this surplus. The surplus is then added to household wealth at 

yearend. As of the following year, it will yield an annually compounding, presupposed return 

of 2.043%. This return is added to gross household income in the year following the year it was 

saved.  

To illustrate this, suppose a household’s 2010 gross income amounts to EUR 50,000. At 

yearend, it is able to save EUR 1,500. In 2011, the return from this amount saved equals 

2.043% * EUR 1,500 ≈ EUR 30.65. 2011 gross income is increased by this return and comes 

to EUR 50,036.15. At the end of 2011, the household can save EUR 1,536.65 – which yields 

2.043% * EUR 1,536.65 ≈ EUR 31.39 in 2012. 2012 gross income then totals EUR 50,067.54. 

Other things equal, increases in gross income result in larger amounts being saved and added 

to a household’s wealth.  

The opposite holds when expenditures exceed disposable income. A household will then be 

short of money, eat into its wealth, or enter into debts. As every households’ income also 

includes capital income (no matter how small), dissavings in a given year reduce a household’s 

wealth on the reference date and will also lead to lower capital income of -2,043% of the amount 

dissaved (or borrowed) in the following year t + 1. The interest or capital income thus foregone 

will be subtracted from gross income. This means that when a household dissaves, its wealth 

(or: savings) drop(s) accordingly, reducing his gross income vis-à-vis the previous year with 

the interest thus foregone. If a household enters into debt (after eating into its savings), the 

(negative) interest due is also 2.043%. It is only by these returns to (dis)savings and debts that 

gross income changes. As the interest due on debts and the interest received on savings by 

assumption equal 2,043%, on balance it does not matter whether a household dissaves or 

borrows.  

To illustrate this, again suppose a household’s 2010 gross income to amount to EUR 50,000, 

only this time expenditures exceed it by EUR 1,500. This household dissaves EUR 1,500, 

which means that its interest income will fall by the interest thus foregone in the next year. 

Hence, in 2011, the negative return on the amount dissaved equals -2.043% * EUR 1,500 ≈ 

EUR -30.65. 2011 gross income then drops accordingly to EUR 49,969.35. Other things equal, 



15. The distribution effects of a shift to indirect taxes: an empirical model 

p. 507 

a decrease in gross income results in smaller amounts being saved and added to a household’s 

wealth. 

 

Step 5: Comparison to baseline 

For each scenario, the impact of a change in the tax mix on households’ ability to accumulate 

is compared to the baseline case – which is an extrapolation of the 2010 status quo.1459 Using 

this baseline it can be determined whether and to what extent shifts in the tax mix of varying 

degrees will impact each household’s savings. As noted above, the scenarios under scrutiny are 

a 1%, 5% and a 10% reduction of the personal income tax. These scenarios were chosen because 

larger shifts would likely lead to strong behavioral responses in reality, obscuring model results. 

The next subsection includes a numerical example that covers the above steps and shows how 

a shift in the tax mix may affect a household’s ability to accumulate.  

15.2.3.4 A numerical example 

The micro-part outlined in the previous subsection can be brought to life using actual model 

results. The results are included in Table 14 through Table 16. These tables extend Examples 1 

and 2 discussed in Subsection 15.2.2. The tables regard the average household representing 

decile 6 (hereinafter: “average household 6” or “household 6”) over the years 2010, 2011 and 

2012. This household was merely chosen for illustrative purposes. 

Column 2 represents the baseline case, in which the model’s VAT rate equals 8.538462% when 

corrected to six decimal places. This amounts to approximately 8.54%.1460 As noted before, 

unless stated otherwise, the model will use the tax rate that has been corrected to six decimal 

places to calculate the impact of the shift. In the main text, however, the rate will be corrected 

to two decimal places for the sake of readability. On top of that, model outcomes will be 

rounded to whole Euros. 

As shown in Table 13, average household 6’s 2010 gross income amounts to EUR 50,000. In 

the 2010 baseline case, average income taxes paid by this household come to EUR 8,600, or 

                                                 

1459  See also 15.2.2. Under this status quo revenue from personal income tax equals EUR 81.843.000.000. The 

revenue from VAT comes to EUR 31.842.720.000. 

1460  See also 15.2.2.2. 
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17.20% of its gross income. Therefore, its 2010 disposable income equals EUR 41,400.1461 Its 

wealth totals EUR 133,000.1462 Net-of-VAT expenditures are fixed at EUR 30.285 and remain 

stable throughout the model: total amounts spent are only affected by the changing 

VAT rate.1463 In the baseline scenario, expenditures including the VAT of EUR 2,585.871464 

approximately amount to EUR 32,870.87.1465 Subtracting this amount from disposable income 

yields a surplus of EUR 8,529.13. Thus, this household is able to save EUR 8,529.13 in the 

2010 baseline scenario. At yearend 2010, household wealth increases by this amount and comes 

to EUR 141,529.13. The amount saved produces a EUR 174.25 return in 2011 (also see Table 

15).1466 In that year this results in a higher gross income (EUR 50,174.25) and in a savings 

increase (up to EUR 8,673.41). The return increases to EUR 177.20 in 2012 (Table 16). The 

gross income then amounts to EUR 50,351.45, amounting to savings of EUR 8,820.13. When 

presenting the model results later in this chapter, the amounts saved and the households’ wealth 

will be rounded to while Euros. 

The third column in Tables 14-16 covers the scenario in which the personal income tax is 

reduced by 5%. In this case, the model’s VAT rate is increased to approximately 10.38%.1467 

For average household 6, the amount of income tax paid in 2010 then comes to EUR 8.170 or 

16.34% of its gross household income, increasing household disposable income compared to 

the baseline by EUR 430 to EUR 41,830.1468 However, this increase in disposable income is 

outweighed by the EUR 558.31 increase of the expenditures including VAT, which now total 

EUR 33,429.18: net-of-VAT household expenditures are fixed at EUR 30,285 and the VAT 

paid comes to EUR 3,144.18. On balance this household is able to save EUR 8,400.82 at the 

                                                 

1461  For the derivation of these amounts, see Online Appendix 3. 

1462  See also Online Appendix 2. 

1463  See also Online Appendix 4. 

1464  0.08538462 * 30,285 = 2,585.87. 

1465  30,285 + 2,585.87 = 32,870.87.  

1466  0.02043 * 8,529.13 = 174.25. 

1467  See Chapter 15.2.2.2. 

1468  The 5 percent reduction of the personal income tax is modelled “across the board”. This means that the 

amount of personal income tax paid by households is likewise reduced by 5%. For average household 6 this 

means that the amount of personal income tax comes to 95% of EUR 8,600 (the baseline case), or 

EUR 8.170. The effective tax rate also drops 5% to 16.34% ((8,170 / 50,000) * 100%). Given a gross income 

of EUR 50,000, disposable income amounts to EUR 50,000 -/- EUR 8,170 = EUR 41,830. This is EUR 430 

more than the disposable income in the baseline case (EUR 41,400). 
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end of 2010 – which is EUR 128.31 or 1.50% less than when continuing the 2010 status 

quo.1469 As a consequence, household wealth amounts to EUR 141,400.82 at yearend 2010, 

which is less than in the baseline case (EUR 141,529.13).  

The amount saved produces a return of EUR 171.63 in 2011 (also see Table 15).1470 This 

results in gross income of EUR 50,171.63 in 2011 – lower than the baseline. The savings in that 

year are below the baseline, too, at EUR 8,544.41. The return amounts to EUR 174.56 in 2012, 

while the gross income arrives at EUR 50,346.19 (Table 16). The savings amount to 

EUR 8,690.44. Again this is lower than the baseline.  

The example illustrates how a shift in the tax mix limits average household 6‘s ability to 

accumulate during the years observed. Apparently, the increase in VAT paid by this household 

outweighs the reduction of personal income tax paid, thereby limiting savings vis-à-vis the 

baseline. Later on, Chapter15.3.3 will show that the same applies to the households 1 through 5. 

  

                                                 

1469  ((8,400.82 -/- 8,529.13) / 8,529.13) * 100% = -1.50%. 

1470  0.02043 * 8,400.82 = 171.63. 
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Table 14: Model results (2010; base year)1471 

2010 (1) Average household 6  

(status quo; VAT 

approx. 8.54%) (2) 

Average household 6 

(PIT – 5%; VAT 

approx. 10.38%) (3) 

Household wealth € 133,000 € 133,000 

Gross household income € 50,000 € 50,000 

   

Personal income tax paid (baseline) € 8,600  

Effective PIT 17.20%  

   

Income tax paid (model)  € 8,170 

Effective PIT (model)  16.34% 

   

Net or disposable household income  € 41,400 € 41,830 

   

Net-of-VAT household expenditures 

(fixed) 
€ 30,285 € 30,285 

VAT € 2,585.87 € 3,144.18 

Expenditures including VAT € 32,870.87 € 33,429.18 

   

Amount saved in 2010 € 8,529.13 € 8,400.82 

   

Wealth at the end of 2010 / on January 

1st 2011 
€ 141,529.13 € 141,400.82 

  

                                                 

1471  The amounts, numbers and percentages stated were calculated using the model. Manual addition and 

subtraction could yield slightly deviating results. Such deviations are due to rounding. When presenting the 

main model results later in this chapter, households’ savings and wealth will be rounded to whole Euros. 
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Table 15: Model results 20111472 

2011 (1) Average household 6  

(status quo; VAT 

approx. 8.54%) (2) 

Average household 6 

(PIT – 5%; VAT 

approx. 10.38%) (3) 

Household wealth 141,529.13 141,400.82 

Gross household income (2010) € 50,000 € 50,000 

Yield on amount saved € 174.25 € 171.63 

Gross household income (2011) € 50,174.25 € 50,171.63 

   

Effective PIT (model) 17.20% 16.34% 

PIT payable € 8,629.97 € 8,198.04 

   

Net or disposable household income 

(model) 
€ 41,544.28 € 41,973.58 

   

Net-of-VAT household expenditures 

(fixed) 
€ 30,285 € 30,285 

VAT € 2,585.87 € 3,144.18 

Expenditures including VAT € 32,870.87 € 33,429.18 

   

Amount saved in 2011 € 8,673.41 € 8,544.41 

   

Wealth at the end of 2011 / on January 

1st 2012 
€ 150,202.53 € 149,945.23 

  

                                                 

1472  The amounts, numbers and percentages stated were calculated using the model. Manual addition and 

subtraction could yield slightly deviating results. Such deviations are due to rounding. When presenting the 

main model results later in this chapter, households’ savings and wealth will be rounded to whole Euros. 
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Table 16: Model results 20121473 

2012 (1) Average household 6  

(status quo; VAT 

approx. 8.54%) (2) 

Average household 6 

(PIT – 5%; VAT 

approx. 10.38%) (3) 

Household wealth € 150,202.53 € 149,945.23 

Gross household income (2011) € 50,174.25 € 50,171.63 

Yield on amount saved € 177.20 € 174.56 

Gross household income (2012) € 50,351.45 € 50,346.19 

   

Effective PIT (model) 17.20% 16.34% 

PIT payable € 8,660.45 € 8,226.57 

   

Net or disposable household income 

(model) 
€ 41,691 € 42,119.62 

   

Net-of-VAT household expenditures 

(fixed) 
€ 30,285 € 30,285 

VAT € 2,585.87 € 3,144.18 

Expenditures including VAT € 32,870.87 € 33,429.18 

   

Amount saved in 2012 € 8,820.13 € 8,690.48 

   

Wealth at the end of 2012 and on 

January 1st 2013 
€ 159,022.66 € 158,635.67 

  

                                                 

1473  The amounts, numbers and percentages stated were calculated using the model. Manual addition and 

subtraction could yield slightly deviating results. Such deviations are due to rounding. When presenting the 

main model results later in this chapter, households’ savings and wealth will be rounded to whole Euros. 
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As the above tables illustrate, a 5% reduction in the personal income tax and a budgetary neutral 

increase in the VAT rate would likely limit this household’s ability to accumulate over the 

period covered. Apparently, the reduction of personal income tax paid by this household is not 

enough to compensate for the increased VAT, leaving this household comparatively worse off 

than in the baseline scenario.  

One should be cautious when drawing conclusions from these data: the example covers just 

three years and only one out of ten average households. Moreover, only one possible shift in 

the tax mix was analyzed. Based on the above it is therefore impossible to make categorical 

inferences about the overall impact of shifts in the tax mix on wealth accumulation and the 

distribution of household wealth. The next section will therefore broaden the scope of the 

analysis and present the main results, impacts, observations and highlights from the model for 

the ten average households over a period of up to eleven years – from 2010 up to and including 

2020 –, and for shifts of different sizes (1%, 5% and 10%). 
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 Description of the main model results: household savings 

 Outline 

The objective of the model developed in this chapter is twofold. First, it serves to provide a 

clear view of how a shift to indirect taxes affects the creation of wealth by individual Dutch 

households. Secondly, and following up on that, the consequences of the tax shift for the 

distribution of wealth are approximated.  

The key issue in this section is how the creation of wealth is affected. The section contains a 

presentation and description of the model’s main results. Online Appendix 5.2 includes an 

integrated overview of the results. A more thorough analysis of the model results, their drivers 

and the various assumptions made is included in Section 15.5.  

This section’s subquestion is as follows: 

How do the shifts to indirect taxes modelled affect actual amounts saved by the ten 

average households? 

In this respect it should be noted that disposable income can either only be saved or spent 

(Y = C + S). The savings thus depend on i) the amount of the disposable income and ii) how 

much is being spent (including VAT). How the tax shift affects savings manifests itself in (a 

change of) these two components. On top of this, the model is based on a largely static setting 

in which labor supply and consumption behavior are fixed.1474 On balance, this makes the 

consequences in the model of a tax shift on household savings dependent on the changing 

income tax and VAT. A reduction of the income tax will thus result in an increase of 

disposable income. That said, such a reduction is accompanied by an increase of the VAT and, 

thus, higher expenditures. This triggers two contrary effects. How this affects the savings 

depends on which of both effects has the upper hand. As a result, savings are dynamic in the 

model.1475 

                                                 

1474 The gross income solely change when households save and draw a return from this. Dissavings are assumed 

to lead to a negative return and lower gross income. 

1475  In that respect Chapter 10 has already shown that high income households can generally save a larger 

percentage of their income than those further down the income pyramid. Moreover, the burden of indirect 

taxes tends to be regressive, falling mostly on the lower incomes, whereas the personal income tax is 

generally progressive. As a corollary of both empirical phenomena one would expect a shift to indirect taxes 

to limit low-income household’s ability to accumulate and to boost that of high-income households. A shift 
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The results of the model show a clear dividing line between the deciles 1 through 6 – with 

decile 7 being a transitional decile – and the deciles 8 through 10. The main results relating to 

these three “groups” are discussed in the following. These results cover the baseline scenario 

and a 1%, 5% and a 10% reduction of the personal income tax. The accompanying VAT rates 

are 8.54%, 8.91%, 10.38% and 12.23%, respectively. 

 The baseline 

Determining the impact of the tax shift on the creation of wealth requires a benchmark. This 

benchmark is formed by the baseline scenario, also referred to as the baseline. The 2010 tax 

mix does not change in this scenario: the VAT rate amounts to 8.54% and the ten average 

households pay the income tax as stated before in Table 13 (Section 15.2.3). This status quo is 

maintained in the model through 2020.1476 This will clarify how the savings develop when the 

“current”, 2010 tax system and tax mix are maintained. 

The model in the baseline scenario distinguishes two disparate developments in the household 

savings. They are likewise shown in Table 17 below.  

On the one hand, the annual savings of average households 1 and 2 are negative as early as 

2010. It means these households are dissaving: they eat into their wealth and/or enter into debts. 

Dissavings result in interest expenses, which reduces the disposable incomes in the following 

years (Y ↓). As the expenditures including VAT in the model now remain constant by 

assumption (C~), these dissavings increase ever more over time (S ↓). As this continues, interest 

expenses grow and disposable income falls (Y ↓). As a consequence, these households’ 

disposable income in the basic scenario will increasingly lag behind expenditures. Hence, their 

annual deficits will increase over time.  

On the other hand, the savings of average households 3 through 10 are positive in all years 

examined. Because of the annual 2.043% return – and the otherwise constant level of 

expenditures (C~) –, apart from these households’ disposable incomes in the basic scenario the 

amounts saved increase, too, over time. As noted before in Chapter 15.2.1.4, there is no income 

                                                 

to indirect taxes would then particularly favor those households higher up the income distribution pyramid 

in that respect. A shift towards direct taxes (i.e. increasing the personal income tax at the expense of the 

VAT) should have the opposite effect. See also Chapter 4 and Chapter 15.1. 

1476  See also Chapter 15.2.3. 
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mobility in the model. This means that households remain in the same decile during the years 

under scrutiny. This ignores variations in income, savings and expenditures over people’s life 

cycles. 
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Table 17: The development of average households 1 – 10’s savings in the baseline (VAT 8.54%, amounts in EUR, rounded 
to whole Euros) 

 1 2 3 4 5 6 7 8 9 10 

2010 -13,860 -474 1,318 2,740 5,392 8,529 14,590 21,237 27,312 56,047 

2011 -14,106 -483 1,342 2,789 5,484 8,673 14,834 21,585 27,750 56,882 

2012 -14,357 -492 1,367 2,839 5,579 8,820 15,082 21,939 28,195 57,729 

2013 -14,612 -501 1,392 2,889 5,675 8,969 15,334 22,298 28,647 58,589 

2014 -14,872 -510 1,417 2,941 5,772 9,121 15,590 22,664 29,106 59,462 

2015 -15,136 -520 1,443 2,993 5,872 9,275 15,850 23,035 29,573 60,348 

2016 -15,405 -529 1,470 3,046 5,973 9,432 16,115 23,413 30,047 61,247 

2017 -15,679 -539 1,497 3,101 6,075 9,592 16,384 23,796 30,529 62,159 

2018 -15,958 -549 1,524 3,156 6,180 9,754 16,658 24,186 31,019 63,085 

2019 -16,241 -560 1,552 3,212 6,286 9,919 16,936 24,583 31,516 64,025 

2020 -16,530 -570 1,580 3,270 6,394 10,087 17,219 24,986 32,021 64,979 
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 Average households 1 through 6: observations and highlights 

15.3.3.1 General 

It follows from the model results reflected in Online Appendices 5.2.1 through 5.2.6 that the 

size and development of the savings of households 1 through 6 are negatively related to the size 

of the shift to indirect taxation. Hence, these households’ savings decrease in proportion to the 

baseline as the share of VAT in the tax mix is increased further (and the share of PIT decreases). 

As a result, a shift to indirect taxes limits these households’ opportunities to save. Over time, 

too, the differences with the baseline increase. This means that the opportunities to save are 

limited further as the years pass by.  

However, as we climb the income ladder differences with the baseline diminish in absolute 

terms: they are largest for household 1 and the smallest for household 6: the higher a 

household’s income, the smaller the negative impact of the tax shift on household savings.  

So, apparently, the increase in the VAT outweighs the reduction or income tax paid for 

households 1 through 6, thereby limiting these households’ abilities to accumulate vis-à-vis the 

baseline. A shift to indirect taxation will thus harm these households financially.  

The following shows more details of the model’s results for households 1 through 6. Data 

relating to households 1 and 2 are reported separately, as these households’ savings are already 

negative in the baseline because these households either dissave or borrow.1477 The savings 

from the households 3 through 6, on the other hand, are positive in all scenarios. 

15.3.3.2 Households 1 and 2 

Households 1 and 2 cannot save: their savings are negative for all scenarios calculated, 

including the baseline. These households either dissave, or they amass debt. A shift to indirect 

taxes further reduces these negative amounts, indicating that the amounts dissaved (or 

borrowed) increase by the size of the shift to indirect taxes. Over time, the amounts these two 

households dissave increase, too. As a result, a shift to indirect taxes further limits these 

households’ abilities to save. It is emphasized that this is a consequence of the model’s static 

                                                 

1477  See also Chapter 15.3.2. 
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nature and the assumed absence of income mobility. Moreover, in reality a tax system that puts 

people on the brink of financial ruin would obviously be politically and socially untenable.  

The above partly ensues from the assumptions that the expenditures are fixed and that dissaved 

(borrowed) amounts produce a given negative yield. That yield reduces the income without this 

being set off by a change in expenditures. Household 2 serves as an example of these 

developments.1478 Its situation is reflected in Table 18 and Figure 20 below. This household’s 

gross income total EUR 19,200 in 2010.1479 

 

 

                                                 

1478  See Online Appendix 5.2.1 for more details about household 1. 

1479  See Chapter 15.2.3.2. 
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Table 18: Amounts saved by average household 2, various shifts to indirect taxes (amounts in whole Euros) 

 

Baseline  

(VAT ≈ 

8.54%) 

PIT - 1%  

(VAT ≈ 

8.91%) 

change compared to 

baseline 

PIT - 5%  

(VAT ≈ 

10.38%) 

change compared to 

baseline 

PIT – 10%  

(VAT ≈ 

12.23%) 

change compared to 

baseline 

(1) (2) (3) (4) (5) (6) (7) (8) 

2010 -474 -518 -44 -694 -220 -915 -441 

2011 -483 -528 -45 -707 -224 -932 -449 

2012 -492 -538 -46 -720 -229 -949 -457 

2013 -501 -548 -47 -734 -233 -967 -466 

2014 -510 -558 -47 -748 -237 -985 -475 

2015 -520 -568 -48 -762 -242 -1,004 -484 

2016 -529 -579 -49 -776 -246 -1,023 -493 

2017 -539 -590 -50 -790 -251 -1,042 -503 

2018 -549 -601 -51 -805 -256 -1,062 -512 

2019 -560 -612 -52 -820 -261 -1,081 -522 

2020 -570 -623 -53 -836 -266 -1,102 -532 

 

 

 



15. The distribution effects of a shift to indirect taxes: an empirical model 

p. 521 

Column 2 of the table outlines the basic scenario. In that case the VAT is 8.54%. The income 

tax is 8.85%.1480 To cover its expenditures in the basic scenario, this household is short by 

EUR 474 in 2010. This amount is either dissaved or borrowed. If the circumstances do not 

change the annual deficit will rise to EUR 570 in 2020, up from EUR 520 in 2015.  

A shift to indirect taxes will further financially harm this household by limiting its ability to 

save (i.e. increase the amounts dissaved). Reducing the income tax payable by 1% (VAT rate 

8.91%) will, for example, increase the deficit in 2010, up to EUR 518. This exceeds the basic 

scenario by EUR 44 (see column 3). The deficit will subsequently rise to EUR 568 in 2015, and 

EUR 623 in 2020. Any further income tax reduction would accordingly further increase the 

deficit. At a 5% reduction (VAT 10.38%) it will increase to EUR 762 in 2015, up from 

EUR 694 in 2010, ending up at EUR 836 in 2020. At a 10% income tax reduction – which is 

linked to a 12.23% VAT – the annual deficits will arrive at EUR 915 (2010), EUR 1,004 (2015) 

and EUR 1,102 (2020), respectively. The latter exceeds the deficit in the basic scenario by 

around EUR 532 or 93%.1481 

The increase in deficits also follows from the downward curves in Figure 20 below. The 

disparate vertical distance between the various curves and the baseline illustrates how the 

deficits correlate with the size of the tax shift: as the shift increases in size, the vertical distance 

likewise grows. The additional circumstance that the curves diverge from the baseline indicates 

that the differences with the baseline increasingly grow over time. The slopes of the trend lines 

in Figure 21 indicate this too. 

