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1. Introduction  

 

1.1. Motivation for research regarding states aiming for well-being through taxation 

In recent years, concepts of well-being have gained increasing attention in societal debates. Studies that 

measure well-being of people are published on a regular basis.1 The Organisation for Economic Co-

operation and Development (“OECD”) Better Life Index is an example of such an initiative that allows 

us to measure well-being in our own community, and to compare it with many other OECD regions.2 

In turn, some policymakers have been using notions of well-being, for instance in measuring the 

progress of their nations. In 2010, the Prime Minister of the United Kingdom launched a National 

Wellbeing Programme to complement the more traditional economic measures used by policymakers 

and to provide an additional way to think about what people value and the progress made as a society.3 

The OECD in June 2016 set as goal to redefine the growth narrative to put the well-being of people at 

the centre of its efforts.4 New Zealand in May 2019 published its first Wellbeing Budget, broadening 

its definition of success for New Zealand to one that incorporates not just the health of its finances, but 

also of its natural resources, people, and communities.5 And the European Union (“EU”) serves as an 

example of an organisation that has explicitly codified a well-being aim. Article 3(1) of the Treaty on 

European Union reads: “The Union's aim is to promote peace, its values and the well-being of its 

peoples.” Since EU Member States shall facilitate the achievement of the EU’s tasks and refrain from 

any measure which could jeopardise the attainment of the EU’s objectives,6 in this way a basis is 

provided for the role that well-being should play in the functioning of the EU and of its Member States. 

Parallel to these policy developments, a growing body of research from different scientific disciplines 

is concerned with the role that well-being should play in the functioning of states. One example is the 

research by Kaplow and Shavell, in which they argued that legal policy analysis should be guided by 

                                                             
1 See for instance the Gallup-Sharecare Well-Being Index, https://www.sharecare.com/static/well-being-index, the United 
Kingdom’s Office for National Statistics’ Measure of National Well-being, 
https://www.ons.gov.uk/peoplepopulationandcommunity/wellbeing, and the National Children’s Bureau measuring the 
well-being of children in care, https://www.ncb.org.uk/resources-publications/resources/measuring-wellbeing-children-
care. Accessed 12 August 2019.    
2 http://www.oecdbetterlifeindex.org/#/11111111111. Accessed 12 August 2019.   
3 https://www.gov.uk/government/collections/national-wellbeing. Accessed 12 August 2019.  
4 https://www.oecd.org/mcm/documents/strategic-orientations-of-the-secretary-general-2016.pdf, p. 5. Accessed 12 
August 2019. 
5 https://treasury.govt.nz/sites/default/files/2019-06/b19-wellbeing-budget.pdf, p. 2. Accessed 12 August 2019.  
6 Consolidated version of the Treaty on European Union, Article 4(3).   
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reference to some coherent way of aggregating individuals’ well-being (in contrast to the view that 

policy analysis should be guided by notions of fairness and thus, at least in part, without regard to 

individuals’ well-being).7 Another example is the Report by the Commission on the Measurement of 

Economic Performance and Social Progress, a Commission created at the beginning of 2008 on the 

French government's initiative to identify the limits of Gross Domestic Product (“GDP”) as an indicator 

of economic performance and social progress and to assess the feasibility of alternative measurement 

tools.8 In its report this Commission among other things advocated towards political leaders a shift of 

emphasis from economic production-oriented measurement systems to a measurement system focused 

on the well-being of current and future generations.9 Well-being is thus increasingly put forward as a 

policy goal.10   

Particularly with respect to taxation, which as part of the funding and functioning of states is one of the 

major policies affecting people’s everyday lives, there has also been a call for assessment not only in 

terms of economic measures such as GDP and unemployment but also in terms of well-being 

measures.11 It has for instance been argued in literature that taxation in accordance with the ability-to-

pay principle should be part of governments’ pursuit of well-being.12 It has also been argued in literature 

that good tax law unites optimal well-being and welfare.13 However, notwithstanding the growing 

attention for the interactions between well-being and taxation, the normative question whether states 

should aim for well-being through taxation has up to now not yet been the focus point in scientific 

research.   