 

 

                                                 

1480  See Chapter 15.2.3.2. 

1481  See column 8. Also: ((-1,102 -/- -570) / -570) * 100% = 93.33%. 
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Figure 20: Annual amounts saved by average household 2, various scenarios 
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Figure 21: Trend lines annual amounts saved by average household 2, various scenarios 
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15.3.3.3 Households 3 through 6 

Where households 1 and 2 are unable to save and see their deficits grow, the other average 

households in this group are actually able to save in all scenarios covered. Moreover, the 

amounts saved increase over time in all scenarios – which is a consequence of the assumptions 

of fixed expenditures and savings producing a given return. After all, this return increases the 

income without a corresponding increase of the expenditures. It also follows from the identity 

Y = C + S: if the income (Y ↑) increases and spending remains(C~) constant, the savings (S ↑) 

must increase. However, compared to the baseline, the amounts households 3, 4, 5, and 6 save 

decrease with the size of the shift. Moreover, they increasingly lag behind the baseline as the 

years pass by.  

So, these households’ possibilities to save are further restricted compared with the baseline 

scenario as the shift to indirect taxation increases in size and over time. Amounts saved increase 

less rapidly than in the basic scenario and the differences with the baseline grow bigger and 

bigger over the years. A shift to indirect taxation thus impedes the savings of the households 3, 

4, 5 and 6. See the tables and figures recorded in Online Appendices 5.2.3 through 5.2.6 for 

more details. 

Household 4 typically serves as an example. Its situation is reflected in both Table 19 and Figure 

22 below. The related gross income is EUR 32.200 in 2010.1482 

 

                                                 

1482  See Chapter 15.2.3.2. 
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Table 19: Annual amounts saved by average household 4, various shifts to indirect taxes (amounts in whole Euros) 

 

Baseline  

(VAT ≈ 

8.53%) 

PIT - 1%  

(VAT ≈ 

8.91%) 

change compared to 

baseline 

PIT - 5%  

(VAT ≈ 

10.38%) 

change compared to 

baseline 

PIT – 10%  

(VAT ≈ 

12.23%) 

change compared to 

baseline 

(1) (2) (3) (4) (5) (6) (7) (8) 

2010 2,740 2,695 -45 2,514 -226 2,289 -451 

2011 2,789 2,743 -46 2,559 -229 2,330 -459 

2012 2,839 2,792 -47 2,605 -233 2,372 -467 

2013 2,889 2,842 -47 2,652 -237 2,415 -474 

2014 2,941 2,893 -48 2,700 -241 2,459 -482 

2015 2,993 2,944 -49 2,748 -245 2,503 -490 

2016 3,046 2,997 -50 2,798 -249 2,548 -498 

2017 3,101 3,050 -51 2,848 -253 2,595 -506 

2018 3,156 3,105 -51 2,899 -257 2,641 -515 

2019 3,212 3,160 -52 2,951 -261 2,689 -523 

2020 3,270 3,217 -53 3,004 -266 2,738 -532 
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Column 2 of the table once again reflects the baseline scenario. The VAT is then 8.54%. The 

income tax payable 12.73%.1483 In this scenario the income exceeds the expenditures by 

EUR 2,740 in 2010. This is the amount saved in that year. If the circumstances do not change 

the annual savings rise to EUR 2,993 in 2015 and EUR 3,270 in 2020.  

A shift to indirect taxation reduces these savings. In case of a 5% reduction of the income tax 

(VAT 10.38%), this household saves EUR 2,514 in 2010, or EUR 226 less than in the basic 

scenario (column 6). The savings amount to EUR 2,748 in 2015. The annual difference with 

the baseline then increases to EUR 245 (column 6) and rises to about EUR 266 in 2020, when 

EUR 3,004 is saved.  

A 10% reduction of the income tax – the VAT will then be 12.23% – will result in savings of 

EUR 2,289 and they will deviate from the baseline by EUR 451 in 2010 (columns 7 and 8). 

This deviation has increased to EUR 490 in 2015, while EUR 2,503 is saved. The savings 

amount to EUR 2,738 as at year-end 2020, EUR 532 below the baseline.  

The above shows that the tax shift and savings thus show contrary movements in terms of size: 

the greater the shift, the more the savings decrease. The differences with the baseline grow 

larger over time as well.  

As a result, three developments follow from the foregoing. They can also be seen in Figure 22 

below. First, the rising course of the curves illustrates how the savings increase in all scenarios 

over time. Second, the vertical distance between the various curves and the baseline emphasizes 

the downward effect of the tax shift on the savings: as the income tax is further reduced (and 

the VAT correspondingly increased), the amounts saved continue to decrease in proportion to 

the baseline. The trend lines in Figure 23 indicate this as well. Third, and finally, the vertical 

distance between the curves and the baseline increases over time – the curves diverge – 

indicating that the differences in proportion to the baseline likewise continue to increase over 

the years. The latter also follows from the slopes of the various trend lines in Figure 23.

                                                 

1483  See Chapter 15.2.3.2. 
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Figure 22: Annual amounts saved by average household 4, various scenarios 
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Figure 23: Trend lines annual amounts saved by average household 4, various scenarios 
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15.3.3.4 Intermediate conclusion average households 1 through 6 

A shift to indirect taxation negatively affects the savings of households 1 through 6. The income 

tax reduction (Y ↑) is insufficient for these households to compensate for the increase of the 

VAT (C ↑) – as the model shows. Consequently, the savings (S ↓) decrease. As the share of 

VAT is increased further, these households’ savings decrease even more. Hence, they decrease 

in proportion to the size of the tax shift. The deviation in proportion to the baseline grows ever 

larger over time, too.  

In terms of absolute amounts, the consequences of the shift prove to be the most extensive for 

the lowest incomes, where the differences with the baseline are largest. As the rise on the 

income ladder continues, these differences decrease in size. It follows from the model that for 

households 1 through 6 the consequences of the tax shift for the creation of wealth diminishes 

in proportion to a higher household income. 

 Average household 7  

15.3.4.1 General 

The results for household 7 are reflected in Table 20 and Figure 24 below. See 

Online Appendix 5.2.7 for more details. This household’s gross income amounts to 

EUR 60,900 in 2010.1484 The income tax in the baseline is 18.23%. The savings are positive 

in all years and in all scenarios. Moreover, over time the savings increase in all scenarios. The 

results show a mixed picture though: two disparate developments can be observed. They turn 

this household into a transitional household, as it were. 

On the one hand, in any given year the savings decrease (S ↓) in proportion to the baseline in 

the event of a shift to indirect taxation. This means that the VAT payable (C ↑) exceeds the 

benefit of the decreased income tax (Y ↑). This effect – however small – rises in proportion to 

the size of the shift in the tax mix (see the amounts in Table 20): if the income tax is reduced 

by 1% (VAT 8.91%) the difference is EUR 9 in 2010. A 5% income tax reduction (the VAT 

increases to 10.38%) means the difference increases to EUR 43 in that year. A 10% reduction 

(the VAT will be 12.23%) doubles the difference to EUR 86.  

                                                 

1484  See Chapter 15.2.3.2. 
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On the other hand, over time the differences in proportion to the baseline grow ever smaller. 

They could already be called small in 2010, with EUR 86 at the most, with a cap of EUR 39 

they are certainly negligible in 2020 (1% income tax reduction; VAT 8.91%). In this respect 

this household hardly notices the tax shift. 
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Table 20: Amounts saved by average household 7, various shifts to indirect taxes (amounts in whole Euros) 

 
Baseline  

(VAT ≈ 8.54%) 

PIT - 1%  

(VAT ≈ 8.91%) 

change compared to 

baseline 

PIT - 5%  

(VAT ≈ 

10.38%) 

change compared to 

baseline 

PIT – 10%  

(VAT ≈ 

12.23%) 

change compared to 

baseline 

(1) (2) (3) (4) (5) (6) (7) (8) 

2010 14,590 14,582 -9 14,547 -43 14,504 -86 

2011 14,834 14,826 -8 14,793 -41 14,752 -82 

2012 15,082 15,074 -8 15,043 -39 15,004 -78 

2013 15,334 15,326 -7 15,297 -37 15,260 -74 

2014 15,590 15,583 -7 15,555 -35 15,521 -69 

2015 15,850 15,844 -6 15,818 -32 15,786 -65 

2016 16,115 16,109 -6 16,085 -30 16,055 -60 

2017 16,384 16,379 -5 16,357 -27 16,329 -55 

2018 16,658 16,653 -5 16,633 -25 16,608 -50 

2019 16,936 16,932 -4 16,914 -22 16,892 -44 

2020 17,219 17,215 -4 17,200 -19 17,180 -39 
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The above shows how household 7’s savings decrease in proportion to the size of the tax shift. 

At the same time, differences compared to the baseline grow increasingly smaller over time. As 

a result, the tax shift hardly changes the financial situation of this household during the years 

observed. So its influence is quite limited. This likewise appears from Figure 24 below.  

A possible explanation for this limited impact is embedded in the identity Y = C + S and the 

assumption that, once the VAT has been adjusted, spending is fixed even further (C~). 

Households’ savings in any given year by assumption produce a 2.043% return the next year, 

which is an addition to the gross income. The income tax rate against which it is taxed is lower 

than in the basic scenario. Consequently, the disposable income increase is a larger amount than 

if the same return had been realized in the basic scenario, since the income tax rate is higher in 

the basic scenario. If the disposable income increases (therefore Y ↑) while C remains constant 

(C~), the savings must increase (S ↑) by the amount with which the disposable income has 

increased. The difference in savings with the baseline can thus grow ever smaller, after which 

it should eventually transform into an ever growing surplus. 
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Figure 24: Annual amounts saved by average household 7, various scenarios 
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15.3.4.2 Intermediate conclusion average household 7 

A shift to indirect taxes affects household 7’s savings in two ways. On the one hand, a shift 

decreases this households’ savings in proportion to the size of the shift. On the other hand, 

differences compared to the baseline grow increasingly smaller over time. As a result, the shift 

hardly affects this household’s savings.  

A possible explanation for this effect is embedded in the identity Y = C + S: after the VAT 

increase expenditures are otherwise fixed and savings yield a fixed 2.043% return that is added 

to income. As this yield is taxed at a lower rate than under the baseline scenario, income grows 

by a higher net amount whereas expenditures are kept fixed, allowing the differences to the 

baseline to shrink. Still, these differences are very limited. So, a shift in the tax mix hardly 

affects the savings of this household in absolute amounts.  

 Average households 8 through 10 

15.3.5.1 General 

The full results relating to the households 8 through 10 are included in Online Appendices 5.2.8 

through 5.2.10. The picture emerging here is that savings positively relate to the size of a shift 

to indirect taxation. With the share of VAT in the tax mix increasing, in all scenarios the savings 

increase in proportion to the baseline is stronger (S ↑). These differences are on the up over 

time as well.  

As regards these households the decrease of the income tax payable (Y ↑) exceeds the increase 

of the VAT payable (C ↑) under the model. What is more, taxed at an income tax rate lower 

than in the basic scenario the savings generate an ever larger fixed return. This results in a 

further increase of the disposable income in proportion to the baseline (Y ↑). As the spending 

is now fixed as well (C~), a positive return means a further savings increase (S ↑) and an 

increase of the positive differences compared with the baseline. The tax shift thus positively 

affects the household savings. In a dynamic model, where spending can vary, this effect could 

be stronger still.  

Noticeable as well are the deviations in proportion to the baseline. They expand in absolute 

terms for households higher up in the income scale system. So, these deviations are bigger for 

household 10 than for household 9. And they are bigger for household 9 than for household 8.  



15. The distribution effects of a shift to indirect taxes: an empirical model 

p. 535 

Given that the effects on savings are largest for household 10, this household serves as an 

example. It is reflected in Table 21 and Figure 25 below. The gross income in the baseline 

scenario is EUR 155,100 in 2010, the income tax in this case is 27.08%.1485 

Column 2 of the table provides the basic scenario (VAT 8.54%). In 2010, this household has 

saved EUR 56,047 in the basic scenario. This amount increases to EUR 60,348 in 2015. In 

2020, it has increased to EUR 64,979.  

A 1% reduction of the income tax payable (column 3) requires an 8.91% VAT. The 2010 

savings amount would then be EUR 56,273 – EUR 226 more than in the basic scenario 

(column 4). They arrive at EUR 60,608 in 2015, making the difference with the baseline 

EUR 260 (column 4). Savings are EUR 65,277 in 2020, some EUR 300 more than in the basic 

scenario. 

A 5% (VAT 10.38%) or 10% (VAT 12.23%) income tax reduction would increase the 

differences with the baseline. The differences increase over time as well. In the first case to 

EUR 1,492 in 2020 (column 6), when 66,471 is saved. In the last case the differences even 

increase to EUR 2,992 in that same year. This means EUR 67,971 is saved. A shift to indirect 

taxation thus clearly benefits household 10. The slopes of the tangents in Figure 26 indicate this 

too. 

                                                 

1485  See Chapter 15.2.3.2. 
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Table 21: Amounts saved by average household 10, various shifts to indirect taxes (amounts in whole Euros) 

 

Baseline  

(VAT ≈ 

8.54%) 

PIT - 1%  

(VAT ≈ 

8.91%) 

change compared to 

baseline 

PIT - 5%  

(VAT ≈ 

10.38%) 

change compared to 

baseline 

PIT – 10%  

(VAT ≈ 

12.23%) 

change compared to 

baseline 

(1) (2) (3) (4) (5) (6) (7) (8) 

2010 56,047 56,273 226 57,178 1,131 58,309 2,262 

2011 56,882 57,114 233 58,045 1,164 59,210 2,328 

2012 57,729 57,968 239 58,926 1,197 60,124 2,395 

2013 58,589 58,835 246 59,820 1,231 61,053 2,464 

2014 59,462 59,715 253 60,728 1,266 61,997 2,535 

2015 60,348 60,608 260 61,650 1,302 62,955 2,607 

2016 61,247 61,514 267 62,585 1,338 63,927 2,680 

2017 62,159 62,434 275 63,535 1,375 64,915 2,756 

2018 63,085 63,368 282 64,499 1,413 65,918 2,833 

2019 64,025 64,315 290 65,478 1,452 66,937 2,911 

2020 64,979 65,277 298 66,471 1,492 67,971 2,992 
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Figure 25: Amounts saved by average household 10, various scenarios 
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Figure 26: Trend lines amounts saved by average household 10, various scenarios 

€55,000 

€57,000 

€59,000 

€61,000 

€63,000 

€65,000 

€67,000 

€69,000 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Lineair (Baseline; y = 892.99x + 55056) Lineair (IB - 1%; 900.15x + 55274)

Lineair (IB - 5%; y = 929.09x + 56145) Lineair (IB - 10%; 965.94x + 57233)



15. The distribution effects of a shift to indirect taxes: an empirical model 

p. 539 

Again, the foregoing encompasses three developments. These developments are likewise 

shown in the above Figure 25 and the trend lines in Figure 26. First, the rising curves illustrate 

that the savings increase over time, while, second, the increasing vertical distance between the 

various curves and the baseline shows how the savings positively coincide in proportion to the 

size of the tax shift. Finally, the divergence of the curves, away from the baseline, would 

indicate an accelerated wealth growth over time under the influence of the tax shift. This is due 

to the differences with the baseline continuously growing bigger. 

15.3.5.2 Intermediate conclusion average households 8-10 

The size and development of the savings of households 8 to 10 are positively linked to the size 

and direction of the shift to indirect taxation. Compared with the basic scenario these 

households’ savings increase as the share of VAT rises. The savings increase over time as well: 

the annual differences with the baseline are increasingly bigger. A shift to indirect taxation thus 

positively affects these households’ savings. Another issue applying to these households 

regards the positive deviations in proportion to the baseline. They grow with each higher decile. 

So, the shift has a bigger positive impact on savings as income increases. The influence of the 

tax shift is largest at the top of the income scale system, at household 10.  

 Conclusion and answer to subquestion 1 

This section has discussed the consequences of a shift to indirect taxation on the possibilities 

households have to create of wealth. The sub research question was: 

How do the shifts to indirect taxes modelled affect actual amounts saved by the ten 

average Dutch households? 

It is not possible to answer the question univocally. The model’s results show three distinct 

groups. The impact of the tax shift is different for each of those. 

The first group includes households 1 through 6. A shift to indirect taxes was found to 

negatively affect the savings and wealth of these households – all compared to the baseline. For 

these households, savings decrease both in proportion to the size of the tax shift and over time. 

As a result, the exact size of the impact of the tax shift increases with both its magnitude and 

over time. 
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In terms of absolute amounts the impact is largest among the lowest incomes, where the 

differences with the baseline are biggest. These differences diminish as they move up the 

income ladder continues. Households in this group see the influence of the tax shift on the 

creation of wealth weaken as their income increases (read: a higher decile is reached).  

The results for household 7, the second group, show two diverging trends. On the one hand, a 

shift decreases household savings in proportion to the size of the shift. On the other hand, 

differences compared to the baseline grow increasingly smaller over time. As a result, the shift 

hardly affects this household’s savings.  

Finally, things appear different further up the income pyramid, households 8 – 10; the third 

group, where the opposite is the case. These households benefit from a shift to indirect taxes, 

which was found to increase their savings compared to the baseline. Again, the exact size of 

the impact is different for every average household, but it tends to increase both with the 

magnitude of the shift and over time. The impact further increases when moving up the income 

pyramid, when income grows: it is most significant in absolute terms at the top, for 

household 10. 

Overall, and for the period investigated, a shift to indirect taxes thus puts average households 1 

through 7 at a disadvantage compared to the baseline. These households would bear the brunt 

of a shift in this direction, which limits their ability to accumulate. The negative impact on 

savings is most significant for average households 1 and 2, whose wealth would basically 

evaporate in all scenarios calculated. Moving up the income pyramid, the impact on the ability 

to accumulate decreases. For household 7, it appears to be virtually negligible.  

Households 8 through 10 benefit clearly from a shift towards indirect taxes. Their ability to 

accumulate was found to increase compared to the baseline. The size of this impact appears 

increasingly significant for household 8, 9, and 10.  

Based on the above, the sub research question at hand is answered as follows: 

In the model, a shift to indirect taxes tends to limit household savings for average households 

1 through 7. For households 8 through 10, such a shift leads to higher savings. On average 

the magnitude of the impact increases by the size of the shift and tends to grow over time. 

For household 7 the impact diminishes over time. 

Model results are driven by the model’s assumptions. The impact of those assumptions is 

analyzed in Chapter 15.5. 
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In addition to how the creation of wealth is affected by individual households, the model also 

studies the overall distributional consequences of a shift in the tax mix. This is discussed in the 

next section.  
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 Description of the main model results: the distribution of wealth 

 Outline 

The previous section explored the impact of a shift in the tax mix on household savings. Those 

results regard individual, average households. The present section combines those findings into 

a bigger, aggregate picture and assesses the impact of the scenarios calculated on the overall 

distribution of wealth. It deals with the second sub research question, which was outlined in 

Chapter 15.1. This question was formulated as follows: 

What is the impact of the shifts to indirect taxes modelled on the overall distribution of 

wealth? 

Answering this question first requires getting a picture of how the combined wealth of the ten 

typical households has developed over the years 2010-2020. This picture is outlined in 

Online Appendix 5.3; please refer to this for brevity's sake. The figures included there dovetail 

with the results from the previous section. This means that households with the ability to save 

more in the event of a shift to indirect taxation – the households 8 through 10 – are shown to 

accumulate more wealth than in the basic scenario as a result of this. At the same time, 

households witnessing a drop in their savings, the households 1 through 7, accumulate less 

wealth. Although the wealth of household 7 still lags behind the baseline in the related years, 

the difference gradually diminishes.  

Using the wealth figures stated in Online Appendix 5.3, the next subsection outlines the 

distribution of wealth per year-end 2020. The distributions discussed are those of the baseline 

as well as a reduction of the income tax by 1, 5 and 10 per cent.1486 In the data from Statistics 

Netherlands, the reference date for combined wealth is 1 January of the related calendar year. 

The reference date for incomes, expenditures and savings is, however, 31 December of that 

year.1487 After all, the movement in wealth can only be determined until after the indivisible 

moment, when 31 December passes on to 1 January of the next year. This is why the combined 

wealth as at 1 January 2021 represents the combined wealth as at year-end 2020: these must 

                                                 

1486  Hence, the VAT rate is 8.54, 8.91, 10.38 and 12.23 per cent, respectively. See Chapter 15.2.2.2. 

1487  The savings are determined on an annual basis. They can only be determined until after the calendar year 

has passed, when all incomes and expenditures over the related year are known and can be balanced. This 

takes place at the indivisible moment of the turn of the year. See also Online Appendix 2. 
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necessarily be equal. The tables in Online Appendix 5.3 dovetail with this system: e.g., the 

“wealth primo 2021” likewise represents the wealth per year-end 2020. 

The outcomes of the different scenarios in 2021 are compared to those of the baseline scenario 

in the same year, so the impact of a tax shift on the distribution of wealth can be assessed. The 

baseline scenario is discussed in Chapter 15.4.2. The “current”, 2010 tax mix and the other 

circumstances in this scenario do not change.1488 As a result, this scenario extrapolates the 

status quo as it applied in 2010. Next, Chapter 15.4.3 shows the results in the event of a shift to 

indirect taxation, while Chapter 15.4.4 includes a conclusion and an answer to this section’s 

research question. The drivers and assumptions behind the model’s outcomes are critically 

discussed in Chapter 15.5. 

 The baseline scenario 

15.4.2.1 Overview: increasing wealth inequality in the baseline 

The baseline scenario maintains the “current” (2010) tax mix and income taxes paid by the ten 

average households.1489 The model results show that the distribution of wealth then becomes 

more skewed. This indicates that the current tax system fails to put a stop to the increasing 

economic inequality. The related results are recorded in Table 22. The model shows that the 

total, overall wealth held by the ten households in the baseline increases by 88% between 2010 

and 2021 – to EUR 3,123,832 – up from EUR 1,662,000 in 2010.1490  

Not all households benefit from this in equal measure though. Compared with 2010, the share 

in the wealth of households 1 through 6 has decreased in 2021 – overall from 32.25%1491 to 

18.55%.1492 The increase (or even shrinkage) of their individual wealth is below (or even far 

below) the overall, 88% growth figure (see column 7). At the same time, households 7 through 

10 gain ground: their total wealth share in 2021 has increased compared with 2010, and the 

increases exceed 88%. The growth of households’ wealth by below and in excess of 88% 

                                                 

1488  Hence, the VAT rate is 8.54%. See Chapter 15.2.2.2. 

1489  See Chapter 15.2 for more details about this. In addition, see Chapter 9, about the tax mix. 

1490  ((3,123,832 -/- 1,662,000) / 1,662,000) * 100% = 87.96%. 

1491  4.27% + 3.01% + 4.15% + 5.78% + 7.04% + 8.00%. 

1492  -3.07% + 1.42% + 2.72% + 4.13% + 5.82% + 7.53%. 
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(column 7) results in a skewed balance. This unbalance appears to be a creeping phenomenon 

that the current tax system fails to put to a halt.
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Table 22: the distribution of wealth in de baseline scenario (2010-2021; rounded to whole Euros) 

 2010 baseline 2021 baseline Change of wealth 

(1) (2) (3) (4) (5) (6) (7) 

Household # Wealth (EUR) % of wealth Wealth (EUR) % of wealth Change in EUR % change 

1 71,000 4.27% -95,755 -3.07% -166,755 -234.87% 

2 50,000 3.01% 44,273 1.42% -5,727 -11.45% 

3 69,000 4.15% 84,902 2.72% 15,902 23.05% 

4 96,000 5.78% 128,976 4.13% 32,976 34.35% 

5 117,000 7.04% 181,681 5.82% 64,681 55.28% 

6 133,000 8.00% 235,172 7.53% 102,172 76.82% 

7 151,000 9.09% 325,592 10.42% 174,592 115.62% 

8 177,000 10.65% 430,722 13.79% 253,722 143.35% 

9 240,000 14.44% 565,716 18.11% 325,716 135.72% 

10 558,000 33.57% 1,222,552 39.14% 664,552 119.10% 

Total 1,662,000 100.00% 3,123,832 100.00% 1,461,832 87.96% 

 

These results are based on the 2.043 percent interest rate discussed above. In Chapter 15.5 the impact of this interest rate on the model’s results 

will be analyzed. 
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15.4.2.2 Average households 1 through 6 

When maintaining the current tax mix, as the model shows, households 1 through 6 thus have 

proportionally less wealth as at year-end 2020 (early 2021) than they did a decade earlier. Their 

total wealth share decreases. While, e.g., household 2 held 3.01% of all wealth in 2010, or 

EUR 50,000, partly as a result of dissavings this decreases to EUR 44,273 – 1.42% of total 

wealth – by the end of 2020. Household 1’s share of wealth also declines. As noted earlier, this 

household amasses large debts in the model – just like household 2. This is mostly due to the 

assumption that there is no income mobility. Obviously, this is a stretch from reality and would 

likely be politically and socially untenable in practice (see also Chapter 15.3.2.2.) 

The combined wealth of households 3 through 6 will have increased in absolute terms as at 

year-end 2020. Their wealth share has decreased though: the growth percentages are below the 

overall percentage of 88. This is due to the growth of this combined wealth being overshadowed 

by households 7 through 10. So, even under the current tax system these households lose ground 

– even though their wealth grows in absolute amounts.  

15.4.2.3 Average households 7 through 10 

Unlike households 1 through 6, in the basic scenario households 7 through 10 own more wealth 

by the end of 2020 than in 2010 – both in relative and in absolute terms. Household 7 sees a 

doubling of its wealth to roughly EUR 326,000, up from EUR 151,000. Its total wealth share 

grows by 1.33 percent points to 10.42% in that period, up from 9.09%.1493 Proportionally the 

shares of households 8 and 9 grow even stronger: 3.141494 and 3.67 percentage points, 

respectively.1495 The wealth growth is largest for household 10. Its wealth climbs to 

EUR 1,222,553 up from EUR 558,000. Its wealth share grows by almost 5.6 percent point to 

39.14% by the end of 2020, up from 33.57% in 2010.1496 

                                                 

1493  10.42 -/- 9.09 = 1.33. 

1494  13.79 -/- 10.65 = 3.14. 

1495  18.11 -/- 14.44 = 3.67. 

1496  39.14 -/- 33.57 = 5.57. 
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15.4.2.4 Intermediate conclusion baseline 

So, in contrast to a decreasing wealth share from households 1 through 6, if the 2010 status quo 

is maintained the share of households 7 through 10 grows in the basic scenario. This growth is 

largest in the upper part of the income scale system – a result of these households having the 

ability to save more than the others, both in absolute and in relative terms. 

The model thus shows that the “current”, 2010 tax mix (the 2010 status quo) and its continuation 

contribute to the unbalance in the distribution of wealth. At least, they fail to put a halt to the 

growing wealth inequality. This unbalance is also shown in Figure 27 below. This skewed (or 

more skewed) distribution is the backdrop against which the results of a shift to indirect taxation 

are considered in the following sections. 
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Figure 27 
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 Shifting from direct to indirect taxes 

15.4.3.1 Overview 

Chapter 15.3 clearly showed households 8 through 10 to have the ability to save more in the 

event of a shift to indirect taxation. This is different for households 1 through 7: they can save 

less. The impact on household 7 was virtually negligible, though.  

Hence, two opposite effects occur compared with the savings in the basic scenario: the upper 

deciles can save more, the bottom and middle deciles save less. These effects have a diverging 

influence on distribution of wealth. On top of that, the previous section has already 

demonstrated that the distribution of wealth grows more skewed in the baseline scenario. A 

shift to indirect taxation would thus reinforce this unbalance. 

Table 23 below gives an impression of the impact of shifts to indirect taxes. It shows the 

distribution of wealth as at the beginning of 2021 (or year-end 2020) for a 1%, 5% and a 10% 

shift to indirect taxation, respectively. Column 2 represents the wealth per household in the 

basic scenario. The related shares in the wealth are reflected in column 3. Columns 4 and 5 

contain the results of an income tax reduction by 1% (VAT 8.91%), the columns 6 and 7 those 

in the event of a 5% reduction (VAT 10.38%). The two columns to the far right reflect the 

combined wealth (shares) in the event of a 10% tax shift (VAT 12.23%). Online Appendix 5.3 

includes more details on an integrated overview of the development of the combined wealth of 

each household in the period of 2010-2021. Online Appendix 5.4 includes a full, graphical 

representation of the individual households’ wealth share as at year-end 2020. 

 



The Tax Tectonics 

p. 550 

 

Table 23: The distribution of wealth ultimo 2020 (primo 2021), shifts to indirect taxes (amounts rounded to whole Euros) 

Household # 2021 baseline  

(VAT rate 8.53%) 

PIT – 1%  

(VAT rate 8.91%) 

PIT – 5%  

(VAT rate 10.38%) 

PIT – 10%  

(VAT rate 12.23%) 

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 ) 

 Wealth % of wealth Wealth % of wealth Wealth % of wealth Wealth % of wealth 

1 -95,755 -3.07% -96,543 -3.09% -€ 99,698 -3.19% -103,647 -3.31% 

2 44,273 1.42% 43,740 1.40% € 41,607 1.33% 38,939 1.24% 

3 84,902 2.72% 84,341 2.70% € 82,095 2.63% 79,286 2.53% 

4 128,976 4.13% 128,437 4.11% € 126,279 4.04% 123,579 3.95% 

5 181,681 5.82% 181,289 5.80% € 179,721 5.75% 177,759 5.68% 

6 235,172 7.53% 234,883 7.52% € 233,725 7.48% 232,276 7.42% 

7 325,592 10.42% 325,522 10.42% € 325,242 10.40% 324,891 10.38% 

8 430,722 13.79% 430,974 13.79% € 431,981 13.82% 433,241 13.84% 

9 565,716 18.11% 566,323 18.13% € 568,753 18.19% 571,797 18.27% 

10 1,222,552 39.14% 1,225,422 39.22% € 1,236,914 39.56% 1,251,316 39.99% 

Total 3,123,832 100.00% 3,124,387 100.00% € 3,126,620 100.00% 3,129,436 100.00% 
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15.4.3.2 Average households 1 through 7 

Let us concentrate on households 1 through 7 in Table 23 above. With each VAT increase the 

wealth of these households appears to drop by some thousands of euro in proportion to the 

baseline. The larger the VAT increase, the larger the drop. This is in line with the earlier 

observation in Chapter 15.3, which states that a shift to indirect taxation limits their 

opportunities to save, both in time and in proportion to the size of the tax shift. At almost 

EUR 7,900 (income tax reduction 10%) the drop in wealth is largest for household 1.1497 

Households 2 through 4 then fluctuate between some EUR 5,300 EUR 5,400,1498 for household 

5 this is some EUR 3,900,1499 while for household 6 this is some EUR 2,900.1500  

Set off against the combined wealth itself, the drop in wealth is proportionally largest for 

household 2: a 10% income tax reduction means a drop in wealth of some 12% in proportion 

to the baseline.1501 At 0.22% the decrease of wealth would then be smallest for household 7, 

in terms of percentages.1502 Please refer to the tables in Online Appendix 5.3 for a total 

overview of the drop in wealth per scenario and per year. 

It should be noted that household 7 is an atypical situation: as shown before, this household 

forms a turnaround point.1503 Table 23 shows its wealth, in proportion to the baseline, to drop 

slightly (initially) if the tendency leans more towards indirect taxation. Still, as follows from 

Online Appendix 5.3.7, the differences with the baseline are increasingly smaller. This is in line 

with the earlier observation that the difference in savings compared to the baseline grow 

increasingly smaller over time.1504  

The share of households 1 through 7 in the total wealth drops, too, in the event of a shift to 

indirect taxation, although this is limited. The drop gets larger with the size of the shift. This 

shows the tax shift to reinforce the unbalance in the distribution of wealth. See Table 23 above. 

                                                 

1497  See also Online Appendix 5.3.1. 

1498  See also Online Appendices 5.3.2 through 5.3.4. 

1499  See also Online Appendix 5.3.5. 

1500  See also Online Appendix 5.3.6. 

1501  ((38,939 -/- 44,273) / 44,273) * 100% = -12.05%. 

1502  ((324,891 -/- 325,592) / 325,592) * 100% = -0,22% 

1503  See also Chapters 15.3.4, 15.3.6 and Online Appendix 5.3.7. 

1504  Ibid. 
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As this table shows, the drop in the total wealth share is strongest at the lower part of the income 

scale system, i.e., household 1. While for households 2 through 7 this difference is smaller, the 

wealth share is still below that in the baseline.  

Figure 28, too, shows the decreasing share of households 1 through 7 in the total wealth and, 

hence, the reinforced unbalance in the distribution. This figure reflects the distribution of wealth 

by the end of 2020, both the baseline and the three scenarios. As the shift increases in size, the 

shares of these households in the wealth drop further. Note, though, that the deviations in 

proportion to the baseline are limited. Online Appendix 5.4 includes a graphical representation 

per household. 
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Figure 28 
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15.4.3.3 Average households 8 through 10 

The model results reflect a different picture for households 8 through 10. These results are also 

included in Table 23 above.  

Households 8 through 10 were able to proportionally save more in the event of a shift to indirect 

taxation.1505 In line with this, as Table 23 shows, both their individual wealth and their shares 

in the total wealth increase.1506 At almost EUR 29,000 the wealth growth in proportion to the 

baseline is largest for household 10 – at a 10% income tax reduction.1507 This, then, is about 

EUR 2,500 for household 8, while it is over EUR 6,000 for household 9.1508 Again, see Online 

Appendix 5.3 for a more detailed overview per year.  

In the event of a shift to indirect taxation these households’ share in the total wealth growth 

rises as well, to some extent. This increase is largest at the upper part of the income scale system, 

which is household 10. Where in the basic scenario in Table 23 it holds 39.14% of all wealth 

as at year-end 2020, it first rises to 39.22% (income tax reduction 1%), subsequently to 39.56% 

(income tax reduction 5%), up to 39.99% at a 10% income tax reduction. As regards household 

8 these percentages are 13.79%, 13.79%, 13.82%, and 13.84%, respectively. Household 9 sees 

its share in the total wealth increase from 18.11% (baseline) to 18.13%, 18.19 or 18.27 – with 

an income tax reduction of 1%, 5%, or 10%, respectively.  

As regards these households a shift to indirect taxation will increase their combined wealth 

(shares) in proportion to the baseline. The size of the increase grows with the size of the tax 

shift. Moreover, it increases when income grows. Again, this shows the tax shift to reinforce 

the unbalance in the distribution: while the wealth share of the households 1 through 7 drops, 

households 8, 9 and 10 are the households where they increase. 

Figure 29 below, too, shows the increasing share in total wealth. See the figures in 

Online Appendix 5.4 for more details. 

 

                                                 

1505  See Chapter 15.3.4. 

1506  See for a detailed overview per year and per scenario under scrutiny Online Appendices 5.3.8 through 5.3.10. 

1507  See Online Appendix 5.3.10. 

1508  See Online Appendices 5.3.8 and 5.3.9. 
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Figure 29 
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 Conclusion and answer to subquestion 2 

This section discussed how a tax shift to indirect taxation affects the distribution of wealth. This 

is based on a distribution of wealth as at year-end 2020 (as at the beginning of 2021), as recorded 

in Table 23. Online Appendices 5.3 and 5.4 include more detailed overviews. 

The subquestion was: 

What is the impact of the shifts in the tax mix modelled on the overall distribution of 

wealth in the Netherlands? 

It should first and foremost be stated that households 1 through 6 in the baseline, under the 

current tax mix, will already see their wealth share drop. Unlike households 7 to 10, whose 

shares increase. Already in the baseline, if that tax mix is maintained, this indicates an 

unbalance in the distribution of wealth. The conclusion can thus be that in its current form the 

tax system contributes to increasing wealth inequalities. At least, it fails to put a stop to it. 

A shift to indirect taxation proves to reinforce the unbalance in the distribution of wealth, in 

two separate ways. Overall, however, the impact on the distribution of wealth is limited: the 

shares of wealth owned by households change only a few percentage points. 

First, the combined wealth and wealth shares from households 1 to 7 decrease in proportion to 

the baseline. This decrease grows larger as the shift increases in size. On top of that it is 

strongest at the lower part of the income distribution and decreases in households 2 through 7. 

This means that the impact tends to lessen when income increases. All this is in line with the 

observation in Chapter 15.3, that as a result of a tax shift these households can (initially) save 

less than in the baseline. All in all, the effect of a shift to indirect taxes on the wealth share of 

these households seems to be limited, though – at most a quarter percent point at household 1 

in case of a 10% income tax reduction.  

Second, the tax shift to indirect taxes positively affects the combined wealth (shares) from 

households 8 through 10: they increase in size, both absolutely and relatively, as the tax shift 

increases in size. What is more, this effect increases in size when income grows: it is largest at 

the upper part of the income scale system, at household 10. The wealth share there deviates 

from the baseline by eighty-five one hundredth percent points. This is smaller at households 8 

and 9. The increasing combined wealth (shares) are in line with the finding that these 
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households are able to save more in the event of a tax shift to indirect taxation (see 

Chapter 15.3).  

The observation that a shift to indirect taxes can further skew the distribution of wealth left is 

in line with the empirical literature about real-world tax shifts discussed in Chapter 15. 

Contemplating on the above, two disparate developments can thus be observed. On the one 

hand, households 1 through 7 see their wealth (shares) decline. On the other hand, the wealth 

(shares) of households 8 through 10 grow. Both developments reinforce the unbalance that 

already occurs in the baseline according to the model. What is more, both contrary effects 

increase in proportion to the size of the tax shift. As a result, the distribution grows more and 

more skewed – in favor of the higher incomes. The effects are strongest at the opposite ends of 

the distribution of wealth, for households 1 and 10.  

Figure 30 below encompasses these developments in a single figure.  

Based on this, the sub research question at hand is answered as follows: 

In the model, and given the various assumptions made, overall, a shift to indirect taxes 

appears to reinforce the unbalanced growth in the distribution of wealth, thereby further 

skewing the distribution in favor of the top three deciles and at the expense of the other 

seven. 

 

This result is driven by the model’s assumptions. By relaxing those assumption, their impact 

and meaning for the model can be scrutinized. Moreover, it can teach some important lessons 

for the implementation of the tax shift. The next sections looks into this. 
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Figure 30 
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 What drives model results? A critical analysis of outcomes 

 Introduction 

Given its various assumptions, the model shows that a tax shift to indirect taxes slightly 

reinforces inequalities of wealth. This happens in two ways in the model: the model shows two, 

divergent developments.  

On the one hand the tax shift in the model the limits households 1 through 6’s savings. The 

differences with the baseline increase both in proportion to the size of the shift and over time. 

As the income increases, these differences decrease. By extension, these households’ shares in 

the overall wealth drops.  

On the other hand households 8 through 10’s opportunities to accumulate wealth increase in 

the model. Both over time and in proportion to the size of the shift these households can save 

more. Likewise, as income increases the positive impact on savings increases, too. In return, 

the households’ share in the wealth increases. 

Household 7 appears to be a “transitory household”: although the tax shift limits its savings in 

the years examined, the differences with the baseline decrease over time. At the same time, its 

share in the total wealth increases.  

The developments referred to raise the question as to what drives the model outcomes. Another 

question regards the meaning and impact of the various assumptions in respect of the model 

outcomes. The following focuses on these questions and their importance for the tax shift. 

 An analysis of the model’s drivers and assumptions 

15.5.2.1 The identity Y = C + S and the accompanying assumptions 

The model dovetails with the two ways to use (disposable) income, which can either be spent 

or saved (Y = C + S). From this it follows savings (S) depend on (changes in) the amount of 
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disposable income on the one hand and household expenditures (including VAT) on the other 

hand (S = Y -/- C).1509 A number of simplifying assumptions have been made in this respect.  

One assumption is that the income tax is reduced across the board through the effective tax 

rates.1510 This means that the income tax reduction in terms of the percentage of income taxes 

paid is the same for all households. How this is achieved – whether through statutory rate 

reductions, adjustments to bracket lengths, tax credits or exemption – is disregarded. At the 

same time, the single rate VAT is correspondingly increased.1511 Hence, in the model the VAT 

does not have a differentiated rate structure. Neither are there any exemptions. On top of this, 

the VAT increase is fully passed on in the consumer prices. Another assumption is that labor 

supply and household expenditures (exclusive of VAT) are fixed.1512 Hence, to this extent 

taxpayers do not react to a tax shift. Other taxes than income tax and VAT – such as corporate 

income tax – are not included in the model.1513 

Given these assumptions, a decrease of the personal income tax causes disposable income to 

increase (Y ↑) and – ceteris paribus – the amounts saved to grow (S ↑). At the same time, the 

reduction of the personal income tax is met with a corresponding increase in the VAT rate, 

leading to an increase in household expenditures (C ↑) and – again ceteris paribus – reduced 

savings (S ↓). The combined effect on savings subsequently depends on which of both effects 

(i.e. Y ↑ and S ↑ versus C ↑ and S ↓) dominates. 

15.5.2.2 Consumption and savings quotes: drivers of the model outcomes 

The model thus hinges on households’ consumption and savings quotes. They determine the 

model outcomes. The consumption quote reflects the percentage of disposable income that 

households spend (consume). The savings quote is its mirror image and reflects the percentage 

of the disposable income saved. If a household spends more than its disposable income, the 

consumption quote exceeds 100%. It means this household cannot save, so its savings quote 

should be negative. That household eats into its wealth or contracts debts. If the consumption 

                                                 

1509  See also Chapter 15.2.1. 

1510  See Chapter 15.2.2.4. 

1511  See Chapters 15.2.1.5 and 15.2.2.2. 

1512  See Chapter 15.2.1.4. 

1513  See Chapter 15.2.1.3. 
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quote is less than 100%, households save part of their income. This results in a positive savings 

quote. 

Table 24 reports the consumption and savings quotes of the ten average households in the 

baseline scenario (2010, VAT rate 8.54%). Households 1 and 2’s consumption quotes then 

exceed 100%. Consequently, their savings quotes are negative. In the model this translated into 

negative savings (dissavings, debt creation). In the long run, these households – ceteris 

paribus – would go bankrupt. In reality such tax-induced bankruptcies would most likely be 

politically untenable. The other households have a consumption quote below 100%. Their 

savings quotes and savings are positive. 

Table 24: Consumption and savings quotes in the 2010 baseline scenario 

2010 baseline Disposable 

income 

Expenditures 

(incl. VAT) 

Consumption 

quote 

Savings quote 

(1) (2) (3) (4) (5) 

Household # EUR EUR % % 

1 8,700 22,559.70 

 

259.31% 

 

-159.31% 

 2 17,500 17,973.95 

 

102.71% 

 

-2.71% 

 3 22,700 21,382.06 

€ 25,359.99 

 

94.19% 

90.25% 

 

5.81% 

9.75% 

 
4 28,100 25,359.99 

 

90.25% 

 

9.75% 

 5 34,100 28,708.39 

 

84.19% 

 

15.81% 

 6 41,400 32,870.84 

€ 35,209.84 

 

79.40% 

70.70% 

 

20.60% 

29.30% 

 
7 49,800 35,209.84 

 

70.70% 

 

29.30% 

 8 59,600 38,362.88 

 

64.37% 

 

35.63% 

 9 73,300 45,987.70 

 

62.74% 

 

37.26% 

49.56% 

 
10 113,100 57,053.19 

 

62.74% 

 

49.56% 

 Source: authors calculations based on model imputs (Section 15.4.2.3) and model outcomes. 

The consumption quote (4) was calculated by dividing expenditures (3) by disposable income 

(2). The savings quote was calculated by subtracting expenditures (3) from disposable income 

(2) and subsequently dividing the outcome by disposable income (2). 

It follows from the table (columns 4 and 5) that the consumption quote decreases as income 

increases. The savings quote logically shows a mirror image development. It increases as 

income increases. In line with these mirror image effects, the tax shift’s negative impact on the 

savings of households 1 through 7 diminishes as income increases. Its impact on the savings of 

households 8 through 10 is positive. As the income increases, this positive impact increases 

with it.  

15.5.2.3 The design of a tax shift matters 

It follows from the above that the (income) groups that spend large parts of their income (and, 

as a result, save little) are proportionally burdened more by a shift to indirect taxes. In the model 
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these are the lower incomes. On the other hand, (income) groups whose consumption ratio is 

relatively small (and who, as a result, save a lot), proportionally benefit from the tax shift. These 

are the higher incomes in the model. The tax shift thus shows divergent distribution effects. 

This is inherent to the across-the-board character of the tax shift. Together they contribute to an 

unbalanced distribution of wealth.  

When designing the tax shift these distribution effects can be taken into account. The important 

thing, then, is to focus tax reducing (or compensatory) measures on increasing the disposable 

income of households with lower incomes. A reduction of the income tax rates in the bottom 

tax brackets will thus proportionally produce a great deal of additional income for this group. 

This additional income can cover the VAT increase, allowing their consumption quote to 

decrease. This moderates the negative consequences of the VAT increase on their opportunities 

to save. As a result, the unbalanced growth in the distribution of wealth can be diminished. Such 

an effect can also be realized through allowances and/or social security benefits. 

Tax reducing measures focused on higher incomes, though, have quite the opposite effect. A 

reduction of the top income tax rates, for example, specifically benefits these households. They 

can already save in the baseline scenario, so any additional income tax reduction will allow 

them to save even more. Lower incomes will not benefit from lower top rates. They will only 

pay more VAT, while they will fail to see any downward change in their disposable income. It 

would only increase the imbalance in the distribution of wealth compared with the model.  