                                                             
7 L. Kaplow & S.M Shavell, Fairness versus welfare, Cambridge, Harvard University Press 2002, p. 27. 
8 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Report by the Commission on the Measurement of Economic Performance and 
Social Progress, 2009, p. 7, para. 1, available via 
http://ec.europa.eu/eurostat/documents/118025/118123/Fitoussi+Commission+report. Accessed 12 August 2019.    
9 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Report by the Commission on the Measurement of Economic Performance and 
Social Progress, 2009, p. 10, para. 13. Also see R. Hoekstra, Replacing GDP by 2030; Towards a Common Language for 
the Well-being and Sustainability Community, Cambridge University Press, May 2019. 
10 Also see E. Diener, R. Lucas, U Schimmack & J. Helliwell, Well-being for Public Policy, New York: Oxford University 
Press 2008, making the case for implementing national accounts of well-being to help policy makers and individuals make 
better decisions.  
11 See for instance S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, 
Psychological Science, January 2012, 23(1), pp. 91-92, who called for examination of taxation also in terms of 
psychological measures such as subjective well-being or happiness. See also A. Akay, O. Bargain, M. Dolls, D. Neumann, 
A. Peichl & S. Siegloch, ‘Happy Taxpayers? Income Taxation and Well-being’, Discussion Paper No. 6999, November 
2012, IZA, pp. 1-2.  
12 L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from Direct 
to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 322. This does not mean however, 
according to Wijtvliet, that the ability-to-pay principle is absolute. (Ibid., p. 607).   
13 A.C. Rijkers, ‘Hofstra’s plaats en taak van de belastingwetenschap’, Weekblad Fiscaal Recht 2009/861, pp. 861-864.  
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This PhD thesis specifically concerns that normative question of whether states should aim for well-

being through taxation, and of what should be the framework of assessment in that regard.  

Initially, there seems to be a case for states to aim for well-being through taxation, at least to a certain 

extent. Namely, it seems difficult to uphold that states should not be concerned with the well-being of 

their people. And if well-being should indeed be of importance for states, then it seems to make sense 

that taxation, as part of the funding and functioning of states and affecting people’s everyday lives, 

should to a certain extent be aligned with states’ well-being aims as well.  

This research starts by elaborating on this, assessing the normative support for the position that states 

should aim for well-being through taxation. It will be concluded that such a general position can be 

argued under different – but not all – normative theories. Upon further reflection it is argued that, when 

it comes to concretisation, the concepts of well-being, taxation, and their purposeful combination by 

states raise many intricate and important issues that may often not be resolvable if one is looking for 

broad support. This leads to the proposal of an assessment framework that instils caution and restraint 

in states aiming for well-being through taxation. Application of this framework of assessment to three 

case studies of topics that may attract states to aim for well-being through taxation (namely the topics 

of innovation, environment, and employment) subsequently serves to illustrate the application of the 

proposed framework of assessment, and to identify practices, issues, and recommendations to be made. 

The current chapter 1 presents the main research questions of this research (section 1.2), and argues the 

significance of the research (section 1.3). The following sections of chapter 1 also outline the 

methodological approach used (section 1.4), and set out the research limitations (section 1.5) and 

structure (section 1.6).   
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1.2. Research questions 

The intent of this research is first to assess whether states should aim for well-being through taxation. 

The second aim of this research is to determine a framework of assessment, to be used when states 

choose to aim for well-being through taxation. The core concepts involved (namely ‘well-being’, 

‘taxation’ and ‘states’) are briefly introduced here and are addressed in more detail in chapters 2 and 3.  