So, considering the potential distribution effects, the design of the tax shift is of substantial 

importance.  

That said, for purely economic reasons, too, it may be desirable to tailor income tax reductions 

to the lower incomes. Considering their high consumption quotes those households will 

consume a considerable part of the additional income. This may positively impact the demand 

side of the economy.1514 This is different from higher incomes, whose consumption quote are 

small(er). Any income tax reduction tailored to higher incomes (such as a reduction of top rates) 

will thus produce a less substantial spending increase. 

                                                 

1514  See also Chapter 13.2.3. 
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Following on from this, is the way in which the labor market responds to income tax reductions. 

A study into labor supply elasticities in the Netherlands over the period 1999-2005 conducted 

by Mastrogiacomo, Bosch, Gielen and Jongen shows, for example, the labor supply elasticity 

of lower educated single persons to be higher than of those with a higher education (ranging 

from 0.79-1.17 versus ranging from 0.30-0.43).1515 So, the former’s response to changes of 

income will be stronger than the latter’s. If level of education were also an indicator for the 

income, any income tax cut aimed at the lower income groups could therefore likewise raise 

labor force participation among the lower educated. And that would possibly mean more than 

just an increase in tax revenues. Depending on the circumstances it could have a downward 

effect on public expenditure. Higher incomes do not, or hardly, respond to tax cuts. Tax cut 

tailored to those taxpayers will produce less strong effects in terms of labor market, tax revenues 

and public expenditure. 

Jongen, De Boer and Dekker study labor supply elasticities among men and women. They find 

these elasticities to widely diverge.1516 The authors show that labor force participation of single 

men and men among cohabitating couples is relatively insensitive to financial incentives. Labor 

force participation among single and cohabitating mothers, on the other hand, is found relatively 

sensitive to financial incentives – especially in terms of the extensive margin of labor supply 

(i.e. the decision to take up a paid job). As a result, generic income tax cuts take insufficient 

account of the diversity of labor supply responses. Instead, the authors note, governments that 

wish to boost labor supply should tailor tax cuts. Lower top tax rates hardly affect the number 

of hours worked, whereas an increase in the lower tax rates discourages labor force 

participation. A reduction of top income tax rates is therefore an ineffective instruments to boost 

labor supply. Tax policy that increases the difference between working and not-working, 

however, can have a positive impact. Think of, for instance, larger tax credits for lower income 

taxpayers or cuts in social security benefits. Tax measures that specifically target mothers with 

young children, e.g. an increased income dependent combination rebate or reduced child-based 

budgets and welfare for single-parents, can – according to the authors – also be an effective tool 

to increase labor supply. The latter two can, however, increase income inequality.  

                                                 

1515  Mauro Mastrogiacomo, Nicole M. Bosch, Miriam D.A.C. Gielen and Egbert L.W. Jongen, A structural 

analsis of labor supply elasticities in the Netherlands, CPB Discussion Paper 235, March 2013, p. 12. 

1516  Egbert Jongen, Henk-Wim de Boer and Peter Dekker, Maatwerk loont: Moeders prikkelbaar: De effectiviteit 

van fiscaal participatiebeleid, CPB Policy Brief 2015/02. 
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So, the lesson to be taken from this is that the design of income tax cuts matters. As instruments, 

generic income tax cuts are too blunt to meaningfully influence labor supply. Cuts targeted at 

lower incomes and/or women can be effective instruments to improve labor supply. 

15.5.2.4 Distribution and differentiated VAT rates 

Apart from the income tax, the reduced VAT rate has traditionally also been used to relieve tax 

pressure on lower-income taxpayers.1517 Examples include reduced rates on foodstuffs, 

medicine, books, arts and the like. The underlying idea is that lower income categories spend a 

disproportionate part of their income to such necessities of life.1518 High rates would place a 

heavy strain on these income groups and have a de-equalizing effect – which in itself is indeed 

the case.1519 The raises the question as to whether this reduced VAT rate – in view of the 

distribution effects of the tax shift – could play a correcting role. 

In my opinion this is not the case: the reduced VAT rate cannot meaningfully address 

(re)distributive issues. For instance, Bettendorf and Cnossen have shown that households spend 

“the same share of their budget on goods and services to which a reduced VAT rate 

applies.”1520 In terms of absolute amounts it means they spend more on such goods and 

services. They buy more expensive foodstuffs, throw away more, go out to have dinner more 

often, buy more magazines and books, and more frequently visit museums and concerts.1521 

So, instead of supporting lower incomes, the objective of reduced rate, it mostly benefits the 

higher income groups. As a general tax on consumption (algemene bestedingsbelasting) the 

VAT, the reduced rate in particular, thus is too blunt of an instrument for mitigating distributive 

                                                 

1517  See Parliamentary Documents II 1967/68, 9324 (MvA: Memorie van Antwoord, Memorandum of Reply), 

p. 12. 

1518  E.g. Ian Crawford, Michael Keen and Stephen Smith, Value Added Tax and Excises, in: J.A. Mirrlees (ed.)., 

Dimensions of Tax Design. The Mirrlees Review, Oxford: Oxford University Press 2010, p. 284. 

1519  See, e.g., Leon Bettendorf and Sijbren Cnossen, Bouwstenen voor een moderne btw, CPB Policy Brief 

2014/02, Den Haag: Centraal Planbureau 2014, p. 11 et seq. See also Institute for Fiscal Studies, A 

retrospective evaluation of elements of the EU VAT system – Final report, TAXUD/2010/DE/328, FWC 

No. TAXUD/2010/CC/104, p. 390 for Belgium, France, Germany, Greece, Hungary, Italy, Poland, Spain 

and the United Kingdom. 

1520  Leon Bettendorf and Sijbren Cnossen, Bouwstenen voor een moderne btw, CPB Policy Brief 2014/02, Den 

Haag: Centraal Planbureau 2014, p. 11 et seq. Along the same lines: Sijbren Cnossen, Enkele gedachten 

over de toekomst van het Nederlandse belastingstelsel, in: Studiecommissie belastingstelsel, Continuïteit en 

vernieuwing – Een visie op het belastingstelsel, 2010. 

1521  See also S. Cnossen, Enkele gedachten over de toekomst van het Nederlandse belastingstelsel, Essay 

Studiecommissie Belastingstelsel, p. 5. 
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effects.1522 Their flexibility to be specifically tailored to the person of the taxpayer make 

income tax and social security better tools to achieve this. 

15.5.2.5 What about the distributive impact of the corporate income tax? 

The model is necessarily limited to the income tax and the VAT. Insufficient data are available 

for other taxes.1523 A shift to indirect taxes, though, may very well also include corporate 

income tax, as this tax is considered most detrimental to growth.1524  

As explained in Chapter 10.5.3.2, the corporate income tax is borne by the production factors 

capital and labor. Estimates vary as to how much, but the tax is generally believed to be borne 

by capital (shareholders, the owners of capital) for 40%-70%. The production factor labor 

accounts for 60%-30%. Knowing that shareholdings are concentrated at the top of the income 

scale system,1525 corporate income tax is largely borne by the higher incomes. A further 

reduction of this tax would particularly reduce the tax burden (read: higher yields on 

investments) for these households. This would enlarge the imbalance in the distribution of 

wealth. 

15.5.2.6 The impact of the interest rate on model outcomes 

The model assumes a 2.043% interest rate. This is a “composite” interest rate that takes into 

account both the growth of capital at 3.143% and the 1.1% growth of wages (see 

Chapter 15.2.3). As a result, the distribution of wealth grows more unequal in the baseline 

scenario (see Chapter 15.4.4). That indicates that the tax system in its current form could 

already contribute to economic inequality. The model finds the shift to skew the distribution a 

bit further. Overall, however, the impact is limited to a few percentage points compared to the 

baseline scenario for all shifts scrutinized. 

However, over the past years, interest rates have been dropping and in the year 2018 they can 

be 0%. Negative interest rates are no longer unimaginable, either. At the same time, wages are 

                                                 

1522  As was argued before in L.W.D. Wijtvliet, A House Divided. Over de onwenselijkheid van gedifferentieerde 

btw-tarieven, WFR 2011/669. 

1523  See also Chapter 10. 

1524  See the OECD tax and economic growth ranking discussed in Chapter 2. 

1525  See the table in Chapter 10.5.3.2. 
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growing. This leads to the question as to the impact of interest rates on the model outcomes in 

the baseline case and in the various scenarios under scrutiny in this chapter. 

To assess this impact, Table 25 includes the development of the shares of wealth in the baseline, 

when the “composite” interest rate is 2.043%. Table 26 shows the development of household 

wealth when the growth of capital is zero and the wage growth is 1.1%. As a result, the 

“composite” interest equals -1.1%. 

Table 25 Baseline scenario, interest rate 2.043% 

 2010 baseline 2021 baseline Change of wealth 

(1) (2) (3) (4) (5) (6) (7) 

Household # Wealth (EUR) % of wealth Wealth (EUR) % of wealth Change in EUR % change 

1 71,000 4,27% -95,754.35 -3.07% -166,754.35 -234.87% 

2 50,000 3,01% 44,272.98 1.42% -5,727.02 -11.45% 

3 69,000 4,15% 84,901.93 2.72% 15,901.93 23.05% 

4 96,000 5,78% 128,975.91 4.13% 32,975.91 34.35% 

5 117,000 7,04% 181,681.09 5.82% 64,681.09 55.28% 

6 133,000 8,00% 235,172.79 7.53% 102,172.79 76.82% 

7 151,000 9,09% 325,592.75 10.42% 174,592.75 115.62% 

8 177,000 10,65% 430,722.82 13.79% 253,722.82 143.35% 

9 240,000 14,44% 565,716.77 18.11% 325,716.77 135.72% 

10 558,000 33,57% 1,222,553.13 39.14% 664,553.13 119.10% 

Total 1,662,000 100,00% 3,123,835.82 100,00% 1,461,835.82 87.96% 

In the baseline shown in Table 25, the share of total wealth owned by households 1 through 6 

decreases over time when the “composite” interest rate is 2.043%. Households 7 through 10, 

on the other hand, own a comparatively larger share of total wealth.  

In Table 26 below the “composite” interest rate is -1.1%. In that case, households 1 through 6 

own comparably larger shares of wealth than when the “composite” interest is 2.043%. 

Households 7 through 10, on the other hand, own comparably smaller shares of total wealth. 

Overall, however, the distribution of wealth still grows unequal – be it at a slower pace.  

This development appears to reflect the importance of income from capital and labor in total 

household income. Households who rely mainly of income from labor reap comparatively large 

benefits from growing wages. Those who have more capital income are to a larger extent 

affected by falling interest rates. In a similar vein, households 1 through 6 have comparably 

high propensities to consume. As a consequence, they do not save much and do not build much 

wealth. Falling interest rates can therefore only have a limited impact on their income because 
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1) they do not own much wealth and, consequently, have limited capital income and 2) they 

mainly rely on income from wages, which grows over time.  

The opposite goes for high-wealth households. They can save more, so to them capital income 

is a more important source of income, if sometimes not their main source. As a consequence, 

falling interest rates have a comparatively large impact on their incomes and abilities to save. 

In all instances, however, falling interest rates cause households to end up with less wealth than 

when interest rates are larger and positive. On the upside this means that households 1 and 2 

dissave less and amass less debt in the model. 

As a result of the above, the distribution of wealth grows less unequal in the baseline when 

interest rates are falling. The tax system nevertheless still appears to contribute to economic 

inequality in the baseline case when interest rates are dropping, albeit at a slower pace. 
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Table 26 Baseline scenario, interest rate -1.1% 

 2010 baseline 2021 baseline Change of wealth 

(1) (2) (3) (4) (5) (6) (7) 

Household # Wealth (EUR) % of wealth Wealth (EUR) % of wealth Change in EUR % change 

1 71,000 4.27% € -88,965.48 -3.02% € -159,965.48 -225.30% 

2 50,000 3.01% € 44,516.96 1.51% € -5,483.04 -10.97% 

3 69,000 4.15% € 82,802.52 2.81% € 13,802.52 20.00% 

4 96,000 5.78% € 124,734.12 4.24% € 28,734.12 29.93% 

5 117,000 7.04% € 173,635.82 5.90% € 56,635.82 48.41% 

6 133,000 8.00% € 222,662.46 7.57% € 89,662.46 67.42% 

7 151,000 9.09% € 304,464.52 10.35% € 153,464.52 101.63% 

8 177,000 10.65% € 400,569.54 13.61% € 223,569.54 126.31% 

9 240,000 14.44% € 527,797.00 17.94% € 287,797.00 119.92% 

10 558,000 33.57% € 1,150,373.74 39.09% € 592,373.74 106.16% 

Total 1,662,000 100.00% € 2,942,591.20 100.00% € 1,280,591.20 77.05% 

15.5.2.7 What causes the model’s comparatively limited impact on the distribution of 

wealth? 

In the model, the overall impact of a shift in the tax mix on the distribution of wealth is 

comparatively small. As the tables in Chapter 15.4.3 show, wealth shares held by households 

in the different scenarios diverge only a couple of percentage points. As both direct and indirect 

taxes add to the overall tax burden, the combined impact of the tax shift on the distribution of 

the tax burden must therefore also be limited. For those households that can save more, the 

overall tax burden must drop, leaving them with more to save. For those whose abilities to save 

are limited by the tax shift, the overall burden increases.  

In other words, in the model the overall tax burden is shifted only limitedly, towards the lower 

and middle income households. This is partly due to the fact that the shift is limited to – at 

most – a 10% reduction of the personal income tax. On top of that, household’s diverging 

propensities to consume and save also play a role. This can be explained as follows. A lower 

personal income tax increases disposable income. However, as shown in Chapter 10.4, for each 

household the propensity to consume (household expenditures expressed in terms of disposable 

income, the consumption quote) exceeds the propensity to save (the savings quote): it can be 

up to over 100% for households in the bottom deciles. The propensity to consume reaches a 

low in the tenth decile, where it amounts to roughly 70%. This implies that of every additional 

euro of disposable household income, at least 70 cents will be spent (in the tenth decile!) or, by 

the same token, at most 30 cents will be saved. Other households can only save a significantly 

smaller percentage of the additional disposable income: the proceeds are sometimes even spent 
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in their entirety when the (marginal) propensity to consume exceeds 100%. In the static model, 

the amounts spent are subsequently taxed at an increased VAT rate, leaving even less to be 

saved. The final impact on savings then depends on which effect dominates: the increase in 

disposable income (Y ↑) or the increase in expenditures and indirect taxes paid (C ↑). 

Apparently, for households in the bottom six deciles, the latter effect dominates. Their 

propensity to consume already exceeds 100% in the model and a shift to indirect taxes can only 

further restrict their ability to save. Household 7’s savings are only marginally affected. For this 

household the increase in income slightly dominates the increase in VAT. Finally, households 

8 through 10 have a propensity to consume well below 100%. This implies that for them the 

reduction of the PIT dominates the increase of the VAT, leaving them with a comparatively 

lower tax burden.  
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 Conclusion and answer to the research question 

A model has been developed in this chapter to clarify the distributive consequences of a shift 

to indirect taxation. The goal of the model is twofold. It first serves to clarify the influence of a 

tax shift on the possibilities of households to create wealth. Secondly, on the back of this, the 

consequences of the tax shift for the distribution of wealth are approximated. The research 

question examined through the model is: 

How could a shift in the tax mix from direct to indirect taxes affect Dutch households’ ability 

to accumulate and, ultimately, the distribution of household wealth in the Netherlands? 

The model is based on several assumptions that are functional as part of this research. As the 

model is largely static, behavioral labor and consumption responses to changes in the tax rate, 

the tax mix and the tax system are mostly considered absent. In this setting the influence of a 

shift to indirect taxes on the savings and combined wealth solely depends on changes of the 

disposable income (after income tax) on the one hand and on the expenditures of households 

(including VAT) on the other hand. The model solely focusses on potential impacts and 

developments in the event of a shift in the tax mix.  

The research question referred to above can be split into two questions, one examines the 

influence of a tax shift to indirect taxes on the savings of individual households, while the other 

deals with the overall distribution of wealth.  

The first question reads as follows:  

How do the shifts in the tax mix modelled affect actual amounts saved by the ten average 

Dutch households? 

The answer has been formulated in Section 15.3.6: 

In the model, a shift to indirect taxes tends to limit household savings for average households 

1 through 7. For households 8 through 10, such a shift leads to higher savings. On average 

the magnitude of the impact increases by the size of the shift and tends to grow over time. 

For household 7 the impact diminishes over time.  

The second question, which was answered in Section 15.4.4, is as follows: 

What is the impact of the shifts to indirect taxes modelled on the overall distribution of 

wealth in the Netherlands?  

In this respect the following answer has been formulated: 
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In the model, overall, a shift to indirect taxes appears to reinforce the unbalanced growth in 

the distribution of wealth, thereby further skewing the distribution in favor of the top three 

deciles and at the expense of the other seven. 

Logically, the answers to both questions as formulated above now merge into a single answer 

to the main question:  

In the model, a shift to indirect taxes tends to limit household savings for average households 

1 through 7. For households 8 through 10, such a shift leads to higher savings. On average 

the magnitude of the impact increases by the size of the shift and tends to grow over time. 

For household 7 the impact diminishes over time. Given the various assumptions made, 

overall, a shift to indirect taxes appears to reinforce the unbalanced growth in the distribution 

of wealth in favor of the three top deciles and at the expense of the bottom seven, thereby 

further skewing the distribution of wealth. 

It should be noted that in the model the wealth share of the households in the deciles 1 through 

6 already decreases if the status quo is maintained, while this increases in the deciles 7 to 10. It 

implies that the tax system in its current form could already contribute to increasing wealth 

inequality. The model results show that the tax shift appears to reinforce this unbalance in favor 

of the households in the deciles 8, 9 and 10.  

On its own the impact of a shift in the tax mix on wealth accumulation may appear 

comparatively small. However, for reasons elaborately discussed in Chapter 13.4, economic 

inequality is primarily a predistributive matter. This means that economic inequality – roughly 

speaking – arises in the marketplace, so before taxes and transfers. It is often a by-product of 

policy measures focused on economic growth and GDP. Tax systems can subsequently mitigate 

these outcomes (redistribution), leave them untouched, or further increase differences.1526 The 

model has shown the tax system in its current form to already contribute to unbalanced growth. 

A shift to indirect taxes further exacerbates these differences, limiting lower income 

households’ abilities to save even more and making it easier for high-income households to 

accumulate wealth.1527  

                                                 

1526  See also Chapter 13.5. 

1527  See also Bas van Bavel and Ewout Frankema, Low Income Inequality, High Income Inequality. The Puzzle 

of the Rhineland Welfare States, Centre for Global Economic History Working paper No. 50, November 

2013, p. 12 who observe that the peculiarities of the tax regime that are supporting the social security system 

in Rhineland welfare states press mainly on labor and consumption, and hardly on wealth. Consequently, 

lower income groups have difficulty building wealth, whereas wealthy owners have more opportunities to 

expand theirs. 
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This means the tax shift, too, fits a broader framework of policy measures focused on economic 

growth and GDP, which each – unintentionally and possibly unforeseen as well – create more 

wealth inequality.  

It is therefore recommended not to regard the shift to indirect taxes as an isolated event, but to 

consider it against the backdrop of a wide range of economic policy measures, bearing in mind 

that the current tax mix already increases wealth inequalities. A further shift in the tax mix 

would then solely be justified if it would boost well-being to such extent that the 

well-being-related impact of the unbalanced growth in the distribution of wealth is both 

compensated and annulled by the economic benefits (if any) realized by the tax shift. When this 

may occur was discussed in Chapter 12.  

This observation also concludes this empirical chapter. The next chapter is the final chapter of 

this empirical part. It aggregates the theoretical and empirical topics discussed in this thesis by 

analyzing the distributive effects of the plan of various Dutch tax study committees. 

-- 
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 Introduction 

The prior empirical chapters have shown the tax system to contribute to economic inequality in 

roughly two ways. First, the unequal treatment of income (unequal taxation) feeds the unequal 

distribution of wealth.1528 Think of, for instance, a narrowing of the tax base, tax exemptions 

and reduced tax rates. The production factor capital is given preferential treatment over the 

production factor labor. On top of that, compared with wage earners the tax treatment of 

entrepreneurs is beneficial. Such unequal treatment is at odds with the ability-to-pay principle. 

At the same time, depending on how it is designed, a shift to indirect taxes, too, can further 

skew the distribution of wealth.1529 The model in the previous chapter showed the top deciles 

of the income pyramid to benefit from the tax shift, while the shift reduced the lower and middle 

income households’ abilities to accumulate. 

An equal tax treatment of income (Gleichbelastung) can slow down the unbalanced growth of 

the distribution of wealth, make tax systems more equitable, contribute to economic efficiency, 

and reduce tax evasions and avoidance. The knife thus cuts multiple ways. Tax scholars are not 

the only ones who believe this. This idea has also become mainstream among economists and 

policy advisors.1530 The authoritative Mirrlees Review states it as follows: “a tax system that 

treats similar economic activities in similar ways for tax purposes will tend to be simpler, avoid 

unjustifiable discrimination between people and economic activities, and help to minimize 

                                                 

1528  See Chapter 14. 

1529  See Chapter 15. 

1530  See Chapter 14.6. 
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economic distortions.”1531 The OECD1532 and CPB Netherlands Bureau for Economic 

Analysis1533 likewise make a case for (more) equal taxation.  

So, Gleichbelastung is more than just some academic conception. It is also rooted in the tax 

policy practice. The Netherlands offers fertile ground for Gleichbelastung, too. The first shoots 

have already sprung up in the reports of two studies into the Dutch tax system. The first was 

published in 2010, when the Studiecommissie belastingstelsel published its report Continuïteit 

en vernieuwing – Een visie op het belastingstelsel1534 (hereinafter also: the Van Weeghel 

committee). The Commissie inkomstenbelasting en toeslagen followed suit with an interim1535 

and a final report1536 a few years later, in 2012 and 2013, entitled Naar een activerender 

belastingstelsel (hereinafter also: the Van Dijkhuizen committee). 

These reports and their influence on the tax policy practice are at the heart of this chapter that 

aims to outline how these committees try to achieve a more equal taxation of income. To this 

end, a few capita selecta from the reports, on income tax and a changing tax mix, are discussed. 

Those capita selecta are a broadening of the income tax base, a reduction of income tax rates, 

as well as a shift to indirect taxes and uniform VAT rates. The committees’ proposals seem to 

                                                 

1531  J.A. Mirrlees et al., Tax by Design, Oxford: Oxford University Press 2011, p. 472. 

1532  Brys, B. et al. (2016), “Tax Design for Inclusive Economic Growth”, OECD Taxation Working Papers, No. 

26, OECD Publishing, Paris. http://dx.doi.org/10.1787/5jlv74ggk0g7-en, pp. 50-51 (“A tax system is 

considered efficient if, for any given amount of revenue to be raised, it distorts behaviour as little as possible. 

A base-broadening and rate-cutting reform should reduce distortions by reducing overall tax rates and 

removing incentives for taxpayers to change their behaviour to take advantage of tax reliefs. In considering 

the economic efficiency case for removing tax reliefs and broadening the tax base the underlying need for 

revenue neutral reform is crucial. When tax reliefs are given, tax rates have to be higher than otherwise; and 

in standard economic theory the deadweight loss from taxation goes up by the square of the tax rate (…). 

There is thus a strong presumption (aside from cases where reliefs play a role in correcting externalities) 

that reforms that enable a reduction in tax rates will increase economic efficiency. 

 Moreover, broad bases simplify the tax system by reducing exemptions, allowances, credits and/or rates 

differentiation. This simplification may reduce compliance costs related to individuals and businesses in 

terms of tracking tax-preferred activities, understanding qualifying and reporting requirements, time 

required to complete tax returns and to get the relief. At the same time, a broad base approach may reduce 

the administrative costs of defining the rules of preferential tax treatments, ensuring compliance with the 

rules (in terms of length of tax instructions and auditing time) or refund costs. Broader tax bases may also 

be more effective in terms of achieving higher levels of taxpayer compliance and reducing opportunities for 

tax avoidance, in turn enabling lower tax rates (for given revenue needs) and improving horizontal equity. 

Tax bases could be broadened in particular by removing tax expenditures that are not well-targeted at 

redistributive goals.”) 

1533  Arjan Lejour and Maarten van ‘t Riet, Kapitaalbelastingen nu een lappendeken: Belastingopbrengsten 

relatief laag, CPB Policy Brief 2015/16. 

1534  Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010. 

1535  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Interimrapport, 2012. 

1536  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013. 
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have inspired the Rutte III government, too. This is why this government’s vision will also be 

discussed in passing. The aforementioned capita selecta will be compared to the ideal of 

Gleichbelastung and assessed for their distributive merits. This chapter’s research question is:  

How do the reform proposals of the Van Weeghel and Van Dijkhuizen committees as well as 

the Rutte III government affect the distribution of material living standards in the 

Netherlands in the light of Gleichbelastung? 

As the study committees did not explicitly discuss how tax measures affect economic inequality 

– this was not within their remit – this chapter will supplement these reports in this respect and, 

if necessary, provide nuance. 

This chapter continues as follows. Section 16.2 discusses the plans of the both committees and 

the Rutte III government. Section 16.3 includes a short analysis and evaluation of the proposals 

discussed. Section 16.4 concludes and answers this chapter’s research question.  

It is emphasized that this chapter is not meant to be an extensive discussion of the 

aforementioned reports and government plans and their impact on the distribution of wealth. 

Instead, some more general perspectives on the meaning of the various proposals for equal 

taxation will be highlighted. This discussion should illustrate how in Dutch tax policy practice, 

too, the endeavor to achieve a more equal tax treatment of income is gaining in strength. The 

various (academic) responses to these plans and proposals in tax literature provide more 

in-depth analyses.1537  

                                                 

1537  As regards the report by the Van Weeghel committee, see, e.g., J.J.M. Jansen, Hoe nu verder?, WFR 

2010/742, L.G.M. Stevens, Vereenvoudiging en herstructurering Wet IB 2001, WFR 2010/744, G.T.K. 

Meussen, De belastingheffing van ondernemers in de voorstellen van de commissie-Van Weeghel, WFR 

2010/772, F.A. Engelen, Herziening van de vennootschapsbelasting: vermogensaftrek of tariefverlaging?, 

WFR 2010/779, R.H.M.J. Offermanns, Continuïteit en Vernieuwing, WFR 2010/915, P.H.J. Essers, 

Rechtsvormneutraliteit, TFO 2011/3, A.C. Rijkers, Kapitaalinkomen in ‘Continuïteit en Vernieuwing’, TFO 

2011/13, J.A.G. van der Geld, ‘Continuïteit en vernieuwing’ in de vennootschapsbelasting, TFO 2011/24, 

A.L. Mertens, Een pure of hybride loonsomheffing en de toekomst van de oude dag, TFO 2011/34, G.J. van 

Norden, Tussen droom en daad staat het Europese recht in de weg: De BTW binnen een nieuw Nederlands 

belastingstelsel, TFO 2011/43, P. Kavelaars, Belastingherziening: onderbelichte thema’s, TFO 2011/54. For 

discussions of the Van Dijkhuizen reports, see, e.g., J.J.M. Jansen, Voorwoord, WFR 2013/1028, P. 

Kavelaars, De aanbevelingen van de commissie Van Dijkhuizen, WFR 2013/1029, P.H.J. Essers, De foute 

voorstellen van de commissie Van Dijkhuizen ten aanzien van de IB-ondernemer en de DGA, WFR 

2013/1035, L.G.M. Stevens, Commissie Van Dijkhuizen is stap in de goede richting, WFR 2013/1040, 

Th.W.M. Poolen, De belastingen in Nederland na Van Dijkhuizen, WFR 2013/1046, S.F.J.J. Schenk, 

Schadelijk voor Nederland, en niet bijdragend aan vereenvoudiging, WFR 2013/1051, S.J.C. Hemels, 

Giftenaftrek afschaffen ten bate van vooringevulde aangifte? Det helleptj tieëge de muus zag de boor en hae 

stoeëk zien scheur in brând, WFR 2013/1057, E.J.W. Heithuis, OverBelastingen 2.0, WFR 2013/1062, 

H.P.A.M. van Arendonk, Naar een activerender belastingstelsel: eindrapport Commissie-Van Dijkhuizen, 
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 Capita selecta: the various proposals in the light of Gleichbelastung 

 Overview: base broadening + rate reduction = economic growth 

Both of the committees’ reports have a predominantly economic perspective. They primarily 

embody a desire for economic growth, employment and efficiency. Their remits already show 

this. For example, the Van Weeghel committee was asked to examine whether improvements 

could be found to make the system “economically more efficient, simpler, more solid and more 

environmentally friendly.”1538 Van Dijkhuizen’s research first and foremost focuses on 

“increasing the competitiveness and the economic growth potential” of the Netherlands.1539 

This committee’s key objectives were as follows: the promotion of labor force participation by 

making work pay, revitalizing the housing market as well as reducing ineffective social security 

expenditures and the throwing around of money, and a simplification of the system.1540 

Both committees present various measures to broaden and systemize the income tax: a 

reduction of the number of tax deductions and other measures that narrow the income tax base 

as well as a move away from the differential tax treatment of entrepreneurs, employees and 

investors.1541 This results in a more even and uniform taxation of income. Combined with 

uniform and higher VAT rates this provides the financial means to lower the income tax.1542 

This may include a flatter rate structure, lower rates and higher general tax and employment 

                                                 

MBB 2013/09-1, G.T.K. Meussen, De directeur-grootaandeelhouder in het rapport van de Commissie-Van 

Dijkhuizen, MBB 2013/09-2, S.M.H. Dusarduijn, Van Dijkhuizens vermogensrendementsheffing, MBB 

2013/09-3, A.J.M. Arends, Wetgeving, regelgeving en aanbevelingen m.b.t. de eigen woning mede naar 

aanleiding van het rapport van de Commissie-Van Dijkhuizen, MBB 2013/09-4, G.M.C.M. Staats, Forse 

aanpassingen aan het pensioengebouw, MBB 2013/09-5. 

1538  Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, p. 9. 

See also the letter from the State Secretary and the Minister of Finance dated September 15, 2009, 

Parliamentary Documents II 2009/10, 32 140, no. 1. 

1539  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 6. See also the letter from the State Secretary of Finance dated February 9, 2012, Parliamentary 

Documents II 2011/12, 32 740, no. 11. 

1540  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 12. 

1541  See, generally, the summaries of both reports on pp. 9-12 (Van Weeghel) and pp. 10-20 (Van Dijkhuizen). 

1542  Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, for 

example on pp. 10 and 65 as well as Commissie inkomstenbelasting en toeslagen, Naar een activerender 

belastingstelsel – Eindrapport, 2013, for example on p. 11. 
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credits. Van Dijkhuizen proposes a new two-tier flat tax.1543 The rate of the lowest bracket 

would then be 37%, while this would be 49% for the top bracket. According to Van Dijkhuizen 

the rates can drop to 34% and 46%, respectively, in later years.1544 The coalition agreement of 

the Rutte III government includes this proposal.1545 Lower income tax rates should incite labor 

force participation and make work pay. 

A few capita selecta from the reports that aim to broaden the tax base will now be discussed. 

 Base broadening… 

16.2.2.1 Deductions and other limitations of the tax base begone! 

Both committees rightly observe that the current Dutch income tax has become an impenetrable 

forest of tax expenditures. Not only is this a costly affair, such proliferation of tax expenditures 

also complicates the income tax and burdens the Tax Administration’s audit practice and 

automation processes.1546 So, both committees have good reason to recommend a reduction of 

the number of tax deductions.1547 

Van Dijkhuizen, for example, presents a plan to considerably reduce, integrate and simplify the 

range of tax relief provisions.1548 The tax relief for self-employed persons, the liquidation 

deduction, the tax deduction for charitable donations and the start-up deduction are 

abolished.1549 Mortgage interest is only deductible at the 37 percent tax rate,1550 which results 

                                                 

1543  This idea is not entirely new. The two-tier flat tax has also been discussed by Kaplow and – in the 

Netherlands – by Litjens and Duinmaijer. See Louis Kaplow, The Theory of Taxation and Public 

Economics, Princeton: Princeton University Press 2008, Chapter 4 and J.W.E. Litjens and C.P. Duinmaijer, 

Een vlaktaks in box 1: één uniform tarief, vele varianten, WFR 2010/1301. 

1544  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 11. 

1545  Coalition agreement 2017-2021 of 10 October 2017, V-N 2017/50.3, part 2.5. 

1546  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 100.  

1547  See Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 

2013, for example on p. 11 ff. 

1548  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

for example on p. 125 ff. See also pp. 100-101. 

1549  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

for example on p. 126. 

1550  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

for example p. 11. 
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in a more equal – but not fully equal – treatment of home owners and tenants whose monthly 

rent is not tax-deductible. The Rutte III government will implement this limitation at an 

accelerated pace.1551 

As far as limitations of the tax base are concerned Van Weeghel takes it a step further. “Abolish, 

unless there are good reasons for government interference, and provided that the tax system is 

the most effective and efficient instrument to achieve the desired outcomes.”1552 This implies 

a large restraint on tax instrumentalism. Only if the utility, necessity and effectiveness of a tax 

measure can be established ex ante, can it be introduced. If such a measure subsequently proves 

ineffective or no longer seems to fulfill a legitimate aim, it should be discontinued. This is why 

Van Weeghel likewise recommends to do away with the tax relief for self-employed 

persons.1553  

Van Weeghel’s adage “Abolish, unless” is in line with the preconditions for tax instrumentalism 

and tax expenditures outlined in Chapter 12.3.2. In this respect, the proposals of both 

committees set an example. What is more, abolition of tax facilities like the tax relief for 

self-employed persons seamlessly fits the pursuit of more equal tax treatment of income that is 

also championed by tax scholars.1554  

However, the substantial interest shareholder proves that a balanced treatment of income is still 

an illusion. The next section is about this “hybrid” taxpayer. 

16.2.2.2 The substantial interest shareholder as a hub of imbalances 

The committees regard the lack of neutrality with respect to types of income forms as a thorn 

in their side.1555 Their main focus is on the substantial interest shareholder in box 2 of the 

personal income tax. A substantial interest shareholder is a shareholder who owns at least five 

                                                 

1551  Coalition agreement 2017-2021 of 10 October 2017, V-N 2017/50.3, section 2.5. 

1552  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 67. See also pp. 9, 83 and 105. 

1553  See, extensively, Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het 

belastingstelsel, 2010, pp. 65-105. 

1554  To this end, see the literature in support of equal taxation, as referred to in this doctoral thesis. 

1555  See, extensively, Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het 

belastingstelsel, 2010, pp. 92-105 as well as Commissie inkomstenbelasting en toeslagen, Naar een 

activerender belastingstelsel – Eindrapport, 2013, pp. 22-56. 
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per cent of a company’s shares. When he is also employed by the respective company he is 

referred to as the director-shareholder.  

The director-shareholder is a hybrid taxpayer. He has four (!) tax qualities. In fiscalibus each 

of those qualities is treated differently. The director-shareholder is: 

- an employee taxed in box 1 of the personal income tax, at progressive tax rates of up to 

52%; 

- comparable to an income tax entrepreneur (box 1, progressive tax rate up to 52%, 

entrepreneur facilities); 

- a substantial interest shareholder (box 2, 25% plus the corporate income tax levied in 

advance thereof); 

- comparable to a private investor (box 3, 30% tax rate on a fixed, notional yield).1556 

The director-shareholder’s tax burden is lower than that of his aforementioned peers 

(employees, entrepreneurs and private investors). Where employees are taxed annually on their 

actual salaries, a customary, compulsory salary of at least EUR 45,000 applies to the 

director-shareholder. If reasonable arguments can be provided that a lower salary is common in 

his particular line of business, a lower amount can be taken into account.  

Salaries are taxed at a progressive statutory tax rate capped at 52%. However, they can be 

deducted for corporate income tax purposes. The resulting profit is taxed at a 20 or 25% 

corporate income tax, well below the progressive personal income tax rates. Upon distribution, 

corporate profits are taxed (again), at 25 per cent.  

The Van Dijkhuizen committee has shown that salaries are an ever decreasing share of profits 

when profits increase.1557 That means that upon distribution a larger part is taxed in box 2 (at 

25%).1558 As a result, a director-shareholder’s income is, on balance, taxed at a lower effective 

tax rate than that of an equal-income employee. The Rutte III government intends to raise the 

income tax rate for substantial interest holders to 28.5% by 2021. That could increase the tax 

                                                 

1556  With regard to box 3, see also Chapter 14.4. 

1557  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

pp. 37-39. 

1558  Because of the corporate income taxes paid the tax burden will be more or less equal to that of an income 

tax entrepreneur. See also, for example, Koen Caminada and Leo Stevens, Blauwdruk voor 

belastinghervorming, WFR 2017, 101, p. 3.1. 
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burden borne by director-shareholders. However, at the same time the corporate income tax 

rates will be reduced to 16 and 21 percent, respectively.1559 That could decrease the tax burden. 

The customary, compulsory salary does not apply to an income tax entrepreneur. He cannot 

deduct this amount (which is fixed). As a result, his full profit is taxed at the progressive income 

tax rates of (at most) 52%. As a consequence, his tax burden will exceed that of the 

director-shareholder. Moreover, the latter can reap the benefit of the lower box 2 tax rate. 

However, as a result of the various entrepreneur facilities (see also Chapter 14.1), the income 

tax entrepreneur is taxed less heavily than employees are. 

There is also a timing difference between the director-shareholder and income tax 

entrepreneurs. Where entrepreneurial profits are taxed annually, box 2 taxes are postponed until 

dividends are distributed or shares are disposed of. If the business transfer facilities discussed 

in Chapter 14.5 also apply, there is virtually no limit on deferring taxation where family 

situations are involved. This is a practice that actually takes place a lot.1560 And thus, tax 

deferral de facto means cancellation of taxation. On top of that, aggregate income is created 

upon migration or death. This may lead to liquidity problems if the deferred tax claim needs to 

be settled at once. 

This deferral of taxation also marks a major difference with private investors, who are taxed in 

box 3 every year, at 30% on the notional yield.1561 Taxation cannot be postponed and the actual 

yield is irrelevant now. Director-shareholders, on the other hand, are taxed in box 2 on the actual 

profit distributions or gains upon disposal. 

Types of remuneration are thus treated unequally for income tax purposes. 

Director-shareholders and entrepreneurs have the luxury of benefits reducing the tax base, from 

which employees and private investors are excluded. What is more, the rates and the taxation 

moments diverge. The result is an unequal distribution of the tax burden that favors 

director-shareholders, entrepreneurs and wealthy individuals. This clearly affects the 

distributions of income and wealth: they become increasingly lopsided. Hence the positive 

                                                 

1559  Coalition agreement 2017-2021 of 10 October 2017, V-N 2017/50.3, section 2.5. 

1560  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 25 ff. 

1561  See Chapter 14.4. 
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nature of Van Dijkhuizen’s plan to tax director-shareholders on a notional yield in box 2 every 

year:1562 it counters the tax-free accumulation of profits and ensures the treatment of 

director-shareholders will be more in line with that of other investors. Proposals to cancel 

various entrepreneur facilities (see before) will likewise lead to a more balanced treatment of 

types of income and can be applauded from the perspective of Gleichbelastung.  

That said, both committees leaving the business transfer facilities untouched is unfortunate.1563 

As this tax expenditure involved an estimated EUR 402 million loss of tax revenues in 2017, a 

budgetary measure like this is interesting by any means.1564 The tax benefit per taxpayer can 

be in the millions and the measure has been shown to offer a solution for a problem that hardly 

exists, or even not at all.1565 So, for reasons of equality and the lack of necessity this dynastic 

building block should be abolished. 

16.2.2.3 The labor-capital dichotomy remains untouched 

Another less positive note is the underlying labor-capital dichotomy, which both committees 

basically maintain.1566 These production factors are thus not fully given equal treatment. There 

is no reason whatsoever to do so on grounds of ability to pay. The arguments Van Dijkhuizen 

puts forward in this respect are the risk of capital flight and inflation aspects. Literature has 

criticized the argument “capital flight”.1567  

                                                 

1562  That plan is nothing new. In “Capitalism and Freedom” Milton Freedman for instance notes about the 

retention of earnings by corporations: “(…) corporations should be required to attribute to individual 

stockholders earnings which are not paid out as dividends. That is, when the corporation sends out a dividend 

check, it should also send a statement saying, ‘In addition to this dividend of --- cents per share, your 

corporation also earned --- per share which was reinvested.’ The individual stockholder should then be 

required to report the attributed but undistributed earnings on his tax return as well as the dividend. 

Corporations would still be free to plough back as much as they wish, but they would have no incentive to 

do so except the proper incentive that they could earn more internally than the stockholder could earn 

externally.” Please note, in this case deferral of taxation as such is not the driver. Rather, it is the notion that 

profits should basically always be paid to the shareholders, so they can invest to the best of their capacities. 

See Milton Friedman, Capitalism and Freedom (Fortieth Anniversary Edition), Chicago: The University of 

Chicago Press 2002, p. 132. 

1563  See Chapter 14.5.2. 

1564  Parliamentary Documents II 2016/17, 34 553, nr. 7, p. 21. 

1565  See 14.5.2 in this respect for more details. 

1566  Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, 

p. 94 ff. as well as Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – 

Eindrapport, 2013, p. 30 ff. 

1567  See, e.g., Reuven S. Avi-Yonah, And Yet it Moves: A Tax Paradigm for the 21st Century, University of 

Michigan Law School Law and Economics Research Paper Series, Paper No. 12-008 (May 2012), p. 27 who 
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16.2.2.4 Base broadening in indirect taxes: higher and more uniform VAT rates 

In addition to limiting measures that narrow the tax base, both committees argue in favor of a 

shift to indirect taxes. Eye-catchers are the recommendations to have the share of VAT in the 

tax mix increase,1568 to raise the VAT rates 1569 and – ultimately – to arrive at a single, uniform 

VAT rate.1570 The Rutte III government is committed to raising the reduced rate from 6 to 9 

percent.1571 All plans include reductions of income and corporate income tax to set off the 

increase in VAT. 

By all means, convergence of rates is recommended both in terms of efficiency and equality 

because VAT is an ill-suited instrument to achieve the redistribution and other instrumental 

objectives. This has already been explained before, in Chapter 15.5. The VAT is a general tax 

on consumption, so its character is too blunt for this instrumental purpose. On top of this, rate 

differentiation is economically distortionary and complicates the tax system. The income tax, 

allowances and subsidies are more suitable instruments for specific support (of incomes).1572 

This is where compensation can be found.  

                                                 

notes that “If corporations can avoid the corporate tax by legally shifting income overseas, that suggests the 

corporate tax rate should be low, but it does not mean that individual wealth providers to corporations should 

be subject to a lower tax rate than wage earners unless we think they can also avoid tax on dividends, wealth 

gains or interest by shifting those overseas. If anything, I would argue that if the corporate tax falls on wealth 

but can be avoided by corporations, while individual wealth providers to corporations cannot easily avoid 

tax on dividends, wealth gains and interest, the correct policy response is to reduce the corporate tax rate 

and to increase the tax rate on dividends and wealth gains.” Chang voices his criticism powerfully: “Usually, 

a company becomes transnational and sets up activities in foreign countries because it possesses some 

technological and/or organizational competences that the firms operating in the host countries do not 

possess. These competences are usually embodied in people (e.g. managers, engineers, skilled workers), 

organizations (e.g., internal company rules, organizational routines, ‘institutional memory’) and networks 

of related firms (e.g., suppliers, financiers, industrial associations or even old-boy network that cut across 

company boundaries), all of which cannot be easily transported to another country.”) See Ha-Joon Chang, 

23 Things They Don’t Tell You About Capitalism, London: Allen Lane 2010, p. 81. 

1568  Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, 

p. 106. This had already been part of the remit of the Van Dijkhuizen committee. See Studiecommissie 

belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, pp. 6, 112 and 117. 

1569  Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – Eindrapport, 2013, 

p. 103 ff. 

1570  Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 2010, 

pp. 106-108 and Commissie inkomstenbelasting en toeslagen, Naar een activerender belastingstelsel – 

Eindrapport, 2013, p. 103. 

1571  Coalition agreement 2017-2021 of 10 October 2017, V-N 2017/50.3, section 2.5. 

1572  See, more extensively, L.W.D. Wijtvliet, A House Divided. Over de onwenselijkheid van gedifferentieerde 

btw-tarieven, WFR 2011/669. 
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The recommendation to shift from income taxes to VAT is the logical follow-up of the “tax and 

economic growth ranking” discussed in Chapter 2. The empiricism shows, though, that the 

positive economic employment effects of such a shift should not be overestimated. The impact 

on the distribution of wealth does, on the other hand, warrant extra attention. The model 

developed in Chapter 15 has already shown that – depending on its design – a shift to indirect 

taxes can further increase the imbalance in the distribution of wealth. The question is whether 

governments find this desirable. 

 Analysis and evaluation: the knife cuts multiple ways 

Compared to the standard of Gleichbelastung, doing away with various tax allowances and the 

pursuit of a more equal treatment of income can definitely be applauded. After all, measures 

narrowing the tax base, tax exemptions and diverging tax rates are selective. They signal the 

unequal treatment of labor and capital and the unequal taxation of entrepreneurs, investors and 

employees that permeates the entire income tax. The mortgage interest relief deduction 

embodies an inequality between home owners and tenants. Under a progressive rate structure 

tax subsidies disproportionally benefit the higher incomes. The abolition or limitation of such 

benefits contributes to a more even distribution of the tax burden.  

Equal, or at least more equal, taxation can also be desirable for economic reasons, as broadening 

the tax base generates additional tax revenues. Those revenues are used to lower tax rates and 

the tax burden. Lower taxes mean an economically less distortionary tax system. On top of that, 

more uniform taxation reduces potential tax arbitrage and is neutral with respect to the (legal) 

form of economic activities and the way they are rewarded.1573 

  

                                                 

1573  See also Studiecommissie belastingstelsel, Continuïteit en vernieuwing – Een visie op het belastingstelsel, 

2010, p. 93. 
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 Conclusion 

This chapter has discussed various capita selecta from the reform proposals drafted by the 

Van Weeghel and the Van Dijkhuizen committees from a high-level distributive perspective. 

Attention has also been paid to some tax plans of the Rutte III government. The analysis has 

highlighted a number of proposals to systemize the income tax and to increase and uniformize 

VAT rates. In this way it was illustrated how the ideal of Gleichbelastung is taking root in tax 

policy practice. This chapter did not aim to paint a comprehensive and elaborate picture of the 

distributive effects of said proposals and tax plans. 

These observations conclude the individual substantive stages of the research presented in this 

thesis. The next and final chapter aggregates and reviews the findings reported thus far and 

answers the central research question. 

-- 
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 Prologue: tax tides (Chapters 0 and 1) 

Tax systems are dynamic. Tax bases shift. Direct and indirect taxes fight for priority. That is of 

all times. Already at the beginning of the Middle Ages indirect excise taxes squeezed direct 

taxes on wealth into the background in the emerging cities. In this way equal sacrifices 

(“generality of taxes”) were pursued. 

Later, at the dawn of the nineteenth century, a movement away from excise taxes can be 

observed. Direct taxes come to the fore in an attempt to tax taxpayers’ abilities on the basis of 

objective factors and traits. This would eventually result in a direct income tax. 

In this changing landscape of taxation a continuous tension between equity and efficiency is 

palpable. A tension between welfare and its distribution. Between direct and indirect taxes. That 

tension is reflected in the tax mix. 

In the twenty-first century there is a shift back to indirect taxes. Only this time the EU, the 

OECD and the IMF drive this development. Their ambition: a tax mix subservient to economic 

growth and employment. Their recipe: more emphasis on taxes on consumption, and less on 

taxes on income. In the vernacular this shift in the tax mix is also known as the shift from direct 

to indirect taxes. This shift and its impact on welfare (material living standards; income, wealth, 

consumption), well-being and the distribution of wealth that are the topics of this thesis.  

The following research question was formulated: 

Could a shift in the tax mix from direct to indirect taxes affect the various dimensions of 

well-being, most notably in relation to wealth inequality? 

This research question consists of several subquestions that have been scrutinized in eleven 

chapters (Chapters 6 – 16). Together, these chapters pave the way for the conclusion at the end 

of this final chapter. First, Section 17.2 discusses the tax, economic, legal and philosophical 

foundations of this research that have been outlined in Chapters 1 – 4 of this thesis. These 

chapters are the prelude to the research question and hypothesis elaborated in Section 17.3. 

Next, Section 17.4 provides the research outline and discusses the research methodology 

(Chapter 5). Section 17.5 contains a summary of Chapters 6 – 16 and presents their main 

findings. These main findings combine into an answer to the research question and a number 

of recommendations in Section 17.6. Finally, Section 17.7 puts forward a number of 

suggestions for future research.  
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 A shifting balance: the reasons for this research (Chapter 2) 

 Drivers of change 

The tax mix represents the proportion of total tax revenues derived from various tax sources. 

Within the tax mix taxes on consumption (indirect taxes) are on the rise – both in terms of 

geographical spread and fiscal importance – at the expense of the proportion of taxes on income 

and capital (direct taxes). Literature offers various explanations for this shift from direct to 

indirect taxes (hereinafter also: the tax shift). By far the strongest rationale for the tax shift is a 

desire to increase competitiveness and boost economic growth and job creation. The fact that 

the tax shift is not merely rooted in revenue (tax) considerations makes it an example of tax 

instrumentalism. 

 The theory and empirics of the tax shift 

The tax shift is mainly engrafted into the OECD “tax and economic growth ranking”. It is 

claimed that a shift from direct to indirect taxes could make for a more growth-friendly tax mix 

and incite – or at least minimally distort and retard – economic growth and increase material 

welfare.  

Welfare is a static concept that refers to material living standards, i.e. income, wealth and 

consumption (opportunities), at a given point in time. Throughout this thesis, welfare is 

generally referred to as material living standards. Growth, on the other hand, is dynamic. It 

refers to the increase in material living standards (welfare) over time.  

The tax shift has both long-term and short-term growth objectives. The long-term objective is 

to make tax systems less distortionary and to increase the economy’s output and growth 

potential in the long run. This objective is generic. In principle it involves all taxes. It capitalizes 

on the diverging effects of taxes on dynamic efficiency.  

In the short term the tax shift is synonymous with a fiscal devaluation. This is a particular form 

of a tax shift. It typically involves only a reduction of employer-paid social security 

contributions and a matching increase in the VAT to improve competitiveness and employment 

in the short run. It is about improving static efficiency. The basic idea is to lower the relative 

price of exports and raise the relative price of consumer imports in order to mimic a nominal 

devaluation and make a country comparatively cheaper vis-à-vis trade partners. That should 

boost exports, increase output, improve the trade balance and stimulate employment. 
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However, the “tax and economic growth ranking” is quite contentious and literature has its 

doubts about the economic effects presented. Its existence and, on the back of this, the positive 

effects of a tax shift, are accepted with the necessary caveats. That means that it can only 

reluctantly be assumed that income taxes are more detrimental to economic growth in the long 

run than taxes on consumption and immovable property.  

The benefits of fiscal devaluation can hardly be called noteworthy either. They should not be 

overrated. The short-term effects on employment, GDP and exports are slightly positive at best. 

These effects are, however, brief and diminish relatively fast.  

The shift from direct to indirect taxes would thus seem to be rooted in a desire for material 

living standards and GDP, instead of relying on a sound empirical basis. This desire for 

economic growth and increasing material living standards has been the reason to conduct this 

research.  

 When worlds collide: welfare versus well-being 

In present day economic literature the desire for economic growth is a subject of controversy. 

In rich countries its utility and necessity are far from unchallenged. Roughly speaking – and 

slightly exaggerating – two movements can be distinguished: a traditional economic movement 

and an encompassing one aimed at well-being. 

On the traditional economic, “neoliberal” view, economic growth – in terms of GDP (material 

welfare) – is the great engine of social progress. Taxes are believed to distort incentives in 

otherwise efficient markets, thereby reducing economic growth and welfare. Their distorting 

effects on the economic process of value creation should therefore be minimized. Taxes and the 

tax shift thus become a tool to exercise economic policy.  

Nowadays, however, a shift in attitudes can be observed. In sharp contrast with the “neoliberal” 

conviction is a softer movement that emphasizes the downsides of economic growth for people 

and planet. It questions economic growth as the principal driver of social progress. From this 

perspective economic policy should be directed at more-encompassing, multidimensional 

notions of well-being and quality-of-life. Economic growth, then, is a means to a 

more-encompassing end and not an end in itself.  

Well-being is a multidimensional notion that extends beyond material living standards (income, 

consumption, wealth) and economic growth. Apart from these material aspects it also 
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encompasses predominantly immaterial dimensions: health, education, personal activities 

including work, political voice and governance, social connections and relationships, 

environment (present and future conditions) and insecurity (of an economic as well as a physical 

nature). 

This multidimensional notion of well-being also warrants attention for the (changing) 

distribution of material living standards and people’s tastes for fairness and justice. Literature 

links an unequal distribution of material living standards to a raft of societal, economic, and 

democratic dysfunctionalities that may harm well-being. 
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 Research question and hypothesis (Chapter 4) 

The contrast between the “neoliberal” tradition and the “softer” focus on well-being makes it 

expedient to scrutinize how a shift from direct to indirect taxes, a shift primarily aimed at 

economic growth, relates to the multidimensional pursuit of well-being.  

This thesis answers that question and scrutinizes whether and how the shift to indirect taxes can 

be consonant with the general goal of promoting well-being that is paramount in many 

countries. As a general principle it will be assumed that States and supranational bodies need 

income to promote well-being. This income they derive primarily from taxation. Without taxes, 

civilized society and the pursuit of well-being would be impossible. The same goes for the 

capitalist market economy and – ultimately – economic growth. Taxes, therefore, are not only 

a precondition for well-being, but also for efficient economic production and value creation. 

Mindful of well-being’s multidimensional character the need to contextualize the focus of this 

research arises. This research takes as a starting point the distribution of material living 

standards and assesses the impact of the tax shift on that distribution. Given the changing 

distribution of this material dimension, potential spillovers to all dimensions of well-being 

– both material and immaterial – will be identified on the basis of (empirical) literature. Such 

spillovers related to distributive effects are dubbed “well-being-related trends”. Well-being is 

thereby studied at a conceptual and objective level. Subjective well-being, at the individual 

level, and its measurement are not considered. 

In particular, the consequences of the tax shift for well-being are studied in relation to wealth 

inequality. The reasons for this area of special interest are threefold. First and foremost, over 

the past decades it has become clear that the benefits of economic growth are shared rather 

unequally, giving rise to a skew distribution of material living standards. Second, research 

suggests that when large parts of the population fail to reap the benefits of growth, social fabric 

may fray and trust in institutions can be weakened. Consequently, increasing inequality has 

been linked to various societal, economic, and democratic deficiencies that are likely to affect 

well-being negatively. Finally, a shift towards indirect taxes may reduce the overall 

progressivity of the tax system, limit low and middle income households’ abilities to save and 

– consequently – further deepen wealth inequality or at least limit the tax system’s ability to 

redress it.  
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This leads to the following central research question: 

Could a shift in the tax mix from direct to indirect taxes affect the various dimensions of 

well-being, most notably in relation to wealth inequality? 

As wealth inequality is essentially an extension of income inequality – which is also a type of 

inequality of material living standards – the focus will also be on income inequality. The 

empirical model developed later in this thesis will focus on wealth inequality only. 

The accompanying research hypothesis is that increased reliance on indirect taxes – at the 

expense of direct taxes – is likely to increase wealth inequality, thereby potentially aggravating 

imperfections to which – increasing – inequality has been linked. This means that a shift to 

indirect taxes – although arguably desirable as an instrument for stimulating economic growth – 

may adversely affect (dimensions of) well-being.  
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 Research methodology and outline (Chapter 5) 

 Conceptual and empirical parts 

The central research question to be answered in this thesis has several subquestions that are 

divided over eleven chapters.  

Chapters 6 through 13 formulate various definitions and explain a variety of concepts relevant 

to the tax shift, well-being, economic inequality and their mutual relationship. Together they 

form the major, conceptual part of this research and lay the foundation for an exploratory 

empirical enquiry into the distributive effects of tax instrumentalism in general (Chapter 14) 

and the shift to indirect taxes in particular (Chapter 15). This rather modest empirical part is 

concluded by Chapter 16 that shows how a more equal taxation of income is taking root in tax 

policy practice. 

 Research limitations 

17.4.2.1 General 

This research requires several demarcations, limitations and – considering the research 

question – functional assumptions. These approaches mainly regard the tax mix, the empirical 

model, as well as the relationship between economic inequality and well-being. 

17.4.2.2 Limitations to the tax mix 

This research is limited to (the distributional consequences of) Dutch national taxes. The 

research is likewise limited to the growth objective pursued with the tax shift. Any coinciding 

goals, such as environmental policy objectives (“greening”), are beyond the scope of this 

research.  

In addition, this thesis considers the tax shift actually taking place and the taxes needed to 

realize this. They predominantly are the wage and income taxes (including national insurance 

contributions) and the Value Added Tax (VAT). Other Dutch national taxes are not included in 

the empirical model. 

This thesis thus involves real-world taxes, such as the VAT, and not the – hypothetical – 

progressive consumption or expenditure tax that is discussed in Chapter 3. More generally, 
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there are no dominant economic, social and/or fairness arguments to prefer such a consumption 

tax (plus a wealth tax) over an income tax based on the SHS-model. 

17.4.2.3 Limitations to the empirical model 

The empirical model developed in Chapter 15 assumes a largely static setting in which 

behavioral responses to the changing tax mix are assumed to be mainly absent. Only the savings 

of households change. The model is applied to the Netherlands. The situation of ten average 

households is assumed to be representative for all Dutch households.  

In the model, the tax shift is modelled across the board by a reduction of the wage and personal 

income tax paid (including national insurance contributions) and a corresponding, budgetary 

neutral increase of the VAT for all households. Due to limitations in the data, the model does 

not cover other Dutch direct and indirect national taxes and social security contributions. 

However, a qualitative analysis of the corporate income tax is provided. 

How, exactly, the tax shift is to be designed – be it by adjusting tax credits, tax brackets, tax 

exemptions or marginal tax rates – is left open in the model. The model thus hinges on changing 

revenues from wage and personal income tax (including national insurance contributions) on 

the one hand and VAT on the other hand. The data used are from 2010. At the time of 

developing the model this was the most recent year for which all required data were available. 

17.4.2.4 A descriptive, evaluative, and conceptual approach to well-being and inequality 

In this thesis, economic inequality is linked to all kinds of societal, economic, and democratic 

deficiencies. Although the literature referenced has merely determined correlations, and 

generally not causalities, it does offer several starting points for potential well-being-related 

trends, as well as insights that can be taken into account in the policy arena. 

This thesis further takes the distributions of income and wealth as they are. It thereby explicitly 

foregoes moral and popular perspectives on (in)equality. Instead, this thesis follows a 

descriptive and evaluative approach by identifying potential well-being-related trends changing 

distributions may entail. To this end, the influence exerted by the degree of inequality of 

material living standards on dimensions of well-being is examined at an objective, conceptual 

level. This means that neither any attempts are made to measure well-being, nor to assess and 

quantify it at an individual, subjective or macro level.  



17.  Summary, conclusions, and answer to the research question 

p. 597 

This research takes a descriptive and evaluative approach to inequality. The influence exerted 

by the degree of inequality of material living standards on dimensions of well-being is examined 

and analyzed by identifying the various advantages and disadvantages of economic inequality 

as described in literature. The key issue is the relationship between economic growth, economic 

inequality and well-being, viewed through the lens of the economic, societal, and democratic 

consequences of economic inequality as described in literature.  
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 Summary and main findings  

 General 

This section contains summaries of each of the eleven chapters that comprise the conceptual 

and empirical parts of this thesis. Important observations, conclusions and recommendations 

are presented in italics. 

 The conceptual part 

17.5.2.1 The dichotomy direct-indirect (Chapters 6 and 7) 

17.5.2.1.1 General 

Chapters 6 and 7 answer the following umbrella research question:  

To what ends or purposes are taxes classified as direct or indirect and in what manners can 

this distinction be interpreted? 

These chapters enquire into the history, nature, origin, meaning, uses and interpretations of 

direct and indirect taxes. They do so on the basis of a literature study and a practical case study. 

Together, these chapters establish the “why” and the “how” of the distinction direct-indirect.  

The analysis in these chapters paves the way for a working definition of both types of taxes that 

is developed in Chapter 8. This working definition cuts across this entire thesis. It is based on 

common and universally shared traits of taxes, so that it can (in principle) be applied to any tax 

worldwide. In this research it will only be applied to the Dutch national taxes. 

17.5.2.1.2 Direct and indirect taxes: why distinguish? (Chapter 6) 

Chapter 6 scrutinizes the “why” of the distinction direct-indirect. The research question reads 

as follows:  

Why are direct and indirect taxes distinguished in literature and in practice? 

The research question is examined from a comparative perspective. The analysis shows that in 

the international arena and under supranational legislation, the legal and political consequences 

of such a classification can be considerable.  

As a result, Chapter 6 quite generally concludes that direct and indirect taxes are catch-all 

terms that are used on various occasions and for different purposes. The terminology serves to 
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order and classify taxes in the light of a certain scheme, with a view to certain effects, with a 

certain purpose in mind or to demarcate sovereignty.  

17.5.2.1.3 Direct and indirect taxes: how to distinguish? (Chapter 7) 

Next, Chapter 7 looks into the “how” of the distinction direct-indirect. It answers the question:  

How are direct and indirect taxes distinguished in literature and in practice?  

It is shown that, broadly speaking, taxes are classified as direct or indirect on the basis of legal, 

administrative and economic criteria. These classification methods are tested for their 

practicability, consistency and universality to see if they can serve as an all-encompassing 

working definition of direct and indirect taxes. This working definition should in principle fit 

any tax whatsoever.  

To this end, the following criteria are applied. First, the definition should be clear from 

country-specific factors. Second, it should not allow for arbitrariness or discretion. Third, it 

should exist regardless of who pays the tax. In other words, the definition should be based on 

objectively observable, measurable elements and traits commonly shared across all taxes and 

tax systems. 

However, none of the legal, administrative and economic classifications reviewed in this 

chapter meet these criteria. None of them are found fit for universal and all-encompassing tax 

classification.  

This leads to the conclusion that there is no such thing as the distinction between direct and 

indirect taxes. Instead there are various classification methods conceivable, the practical 

applicability of which varies. 

It is subsequently argued that an approach based on ability to pay bypasses the various 

difficulties posed by the aforementioned classifications. This universal approach is based on 

the way taxes impinge on the one tax source (Steuerquelle) from which all taxes are ultimately 

paid: (accumulated) income. It hinges on objectively measurable quantities and objectively 

observable tax bases, bases of assessment and taxable events. As a result, this 

ability-to-pay-based approach is neither country- nor jurisdiction-bound and should cover 

virtually any tax. This makes it a suitable basis for tax classification. 
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Classified accordingly, taxes that directly affect the Steuerquelle ((accumulated) income) are 

direct. They include in their tax base and/or basis of assessment income and/or wealth. This 

makes taxes on income and wealth direct. Indirect taxes, on the other hand, only indirectly or 

mediately impact the Steuerquelle. They follow the appropriation or spending of (accumulated) 

income or, at least, the spending of money. Expenditures make up their tax base or basis of 

assessment. 

17.5.2.2 Towards a working definition of direct and indirect taxes (Chapter 8) 

The ability-to-pay-based approach seems fit for universal tax classification. However, a tax 

classification method is not yet a definition. It must be molded into one. Chapter 8 therefore 

answers the following research question:  

How can direct and indirect taxes be defined in light of this thesis’ central research question? 

The definition incorporates both the ability-to-pay based approach and the role taxes play in the 

creation of inequalities of wealth.  

The analysis performed amounts to the following definition of direct taxes: 

Taxes that, by their nature, can limit the accumulation of wealth and/or mitigate or even 

remove inequalities of wealth by including income and/or wealth or one or more constituents 

of either one (i.e. certain assets or liabilities) in their tax base and/or basis of assessment.  

Direct taxes are thus taxes on income, wealth, or on constituents thereof. Direct taxes are 

independent of the use of this income or wealth: they are triggered by the creation of income 

or by a certain condition of the possession or the holding of (a certain amount of) wealth or 

(a certain type of) assets or liabilities, which can all constitute a taxable event. 

The definition is about the impact of taxes on income and wealth. In this regard, income is the 

periodic accrual of new, real purchasing or paying power – so corrected for inflation. Literature 

also dubs this concept of income the comprehensive or foundation concept of income. Wealth 

is understood to mean the balance of a person’s assets and liabilities at a certain moment in 

time. These definitions of income and wealth disregard any country-specific features or 

elements and can also be applied universally.  

Direct taxes disregard the use of income or wealth: the taxable event is the creation of income 

or a certain condition of the possession or the holding of wealth, assets or liabilities. Direct 

taxes strike primary manifestations or sources of ability to pay. Examples include the wage tax, 

the income taxes, the landlord levy and the bank tax. Such taxes have the ability to limit or 

redress inequalities of income and wealth. 



17.  Summary, conclusions, and answer to the research question 

p. 601 

Next, the following definition of indirect taxes is developed: 

Taxes that, by their very nature, leave wealth and its accrual or creation (i.e. income) 

untouched by including in their tax base or basis of assessment consumption or consumer 

expenditure.  

Indirect taxes are thus taxes on consumption or the appropriation of ability to pay. Often, a 

transaction or registration element that as such gives rise to taxation and constitutes the 

taxable event can be identified with indirect taxes. 

Indirect taxes are also defined as taxes on consumption. They cannot be viewed separately from 

the use of income and wealth. Since an indirect tax is not levied until funds are used for 

consumer purposes, wealth, assets and income as such continue to be tax-free. This applies, for 

instance, to VAT, real estate transfer tax and excise duties. The fact that tax is not levied until 

funds are spent essentially leaves wealth, property and income untaxed, facilitates tax-free 

accumulation. Furthermore – later chapters will show – that this may cause low-income 

households to incur debts. Moreover, and in extremis, full and exclusive reliance on indirect 

taxes would allow capital to accumulate freely and enable people to avoid tax by postponing 

expenditures. This could skew or unbalance the distribution of wealth. Direct taxes, on the other 

hand, are better suited to put a brake on the growth of inequalities of income and wealth. 

17.5.2.3 An anatomy of the tax mix (Chapter 9) 

Chapter 9 paints a picture of the Dutch national tax mix. It classifies the Dutch national taxes 

in light of the working definition developed earlier. The research question is: 

How does the Dutch national tax mix break down into direct and indirect taxes in light of 

the working definition applied in this thesis?  

On the basis of the working definition and the analysis performed the following taxes are 

deemed direct: 

- Wage and personal income tax 

- Social security contributions 

- Corporate income tax 

- Motor vehicle tax 

- Dividend tax 

- Capital taxes (a.o. inheritance and gift taxes) 

- Lottery tax, tax on games of chance 

- Bank levy 

- Landlord levy 

- Other levies on wages (final levies) 

- Tax on stocks of petroleum products 
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Excluding social security contributions, direct taxes accounted for approximately 51 to 54 

percent of the Dutch national tax revenues over the years 2010–2015. If social security 

contributions are included, the share of direct taxes approximates 70 to 72 percent over those 

years. 

Indirect taxes are taxes on consumption. With that in mind, the following Dutch national taxes 

are considered indirect: 

- Value added tax 

- Excise taxes 

- Environmental consumer taxes 

- Environmental taxes 

- Tax on passenger cars and motor vehicles 

- Real estate transfer tax 

- Insurance tax 

- Consumer tax on non-alcoholic beverages 

Indirect taxes accounted for the remaining 49 to 46 percent (excluding social security 

contributions) during the years 2010-2015. Their share drops to roughly 30 percent if social 

security contributions are included.  

Under the working definition the (progressive) consumption or expenditure tax discussed in 

Chapter 3 would be an indirect tax: its tax base would consist of consumptive expenditures and 

the taxable event would be incurring or having incurred consumption expenditures.  

Direct and indirect taxes’ diverging impacts on the Steuerquelle ((accumulated) income) 

illustrate that an examination of the burdens of direct and indirect taxes is feasible. Chapter 10 

sets the stage for such and examination. 

17.5.2.4 On the tax burden (Chapter 10) 

A shift from direct to indirect taxes may change the distribution of the tax burden and impact 

on abilities to accumulate. This chapter’s research question therefore reads:  

How are the burdens of direct and indirect Dutch national taxes distributed in relation to 

gross household income? 

By answering this question it is possible to formulate verifiable hypotheses about the impact of 

a tax shift on the distribution of the tax burden.  
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The tax burden can be progressive (graduated upward), regressive (graduated downward) or 

proportional – expressing a mathematical relation between the amount of a tax and the amount 

of the thing taxed (or any other denominator). In this thesis the adjectives progressive, 

regressive and proportional denote the development of the average effective tax rate, and not 

of the statutory tax rate – unless explicitly stated otherwise. As all taxes are ultimately paid 

from (accumulated) income, the tax burden is thereby expressed as a percentage of gross 

household income. The household perspective is taken because of limitations in the data.1574 

The actual incidence, or the question who ultimately bears a tax, is thereby ignored because it 

depends on various market conditions, making it a subject of great uncertainty. Instead, the 

taxes paid by households are compared to gross household income. 

The analyses of the tax burdens in this chapter involve the following indirect taxes: VAT, 

consumer tax on non-alcoholic beverages, excise taxes, environmental consumer taxes, and the 

insurance tax. Overall, these indirect taxes are found to be regressive when gross household 

income is used as denominator. Individually, the indirect taxes reviewed are also regressive in 

proportion to gross household income. However, the pattern between deciles can fluctuate.  

Since indirect taxes are closely linked to expenditures, it is shown that higher income 

households tend to spend a smaller part of their income than lower-income households. Hence, 

higher incomes have a lower propensity to consume. As a mirror image they save more – both 

absolutely and comparatively – than lower income households and have a higher propensity to 

save. This observation will play a pivotal role in modelling the impact a shift in the tax mix on 

the distribution of wealth in Chapter 15. 

Of direct taxes, the available data only allow for a quantitative analysis of the personal income 

tax and national insurance contributions. The personal income tax is progressive in proportion 

to gross household income. Roughly the same can be said about national insurance 

contributions, which, on balance, are also progressive or proportional for most parts of the 

income distribution. Only when moving from decile 8 to 10 their burden appears to be 

regressive. This is due to a cap in the income on which national insurance contributions are 

levied. 

                                                 

1574  Following Statistics Netherlands a household is defined as a collection of one or more people sharing the 

same living space, who provide their own everyday needs in a private, non-commercial way. 
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The available data do not yet link the corporate income tax to individual shareholders. As a 

consequence, their burdens cannot be analyzed quantitatively. However, a qualitative analysis 

of the Dutch corporate income tax shows that this tax is likely borne by both employees 

(30%-60%) and the owners of capital (40%-70%). Households in the top decile of the Dutch 

income distribution own about 65% of all share capital in the Netherlands. As far as the 

corporate income tax’ incidence is on the owners of capital, it is therefore predominantly borne 

by those households. This implies that a reduction of the corporate income tax would benefit 

these households the most in absolute and relative terms.  

The chapter concludes that the observed regressivity of indirect taxes and the progressivity of 

the personal income tax are not sufficient to confirm or reject the research hypothesis that a 

shift to indirect taxes would likely further skew the distribution of wealth. This has to be 

established empirically (Chapter 15). But first, the concepts of well-being, tax instrumentalism 

and economic inequality are studied from a theoretical perspective in the conceptual part’s 

remaining chapters.  

17.5.2.5 Well-being, taxation, and tax principles: a normative synthesis (Chapter 11)  

The tax shift to indirect taxes is primarily aimed at boosting economic growth in terms of 

aggregate and per capita GDP. However, the pursuit of economic growth through an 

economically less-distortionary tax system could come at the cost of increased economic 

inequality. This conjecture justifies the question how economic growth and economic 

inequality relate to well-being from a tax perspective. Before addressing this relation, the 

concept of well-being and its link to economic growth and taxation must first be established. 

To this end two research questions are scrutinized in Chapter 11: 

What is well-being and how do economic growth and traditional indicators thereof relate to 

it? 

And 

What is the importance of the ability-to-pay principle for well-being? 

Traditionally, money measures like GDP have been used as standards for the economic and 

even the general well-being of people. However, there are various gaps between the 

information included in GDP and that which is not included but does matter for people’s 

well-being. This chapter highlights five such gaps: 
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1. GDP is a monetary measure. It is preoccupied with market prices and market 

transactions. It ignores the fact that many people take up unpaid activities that are still 

productive and provide social value. Even if market prices are available, there can be a 

mismatch between the social value activities generate and the way they are 

compensated; 

2. GDP is amoral. It is solely concerned with markets and output per se. As a consequence, 

GDP can give a false impression of country’s success and progress in other areas; 

3. GDP suffers from myopia. It has no sustainability factors, ignores negative externalities 

and does not “go green”; 

4. GDP is only concerned with economic welfare (material living standards). As a 

consequence, GDP reduces well-being to economic, material aspects only.  

5. GDP indicates the income of the average individual. It does not reveal inequality 

concerns. 

The above illustrates that to use GDP as a metric for well-being is to incorrectly assume that 

the multidimensional notion of well-being – that has both material and immaterial dimensions – 

can be captured in a single economic statistic. Conflating GDP and well-being may therefore 

seriously misrepresent how well-off people actually are and entail wrong policy decisions. As 

a result, the relation between GDP and well-being can only be a partial one. 

In order to broaden the analytical scope and capture the well-being of current and future 

generations in all its variety by going “beyond GDP” and looking “beyond the market”, 

“beyond the average” and “beyond the here and now”, traditional measures of market activity 

should therefore be complemented with statistical measures that focus on people’s well-being 

and that capture sustainability.  

Well-being is a philosophical notion used to describe what is instrumentally good for people. 

It provides an indication of how well life is going for someone. It is primarily about the quality 

and evaluation of people’s lives.  

Well-being is multidimensional. A main distinction is made between two domains of 

well-being, namely material living standards on the one hand and quality of life on the other. 

Both domains cover eight interconnected key dimensions of well-being that are commonly 

shared across countries and constituencies. Therefore, this concept of well-being is universal 

and can in principle be applied anywhere. The key dimensions are the following:  

1. Material living standards (income, consumption and wealth) 

2. Health 

3. Education 

4. Personal activities including work 

5. Political voice and governance 

6. Social connections and relationships 
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7. Environment (present and future conditions) 

8. Insecurity, of an economic as well as a physical nature 

In addition to these dimensions, the satisfaction of tastes for and notions of fairness matters for 

well-being. And as taxes also matter for well-being, so does a fair distribution of the tax burden 

among all taxpayers. 

The overall impact of policy measures on well-being’s dimensions should in principle be 

assessed comprehensively by considering all dimensions simultaneously: linkages and 

correlations between dimensions should be identified and be taken into account.  

In this thesis, such linkages – or well-being-related trends – are analyzed from the dimension 

most circumscribed by taxation: material living standards. This is done by focusing on the 

impact that taxation and the distribution of the tax burden have on economic inequality (i.e. the 

distribution of material living standards) and by establishing the relationship between an 

unequal distribution (economic inequality) and a range inequality-related societal, economic, 

and democratic deficiencies described in literature. 

For the tax shift this means that – apart from economic growth – its impact on the distributions 

of income and wealth should also be considered. This justifies a closer look at tax distribution 

principles and the role of the tax system, more specifically that of the distribution of the tax 

burden, in relation to well-being and economic inequality (at a conceptual level). For this 

reason, the remainder of Chapter 11 takes a normative perspective and scrutinizes the meaning 

and importance of tax distribution principles for well-being.  

In this part of the chapter it is argued that the most dominant, practical and frequently invoked 

tax distribution principle is the ability-to-pay principle. This principle maps out a route to 

distributive justice in taxation by prescribing an equitable sharing of the tax burden in 

accordance with taxpayer comprehensive income. It essentially dictates the equal tax treatment 

of all increases in a person’s economic power (income) over a given period. The principle of 

equality demands this norm apply equally, so to all taxpayers. In fiscalibus the ability-to-pay 

principle and comprehensive income reflect what is normatively labelled the architecture of 

distributive justice. Tax systems should ideally mimic this architecture as closely as possible 

and tax all income equally.  

The term Gleichbelastung (equal taxation) is used to describe situations where the distributive 

norm (ability to pay) applies consistently and equally to all taxpayers so that they are taxed in 
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accordance with their respective abilities. Gleichbelastung thus demands that all taxpayers be 

treated equally in the same material circumstances. Along the same lines, those in unequal 

material circumstances should be treated differently to the degree of inequality. In this thesis, 

Gleichbelastung provides a benchmark for the equal treatment of taxpayers.  

As taxation, fairness and equity all matter for well-being, so do ability to pay and 

Gleichbelastung. Taxation in accordance with the ability-to-pay principle – and the equal, 

uniform taxation of income – should therefore also be part of the multidimensional notion of 

well-being. However, such is not to say that income should be the single source of tax revenue 

for governments to rely on, nor that taxes on consumption should be dismissed altogether. 

The reader is subsequently reminded that the ability-to-pay principle is not absolute. First, its 

meaning is relative because it cannot be proved scientifically. But it does boast an empirical 

basis in (constitutional and treaty) law, legislative history, regulations and in the taxpayers’ 

sense of distributive justice. Second, a broader framework of other – legal and non-legal 

(e.g., economic) – principles, democratic deliberation and political compromises require that 

the principle be weighed and balanced against other interests. As a result, sound tax law does 

not, cannot and should not fully reflect the ability-to-pay principle.  

Instrumental, non-tax reasons may require the ability-to-pay principle to yield to economic 

values and principles and allow for an unequal tax treatment of materially equal taxpayers in 

order to maximize well-being. The shift from direct to indirect taxes is another example of such 

tax instrumentalism: it too has a purpose other than raising revenue only. It should nevertheless 

be borne in mind that the unequal taxation of equal cases cannot be without consequences for 

the distributions of wealth and income (i.e. an unequal distribution of material living standards). 

Such unequal distributions have in their turn been linked to a raft of societal, economic, and 

democratic dysfunctionalities that may affect various dimensions of well-being. It is therefore 

recommended that tax policymakers and the legislature adhere to the ability-to-pay principle 

and comprehensively assess the impact of tax policy on all dimensions of well-being. 

The question then becomes when instrumentalism and unequal taxation can be consistent with 

the multidimensional pursuit of well-being. That question is addressed in Chapter 12.  
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17.5.2.6  Tax instrumentalism and well-being: a theoretical perspective (Chapter 12) 

Tax instrumentalism is defined as the deliberate use of tax law as a policy instrument to pursue 

social, economic and other policy goals – so goals other than or beyond the revenue goal of 

taxation (non-tax goals). Its two main goals are redistribution and regulation. Quite often 

instrumentalism and tax expenditures go hand in hand. In an income tax regime, tax 

expenditures constitute deviations from the ability-to-pay benchmark (or normal tax structure) 

by allowing certain kinds of income to be taxed preferentially or to go untaxed altogether. Tax 

expenditures narrow the tax base, provide for exemptions and/or reduced tax rates and are at 

odds with Gleichbelastung. In this way they can add to economic inequality.  

The tax shift is primarily driven by non-tax, pro-growth and employment motives. This makes 

the shift instrumental in origin. There is also another, second and indirect instrumental 

dimension to the shift from direct to indirect taxes, namely as a means to preserve various tax 

expenditures – mostly in income and other direct taxes – already in place. Hence, the shift’s 

instrumental character is twofold. 

Chapter 12 focuses on the latter, indirect instrumental dimension of the tax shift by studying 

the concepts of tax instrumentalism and tax expenditures in light of the ability-to-pay principle 

and the multidimensional notion of well-being. It does so on the basis of a literature study. Two 

related sub research questions are addressed.  

First, the chapter establishes a rationale for tax instrumentalism in light of the government’s 

pursuit of well-being. The corresponding subquestion is: 

How does tax instrumentalism relate to the government’s pursuit of well-being? 

The second aim of this chapter is to determine under what conditions deviations from the 

ability-to-pay benchmark for instrumental reasons can be justified. Such departures are 

frequently motivated by economic reasons and require extra attention. The relevant subquestion 

reads:  

Under what conditions can instrumental deviations from the ability-to-pay benchmark and 

the comprehensive income concept be justified in light of the multidimensional notion of 

well-being? 

The chapter shows that the pursuit of non-tax goals through the tax system is a corollary of the 

State’s mission to promote the well-being of its citizens. Instrumental tax policy is therefore an 

integral part of the State’s raison d’être. If instrumental tax measures further well-being (which 
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also includes welfare or material living standards), there is no fundamental objection to using 

the tax system to such ends. The tax system can thus be a tool of the State’s economic policy in 

so far as it stimulates, that is to say increases, the well-being of its citizens. This stands to 

reason, because the economy and material living standards are building blocks of the 

multidimensional notion of well-being. 

It is subsequently noted that instrumental measures, especially tax expenditures, can reinforce 

unequal taxation and contribute to economic inequality. Instrumental inequality can only be 

justified if a careful assessment shows that such a departure from the prevailing tax structure 

clearly, convincingly and tangibly benefit(s) the well-being of all individuals in society. This 

means that distribution counts. Increases in quantitative dimensions of well-being (material 

living standards, GDP) cannot simply replace its qualitative elements, such as equal treatment. 

An instrumental measure must therefore not only be demonstrably effective, it must also yield 

added value that overcompensates for an infringement of the distribution principles and the 

unbalanced distribution of material living standards that ensues – ex ante, hic et nunc and ex 

post. In all instances, the burden of proof is with the government. 

On a more practical note this chapter shows that tax instrumentalism and tax expenditures are 

widespread and have as such gained general acceptance. However, more often than not, their 

effectiveness is lacking or cannot be established at all. On top of that, the predominantly 

economic reasons often stated in support of such measures tend to lack substance. This leads to 

the conclusion that the instrument of taxation is frequently deployed – even if there is no reason 

to do so – and ineffectively at that. This costly practice appears to have assumed epidemic 

proportions. 

For example, the positive impact of fiscal devaluation has been shown to be limited at best. It 

is not inconceivable that distributive and other effects are simply ignored and that the tax shift 

is pulled along in the slipstream of economic mantras that all too easily negotiate parliamentary 

review. It is therefore recommended that all pros and cons of instrumental measures be 

balanced, weighed and taken into consideration. 

From a tax and revenue perspective, the shift to indirect taxes may further obfuscate a widely 

accepted necessity to thin out the deep and dark woods of tax expenditures omnipresent in many 

tax systems worldwide. From a distributive perspective this is especially pressing because 

instrumentalism and tax expenditures reinforce unequal taxation and – ultimately – an unequal 
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distribution of material living standards that can spill over to other dimensions of well-being. 

Chapter 13 is about those spillovers.  

17.5.2.7 Economic inequality and well-being: an instrumental perspective (Chapter 13) 

17.5.2.7.1 General 

Economic inequality regards the distribution of material living standards. It is not a separate 

dimension of well-being. In turn, the impact of economic inequality can extend beyond the 

dimension material living standards by spilling over to other dimensions. In this chapter such 

spillovers (well-being-related trends) are identified on the basis of a literature study of the pros 

and cons of (increasing) economic inequality. 

The following research questions are addressed:  

What are the economic, societal, and democratic consequences of - increasing - economic 

inequality that have been identified in literature and how can they affect well-being at the 

conceptual level? 

And 

What are the main causes of – increasing – economic inequality that have been cited in 

literature? 

The thing to keep in mind here is the scope of inequality. The literature referred to in this chapter 

does not discuss comparatively small differences in income and wealth insofar as they reflect 

differences in commitment, effort, and saving and consumption behavior. Literature is more 

inclined to focus on extensive, dynastic wealth inequalities and yawning wage gaps between 

deciles of the income distribution (excessive inequality). The well-being-related trends are 

identified on the basis of predominantly American literature.  

17.5.2.7.2 Arguments in support of economic inequality 

The literature study shows that the arguments in support of economic inequality are 

traditionally economic in nature. They emphasize how inequality is instrumental to economic 

activity and a prerequisite to the creation of value. From these economic viewpoints, taxes, and 

especially progression and progressive tax rates, are depressants for growth. Reason being they 

obstruct efficiency and productivity, discourage risk taking and dampen personal savings. The 

arguments are roughly threefold. 
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First is the so-called Kuznets hypothesis according to which increasing economic inequality is 

merely a temporal phenomenon during transition from a rural to an industrial economy; it will 

be reversed when a certain stage of development is reached.  

Second are the equity-efficiency trade-off and adjacent trickle-down justifications. On these 

views, differences in earnings are perceived as rewards for merit and can be considered as a 

motivator: inequality of earnings signals that those willing to work hard and put in additional 

effort may one day reap the fruits of their labor. These benefits are believed to subsequently 

trickle down to the rest of the population. 

Third are investment-indivisibilities. The theory goes that when well-functioning capital 

markets are absent, wealth must be sufficiently concentrated in order to cover the large sunk 

costs of initiating new industrial activities.  

Each of these arguments is critically analyzed and various shortcomings and flaws to these 

trains of thought are identified.  

The chapter then proceeds to identify the well-being-related trends involved. At the conceptual 

level the three pro-inequality arguments mainly regard the dimension material living standards, 

economic growth, a larger GDP, more jobs, a rising national income and higher standards of 

living. From this perspective economic inequality can positively affect well-being, at least the 

dimension material living standards. In turn, rising material living standards can have 

non-pecuniary benefits too – especially at the individual level. It is concluded that the benefits 

of improvements to the dimension material living standards can be manifold and involve other 

dimensions of well-being, too. They are, however, primarily material in nature. 

17.5.2.7.3 Arguments against excessive economic inequality 

Nowadays, the (academic) support for the aforementioned pro-growth inequality view is no 

longer rock-solid. Contemporary socio-scientific literature links economic inequality to various 

societal, economic, and democratic imperfections, which may negatively affect the various – 

material and immaterial – dimensions of well-being. This literature justifies a more balanced 

view on economic inequality.  

From an economic perspective, the literature reviewed shows that economic inequality can slow 

down economic growth, implying a restraint on the growth of material living standards and a 

negative effect on this dimension. Other studies have found no evidence of adverse effects of 
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(high) taxes or redistribution on economic growth. Some studies even associate redistribution 

and a reduction of inequality with higher as well as more durable growth. Hence, this literature 

shows that (greater) equality and growth need not necessarily be rival objectives, but may in 

fact go hand in hand. This justifies the conclusion that greater equality may – under certain 

circumstances – be desirable for governments that pursue an economic growth agenda. 

Other research on the societal impact of inequality shows the correlation (and sometimes even 

causality!) of inequality with a multitude of societal dysfunctionalities that negatively affect 

well-being. Examples are the prevalence of mental illness, crime, a lack of equal opportunities, 

reduced educational performance and a lack of social cohesion. Dimensions involved and 

affected include health, education, social connections and relationships, personal activities 

including work and (economic and physical) insecurity.  

Remarkably, the pattern “more inequality, more societal imperfections” occurs regardless of 

a country’s absolute income levels. Instead, the distribution of income and individuals’ relative 

position on the income ladder appears to be decisive. The prevalence of the various 

dysfunctionalities has therefore been imputed to social status differentiation. Other 

inequality-related issues highlighted regard status competition, a positional arms race, and a 

decreased pluriformity of society. When inequality is transmitted across generations, these 

effects can culminate in “inequality traps” that perpetuate inequality. 

Literature also identifies how economic inequality can confer political power, undermine 

political independence, restrict the pluriformity of the media landscape and may even lead to 

political inequality. Such tendencies can be at odds with democratic accountability and fair 

government procedures. A clear link can be made with the dimension political voice and 

governance. What is more, when political power translates into economic and market power, 

the dimension material living standards is also touched. 

If viewed through the lens of the multidimensional concept of well-being, economic inequality 

may therefore also negatively affect a raft of economic, societal, and democratic aspects of life. 

Given the multidimensional notion of well-being studied in this thesis, such inequality-related 

imperfections might justify a limitation of wealth inequalities.  

The role taxes play in relation to inequality and well-being is also relevant to this thesis. Various 

scholars writing about potential solutions to mitigate inequality and combat its accompanying 

threats frequently invoke the tax system. On various occasions they also perceive a role for 
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phenomena such as progression, consumption taxes and a wealth tax. In addition, non-tax 

solutions such as investments in freely accessible education and other collective goods are 

noted. Clearly the strength of such solutions is embedded in the combination of different 

measures, tax and non-tax measures alike.  

However, before thinking about any (potential) solutions, the causes of economic inequality 

should be clear. That is why the final part of Chapter 13 analyzes these causes and shows that 

economic inequality is primarily a predistributive affair. This means that economic inequalities 

come about in the market, during primary income generation. So, prior to any taxes being 

imposed. The primary causes can be found in institutions, or changing institutions, outside the 

tax system.  

Literature considers economic inequality to be the consequence of a range of changing 

institutions, such as globalization, skill-biased technological change, deregulation, lacking 

education and high tuition fees, strict bankruptcy laws, part-time jobs and self-employment, the 

evolution of a winner-take-all society, a lack of adequate minimum wages, privatization and 

the weakening of trade unions. These causes suggest that to a certain degree economic 

inequality can be seen as not necessarily being inevitable.  

Other research lists transparency of CEO remunerations among the causes of (increasing) 

economic inequality. The inequality effect is also reinforced because most people choose their 

partner from similar socio-economic groups (assortative mating). Unemployment and poor 

social security should be taken into account, too. 

The tax system itself is one of the inequality-related institutional factors that has received little 

attention so far. If only of secondary influence, the tax system, too, is an ingredient in the 

inequality pie. Taxes may leave inequalities unaffected, remedy them or, alternatively, reinforce 

them. In this respect the chapters in the exploratory empirical part look at the distributional 

impact of instrumental tax measures in general (Chapter 14) and a shift in the tax mix from 

direct to indirect taxes in particular (Chapter 15). The exploratory empirical part also includes 

Chapter 16. That chapter discusses how the plans of various tax study committees and the Dutch 

Rutte III government can affect inequality. 

  



The Tax Tectonics 

p. 614 

 The empirical part 

17.5.3.1 Fertilizing the fields of inequality (Chapters 14 through 16) 

The exploratory empirical part of this thesis encompasses Chapters 14 through 16. These 

chapters explore two ways in which the tax system can reinforce predistributive inequalities. 

First, Chapter 14 shows how the unequal taxation of (income from) labor and capital as well 

as various tax privileges and tax expenditures that are typical for tax instrumentalism further 

skew the distributions of income and wealth. Second, the very basic model developed in 

Chapter 15 demonstrates that a shift from direct to indirect taxes can predominantly burden 

lower and middle-income households, limiting their opportunities to save. High-income 

households, on the other hand, can build more wealth. The model shows that on balance the tax 

shift can skew the distribution of wealth, reinforcing inequality. The empirical part is concluded 

with an analysis of the distributive aspects of the plans of tax study committees and the Dutch 

Rutte III government in Chapter 16. This analysis illustrates how the pursuit of more equal 

taxation is not just an academic ideal but also takes root in tax policy practice. 

17.5.3.2 Tax instrumentalism: a distribution analysis (Chapter 14) 

17.5.3.2.1 General 

Chapter 14 explores the distributive effects of instrumentalism and tax expenditures. They can 

involve both reduced tax rates and a narrowing (limitation) of the tax base. This chapter 

analyzes some real-world examples of both and shows that instrumentalism and tax 

expenditures disrupt an even distribution of the tax burden. This unequal taxation, in turn, 

contributes to economic inequality: it can violate both horizontal and vertical equity. The 

accompanying research question is as follows:  

How do instrumental deviations from the ability-to-pay norm affect the distribution of 

income and wealth? 

As far as (preferential) tax rates are concerned, the examples discussed in this chapter show 

how tax systems discriminate between the production factors labor (generally taxed at high, 

progressive rates) and capital (generally taxed at a relatively low, flat rate). Moreover, capital 

gains and entrepreneurial capital are given preferential treatment over other capital. Often, 

other tax rates on other taxpayers need to be increased in order to maintain budget neutrality 
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and pay for the tax advantages. On top of that, it creates room for tax arbitrage. In those ways, 

diverging tax rates can be economically distortionary. 

As capital tends to be concentrated among high income taxpayers, this dichotomous tax 

treatment of labor and capital tends to favor high income taxpayers over those with low and 

middle incomes. This limits the tax system’s redistributive powers, adding to economic 

inequality in two ways. First, it leaves the owners of capital with comparatively higher after-tax 

incomes than salaried workers. This enables them to build more wealth. Second, workers are 

left with relatively lower after-tax wages, limiting their abilities to save. This skews the 

distributions of income and wealth in favor of capital owners.  

Measures that narrow the tax base can likewise bestow advantages on select groups of 

taxpayers, such as entrepreneurs, high-wealth families and the owners of specific historic 

buildings, adding to economic inequality. Such privileges enable tax free transfers and/or 

accumulation of wealth. Over time such differences can cumulate.  

17.5.3.2.2 Lessons learned 

This chapter’s research question is answered as follows. The various instrumental tax measures 

discussed show that deviating from the ability-to-pay benchmark and taxing income unequally 

by narrowing the tax base and/or reducing rates increases the relative disparities of after-tax 

income and wealth in two ways: 

1. directly by easing the tax burden for qualifying taxpayers, and  

2. indirectly when and because the tax revenues thus foregone are recouped by increasing other 

taxes on other taxpayers, frequently workers.  

In addition, a second lesson states that the preferential treatment of certain forms of income 

over others may erode the progressivity and redistributive power of the tax system and create 

room for tax arbitrage between capital income and income from labor. In this way instrumental 

deviations from the ability-to-pay norm further skew the distribution of wealth.  

17.5.3.2.3 Twofold interaction 

In light of the above, the chapter concludes that the interaction of income taxes and economic 

inequality is thus twofold. On the one hand, a broad, comprehensive income tax base and taxes 
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on wealth can increase the redistributive powers of taxation and directly limit post-tax income 

and wealth differences and the rate of wealth accumulation. Uniform, high tax rates can have a 

similar effect. On the other hand, narrowing the tax base, cuts in the progressivity of income 

taxes, differential treatment of comprehensive income and reduced taxes on certain income, 

wealth and wealth transfers can contribute to a rise in wealth inequality in the long run and 

reinforce the impact of the share of top incomes.  

The empirical literature about tax shifts reviewed in this chapter shows that this also holds true 

for shifting the burden to indirect taxes – which is considered a special form of tax 

instrumentalism. Not only does the burden shift to the lower and middle incomes, but the 

progressivity and redistributive power of the tax system also erode. It makes the tax system 

more regressive (or less progressive) overall. In this way, the shift can increase economic 

inequality. The model developed in Chapter 15 investigates this effect for the Netherlands.  

It is therefore concluded that a broad tax base with sufficiently uniform rates can be a powerful 

tool to meaningfully redress or limit the growth of inequality. A differentiated VAT regime, on 

the other hand, has a regressive burden and in aggregate terms has the effect of mainly 

benefiting higher income households. It is therefore unsuited to pursue redistributive income 

policies.  

Modern economic literature does not categorically dictate the non-taxation or preferential 

treatment of income from capital. Optimal tax theory offers various arguments for taxing capital 

and capital income. Even so, under circumstances limiting the tax rate on capital income may 

be desirable. But that does not mean that capital income should go categorically untaxed, 

making the case for preferentially taxing capital income a little uneasy. There can, indeed, be 

good reasons for moving away from it.  

Other economic literature shows that taxing labor and capital more equally can be economically 

efficient because it reduces tax arbitrage and economic distortions. Hence the Mirrlees Review 

asserts that all forms of income, regardless of their source, must be taxed on the basis of the 

same the rate structure.  

Thus, the ideal of Gleichbelastung, uniform taxation of income, is steadily gaining a foothold 

in the prevailing economic theory. And this is where economics (efficiency!) and tax science 

(equity!) finally meet, opposing (instrumental) deviations from the ability-to-pay norm the 

utility and necessity of which is not convincingly shown.  
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That observation leads to the second chapter of the empirical part, taking a closer look at the 

distributional impact of a shift in the tax mix from direct to indirect taxes in the Netherlands. 

17.5.3.3 The distribution effects of a shift to indirect taxes: an empirical model 

(Chapter 15) 

17.5.3.3.1 General 

In Chapter 15 a simple model is developed to clarify the potential distributive consequences of 

a shift to indirect taxes in the Netherlands. The goal of the model is twofold. It first serves to 

clarify the influence of a tax shift on the possibilities of households to create wealth (save and 

invest, or accumulate). Secondly, on the back of this, the effects of the tax shift for the 

distribution of wealth are approximated. The research question examined through the model is: 

How could a shift in the tax mix from direct to indirect taxes affect Dutch households’ ability 

to accumulate and, ultimately, the distribution of household wealth in the Netherlands? 

It is emphasized that the model solely focusses on potential impacts and developments in the 

event of a shift in the tax mix. 

17.5.3.3.2 Model outcomes  

The research question referred to above is split into two questions. The first question reads as 

follows:  

How do the shifts in the tax mix modelled affect actual amounts saved by the ten average 

Dutch households? 

This question is answered as follows: 

In the model, a shift to indirect taxes tends to limit household savings for average households 

1 through 7. For households 8 through 10, such a shift leads to higher savings. On average 

the magnitude of the impact increases by the size of the shift and tends to grow over time. 

For household 7 the impact diminishes over time.  

The second question reads: 

What is the impact of the shifts to indirect taxes modelled on the overall distribution of 

wealth in the Netherlands? 

In this respect the following answer has been formulated: 
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In the model, and given the various assumptions made, overall, a shift to indirect taxes 

appears to reinforce the unbalanced growth in the distribution of wealth, thereby further 

skewing the distribution in favor of the top three deciles and at the expense of the other 

seven. 

Logically, the answers to both questions as formulated above now merge into a single answer 

to the main question:  

In the model, a shift to indirect taxes tends to limit household savings for average households 

1 through 7. For households 8 through 10, such a shift leads to higher savings. On average 

the magnitude of the impact increases by the size of the shift and tends to grow over time. 

For household 7 the impact diminishes over time. Given the various assumptions made, 

overall, a shift to indirect taxes appears to reinforce the unbalanced growth in the distribution 

of wealth in favor of the three top deciles and at the expense of the bottom seven, thereby 

further skewing the distribution of wealth. 

Two important observations follow from this chapter.  

First, it should be noted that the wealth share of the households in the deciles 1 through 6 already 

decreases if the status quo (or “current” tax mix, which includes various tax expenditures and 

unequal treatment of income) is maintained, while this increases in the deciles 7 to 10. This 

unbalance appears to be a creeping phenomenon that the current tax system fails to put a halt.  

Second, the model indicates that the tax shift increases the unbalance. On the one hand, it limits 

households 1 through 7’s savings and – ultimately – wealth shares. On the other hand, it boosts 

households 8 through 10’s savings and wealth shares. As a consequence, the distribution of 

wealth is skewed left – to the benefit of the higher income households. Both opposing effects 

appear to increase by the size of the shift and over time. Overall, however, they are limited to 

only a few percentage points. 

17.5.3.3.3 The model’s drivers and assumptions: lessons learned  

The model’s outcomes are driven by various factors and assumptions. Their impact on the 

model’s outcomes and the lessons for the implementation of the tax shift they teach us are 

analyzed in Chapter 15.5. This lesson can be summarized in one sentence:  

The design of the tax shift matters a great deal.  

This is why. The distributive impact of the tax shift hinges on households’ consumption and 

savings quotes. The low(er) and middle incomes – who have a high propensity to consume and 

a low propensity to save – lose out. The tax shift reduces their ability to accumulate. The 
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opposite applies to higher incomes, who have a comparatively high propensity to save and a 

lower propensity to consume. The result is a more skewed distribution of wealth. 

These distributive effects can be cushioned by tailoring the income tax reduction to the low(er) 

and middle incomes (e.g., through the bottom tax brackets). This group of taxpayers will benefit 

from a relatively large increase in disposable income to dampen the impact of a rise in VAT 

(and, hence, the distributive impact of the tax shift). Their higher propensity to consume will 

prompt these households to largely spend this additional income. This can have a positive 

economic effect, too. Another way to achieve this is through allowances and/or social security.  

From a distributive viewpoint, an income tax reduction for the higher incomes could have quite 

the opposite effect. Considering their high savings quotes, the additional disposable income will 

largely be saved instead of being spent. Moreover, low incomes cannot benefit from lower top 

rates in the income tax, whereas high incomes do benefit from reductions of the bottom rates. 

Differences in labor supply elasticity are relevant as well. The labor supply of highly educated 

individuals is much less affected by changes in income than that of lower educated individuals. 

If the level of education were also an indicator of income, an income tax reduction aimed 

specifically at the lower income groups could thus also raise labor force participation in this 

group (unlike with higher educated people). That might have a downward effect on public 

expenditures and an upward effect on tax revenues. Looking at women and men, the former 

react more strongly to changes in income, too. This especially applies to the decision to enter 

the labor market. 

This chapter also discusses the differentiated VAT rate structure. Proportionally, high 

VAT rates place a heavy burden on low(er) incomes. Still, reduced VAT rates have turned out 

to be ineffective tools for shielding these groups, because in absolute terms reduced rates are 

most beneficial to the high(er) incomes. Adding to this, the VAT is a general tax on 

consumption that is levied without respect to taxpayers’ personal circumstances. As a 

consequence, personalized income support is impossible. That said, the income tax and social 

security transfers can be tailored to individual taxpayers, making these better suited to address 

distributive issues. 

The model is limited to the income tax, national insurance contributions, and the VAT. In 

reality, the shift may also likely involve a reduction of the corporate income tax. After all, this 

tax is considered most detrimental to economic growth. To the extent the corporate income tax 
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is borne by individual shareholders, its reduction likely benefits the high-income individuals 

among who shareholdings are concentrated by increasing their net returns on investment. A 

reduction of the corporate income tax would therefore likely further skew the distribution of 

wealth left.  

An analysis of the interest rate used in the model shows that when this rate drops, the 

distribution of wealth grows less unequal. This reflects the importance of income from wealth 

for high-income households. 

17.5.3.3.4 Towards an integrated assessment of economic and tax policy 

Chapter 15 concludes with important recommendations for economic and tax policy. It begins 

by noting that on its own, the impact of a shift in the tax mix on wealth accumulation may 

appear comparatively small.  

However, as discussed in Chapter 13, economic inequality is primarily a predistributive matter. 

Tax systems can subsequently mitigate these outcomes (redistribution), leave them untouched, 

or further increase differences. 

The model and Chapter 14 have shown that the tax system in its current form already 

contributes to unbalanced growth in the distribution of wealth – through various instrumental 

tax measures, tax expenditures, and the “current” tax mix. A shift to indirect taxes further 

exacerbates these differences. 

This means that, just like various other instrumental measures and tax expenditures, the tax 

shift, too, fits a broader framework of policy measures focused on economic growth and GDP, 

which each – unintentionally and possibly unforeseen as well – create more wealth inequality. 

On their own, such policy measures may be very justifiable. Their distributive impact may 

indeed be limited. However, their combined impact on the distribution of material living 

standards may be far-reaching. It is therefore recommended not to regard tax and non-tax policy 

measures as isolated events but to consider them in combination with each other. Tax measures 

should therefore be considered against the backdrop of a wider range of economic policy 

measures, bearing in mind that the current tax mix and tax system already increase 

predistributive inequalities.  

This means that a further shift in the tax mix would then solely be justified if it would boost 

well-being to such extent that the well-being-related impact of the unbalanced growth in the 
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distribution of wealth is both compensated and annulled by the economic benefits (if any) 

realized by the tax shift. When this may occur is discussed in Chapter 12.  

The above plea for an integral assessment of tax policy and tax measures sets the stage for a 

practical analysis of the plans of various tax study committees in light of Gleichbelastung. That 

is the topic of Chapter 16. It aggregates the theoretical and empirical topics discussed in this 

thesis by analyzing the distributive effects of those plans. That chapter concludes the individual 

substantive stages of this research by linking theory and practice.  

17.5.3.4 Building bridges between theory and practice (Chapter 16) 

Chapter 16 analyzes a number of capita selecta from the proposals for tax reform championed 

by the Dutch Van Weeghel and Van Dijkhuizen committees. These committees studied the 

Dutch tax system and drafted proposals to make it more economically efficient, growth and 

employment-friendly and to reduce ineffective social security expenditures and the throwing 

around of tax and social transfer money. On the whole, though, economic motives primarily 

underpin the committees’ reports. Some of these proposals have inspired the governmental 

coalition agreement of the Rutte III government, which is also briefly discussed. The research 

question was: 

How do the reform proposals of the Van Weeghel and Van Dijkhuizen committees as well as 

the Rutte III government affect the distribution of material living standards in the 

Netherlands in the light of Gleichbelastung? 

The analysis of the reports and Rutte III coalition agreement illustrates how Gleichbelastung is 

more than just a theoretical ideal. It is also gaining a foothold in tax policy practice. Both 

committees propose to systematize the income tax by broadening the tax base and limiting tax 

expenditures, especially those aimed at entrepreneurs. In this way, income from various sources 

is taxed more evenly and equally. At the same time, the VAT is increased and made more 

uniform, further moving towards indirect taxes. The combination of base broadening and a shift 

to indirect taxes yields the funds required to lower the personal and corporate income taxes.  
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 Connecting the dots: conclusions and recommendations 

 The research question answered 

This doctoral thesis considers the shift in the tax mix from direct to indirect taxes in the light of 

a multidimensional notion of well-being. Particular attention is paid to its distributive aspects 

and the well-being-related trends they can be linked to. In this respect, well-being has been 

studied at an objective, conceptual level. The central research question has been formulated as 

follows:  

Could a shift in the tax mix from direct to indirect taxes affect the various dimensions of 

well-being, most notably in relation to wealth inequality? 

The answer to this question is affirmative: a tax shift from direct to indirect taxes can indeed 

affect well-being and its various dimensions through increasing economic inequality. This 

likewise applies to other instrumental measures and tax expenditures that result in an unequal 

treatment of income.  

On the one hand, the tax shift primarily focuses on promoting economic growth, GDP and 

employment. Considering their poor empirical basis, the growth effects of the tax shift are 

doubtful. Should it (nevertheless) result in material standards of living and employment being 

raised, in first instance this can positively influence the dimension material living standards 

(income, wealth, consumption). 

The dimension material living standards can trigger positive spillovers to more immaterial 

dimensions of well-being. Apart from improving the socioeconomic situation, higher living 

standards can improve access to health care and education, enhancing the dimensions health 

and education. On top of that, higher living standards can improve opportunities to engage in 

personal activities and lead to more social connections. After all, participating in society costs 

money. The benefits, though, continue to have a mainly material nature. 

On the other hand, this doctoral thesis has shown that, beyond some point, absolute living 

standards are of less importance than how they are distributed. Distribution counts. Both the tax 

shift and tax expenditures reinforce predistributive income and wealth inequalities. They fuel 

an imbalanced distribution of wealth and increase economic inequality. They are an extension 

of each other. 
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If viewed through the lens of the multidimensional concept of well-being, greater economic 

inequality may negatively affect a raft of economic, societal, and democratic aspects of life. 

Reduced economic growth can, for instance, negatively affect the dimension material living 

standards. Furthermore, the various societal and democratic dysfunctionalities discussed can 

harm the dimensions health, education, personal activities including work, political voice and 

governance as well as social connections and relationships. On top of that, when political power 

translates into economic and market power, the dimension material living standards can also be 

harmed. 

The ultimate effect on well-being depends on the question which positive or negative effects 

dominate. But no matter the outcome of this measuring and weighting, tax policy aimed at 

economic growth can clearly bring about various trends across the range of increasing economic 

inequality that are adverse to well-being. This means that there can be valid reasons to combat 

extreme inequalities.  

 Recommendation: systemize the income tax first 

The current tax system, and the income tax in particular, already contributes to increasing 

economic inequality. It is imbued with instrumental measures and tax expenditures. Tax 

expenditures are synonymous to unequal treatment of capital and entrepreneurial income 

vis-à-vis labor income. Unequal treatment is an expensive affair: the revenue loss is 

considerable and prompts imposition of (yet) higher rates on labor income. High(er) rates are 

economically distortionary. What is more, differences in rates enable arbitration. This, too, can 

be economically counter-productive. 

This unequal treatment is usually beneficial to higher incomes. It enables them to accumulate 

more wealth. Unlike with low and middle incomes, where high rates on labor income are an 

impediment to accumulation of wealth. This is how the current tax system already contributes 

to a skewed distribution of wealth. 

This doctoral thesis has shown that a tax shift to indirect taxes brings about similar effects. It 

similarly encourages accumulation of wealth by higher incomes. The exact opposite goes for 

low and middle incomes: they can save less. In this way the tax shift accelerates the imbalance 

in the distribution of wealth. As a result, tax expenditures and the tax shift are extensions of 

each other. As far as the distributive impact is concerned, they can reinforce each other.  
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The adding to wealth inequalities is not the only similarity. The economic effects they are both 

professed to have are just as doubtful. Often they are not realized – or at a high cost. 

This raises the question whether valid reasons exist to have tax expenditures and the tax shift 

co-exist at all. After all, this bolsters and reinforces the tax conditions that boost inequality.  

First systematizing the income tax, though, and providing for a more balanced, uniform 

taxation of income, reduces the impact on economic inequalities. The income tax is better suited 

to check the growth of inequality than the regressive indirect taxes. It would also create the 

budgetary leeway to restrict the shift to indirect taxes: the need for additional tax revenues 

becomes less pressing. Moreover, a more equal treatment of income leads to a more robust, 

more solid and economically less distortionary – and thus more efficient – tax system.  

This is why it is recommended to first clear the income tax from unjustified infringements of 

Gleichbelastung instead of maintaining the status quo and going for indirect taxes. Both the 

utility, the need, and the effectiveness of instrumental measures should therefore be 

substantiated and supported by figures, ex ante, hic et nunc, and ex post. This provides an 

argument in favor of continuous evaluation of existing regulations, and advance testing of 

potential new measures. Instrumental measures should not only be demonstrably effective, they 

should also yield added value that overcompensates for infringements of the ability-to-pay 

principle and the ensuing unbalanced distribution of material living standards. 

 Recommendation: consider the system as a whole 

There are different ways in which the tax system can reinforce predistributive inequalities. 

Separate tax regulations can interact as well. Isolated measures may seem to be acceptable, but 

in the entire scheme of things they need not be. Tax measures should therefore be considered 

against the backdrop of a wider range of economic policy measures, bearing in mind that the 

current tax mix and tax system already increase predistributive inequalities. This broad view 

of the playing field provides a full picture of how government policy influences the distribution 

of material living standards. 

 Recommendation: an integral assessment of proposals for reform 

What applies to the system as such, equally applies to tax reform and policy proposals. They, 

too, should be subject to a full and systematic assessment as regards their distributive impact. 
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It means mapping out how and to what extent measures reducing and increasing the tax burden 

for several groups of taxpayers structurally interact. This clarifies how the plans contribute to 

(a change in) how the tax burden is spread. It is recommended to include such an approach in 

the remit of future tax study committees and in tax policy analyses. 
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 Recommendations for future research 

 General 

This doctoral thesis offers several starting points for follow-up studies. A relaxation of the 

research limitations would seem to be the obvious thing to do. The particular limitations regard 

the tax mix, the empirical model as well as the relation between well-being and economic 

inequality. The following separately highlights each of these elements and provides a few 

suggestions for further research. 

 The tax mix 

The shift to indirect taxes involves Dutch national taxes. Parallel to this shift a broadening of 

the local taxation is pursued, through a shift from national taxes on labor to municipal taxes. 

The latter taxes have not been part of this research. Including these taxes in the analysis can 

provide a broader picture of how changing taxation in a broad sense can affect wealth 

accumulation by households. It also allows for highlighting any effects a shift in taxes to other 

than central governments can have. 

Apart from local taxation, this doctoral thesis also sidesteps environmental taxes and a greening 

of the tax mix. The environment nevertheless forms a specific dimension of well-being. Given 

that this can reveal various links between the dimensions of well-being, more detailed research 

into the interaction between environmental taxation, economic inequality and well-being could 

provide greater insight into how a greener tax mix affects well-being and its various dimensions. 

 The empirical model 

The empirical model developed in Chapter 15 is based on various functional assumptions. 

Relaxing these assumptions can extend the scope of the model. This could lead to additional 

insights into the distributive effects of the tax shift.  

One thing that could be tried is to include behavioral responses in the model. As a result, it will 

have a more dynamic character. This can provide insight into the tax shift’s labor market and 

consumption effects. By extension, it can be examined whether the way in which the tax shift 

is implemented – by adjusting tax credits, tax brackets, tax exemptions or marginal tax rates – 

leads to different outcomes. 
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The scope of the model has now been limited to ten representative, “average” households. As 

a result, the dispersion of wealth within the deciles is not taken into consideration. Expanding 

the number of households would make it possible to take account of this dispersion, enhancing 

the insight into the distributive effects of the tax shift. By extension, this would make it possible 

to specifically pay attention to households in the top 1% or even the top 0.1% of the distributions 

of income and wealth.  

The tax shift mainly involves taxation on labor and consumption. The national tax mix also 

includes a category of “other” direct taxes, such as the corporate income tax and the dividend 

tax. Expanding the model with these taxes makes it possible to study more facets of the tax 

shift. As the issue of tax shifting can hamper this analysis, more insight into this phenomenon 

is desirable.  

Finally, the time horizon in the model can be extended. It now covers the period of 2010 through 

2020. It should be noted, though, that a longer period can affect the reliability of the results. 

This can be countered either by expanding the dynamics of the model or by periodically 

applying a static model to updated data on incomes, wealth, expenditures et cetera. 

 Economic inequality and well-being 

This research links increasing economic inequality to reduced well-being. More detailed 

empirical research into the interaction and spillovers between the different dimensions of 

well-being could refine, deepen and complement the knowledge already available about this 

subject. Such knowledge can enhance the insight into the dynamics of the concept of well-being 

and its various dimensions. In a tax context, a more detailed study to this end could focus on 

the ideal of Gleichbelastung, its implementation in tax legislation, and social perceptions of 

equal (and unequal) taxation and tax equity.  

-- 
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