The concept of well-being is used in this research to describe that which is ultimately, or non-

instrumentally, good for a person.14 Well-being is about how well one is doing, or in other words, how 

the life of an individual is going for that individual.15 Different possible concepts of well-being, and 

divergent views on what constitutes or contributes to well-being, are extensively discussed in chapter 3 

of this research.16   

Taxation is used here to describe the imposition and/or the levying of taxes or more in general the 

system of taxing (natural or legal) persons.17 Taxes are normally payable under legal compulsion, 

exacted under legislative authority, assessed and collected by an institution carrying out functions of a 

public nature, and intended for a public purpose.18 When reference is made to taxation in this research, 

the various types of taxes (direct or indirect taxes, subjective or objective taxes, or taxes on wealth, 

income, consumption or transfers etc.) are all meant to be covered. For purposes of this research, 

‘taxation’ can cover all instances of state operations regarding taxes. Therefore, ‘taxation’ is used in this 

research to cover for instance tax effects following from tax legislation, tax policy, and enforcement.  

Notwithstanding that ‘state’ is an essentially contested concept,19 it is employed in this research to 

generally refer to an organisation that upholds law and order in a community, society, or country or, in 

                                                             
14 Compare S.M. Campbell, ‘The concept of well-being’, p. 403 in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016. Also see R.S. Crisp, ‘Well-Being’, in the publicly available online Stanford 
Encyclopedia of Philosophy, http://plato.stanford.edu/entries/well-being/, accessed 12 August 2019. 
15 S.M. Campbell, ‘The concept of well-being’, p. 403 in The Routledge Handbook of Philosophy of Well-Being, edited by 
G. Fletcher, Routledge 2016.  
16 Sections 3.1.2.1 and 3.1.2.2 of this research provide a discussion of (the choice between) different possible concepts of 
well-being, whereas sections 3.1.1 and 3.1.2 address divergent views on what constitutes or contributes to well-being. 
17 Compare J. Snape, ‘The ‘Sinews of the State’: Historical Justifications for Taxes and Tax Laws’, p. 21 in Philosophical 
Foundations of Tax Law, edited by M. Bhandari, First Edition, Oxford University Press 2017. Also see R.M. Green, 
‘Ethics and Taxation: A Theoretical Framework’, The Journal of Religious Ethics 12, 1984, p. 147, referring to taxation as 
the process whereby governments (or other communities of persons) raise revenue by imposing compulsory contributions.   
18 J. Snape, ‘The ‘Sinews of the State’: Historical Justifications for Taxes and Tax Laws’, p. 9 in Philosophical 
Foundations of Tax Law, edited by M. Bhandari, First Edition, Oxford University Press 2017, with reference to M. 
Barassi, ‘The Notion of Tax and the Different Types of Taxes’, in B. Peeters et al. (eds.), The Concept of Tax, IBFD 
Amsterdam, 2005.  
19 W.J. Witteveen, ‘Dokteren aan het schip van staat’, p. 23 in M.A.P. Bovens & W.J. Witteveen (eds.), Het schip van 
staat: Beschouwingen over recht, staat en sturing, W.E.J. Tjeek Willink – Zwolle 1985.  
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other words, that provides a type of social ordering.20 An important characteristic that is normally 

accorded to states is that they are aimed at the public interest, the scope and meaning of which is 

dependent for instance upon time, place, social developments and (not in the least place) political 

convictions.21 In any case, public interests are considered to be interests that concern all individuals in 

a state.22 Where this research speaks in general about the state, such reference is meant to cover all state 

powers in the field of legislation, administration, and execution, and therefore also encompasses the 

group of people with the authority to govern a state that is typically referred to as ‘government’.23 

Notwithstanding, and where considered relevant in this research, different powers of state are addressed 

separately, to highlight particular considerations and recommendations for those specific powers. For 

instance, while this research does not primarily focus on the judicial branches of states, certain judicial 

aspects are nevertheless addressed (see notably section 3.3.2 and chapter 4 of this research).24 

Aiming for well-being through taxation for purposes of this research means the purposeful use of 

taxation (for example via tax legislation, tax policy, or tax enforcement) by states in the pursuit of certain 

well-being aims. Well-being aims could for example be to harm well-being as little as possible, to 

protect well-being, or to actively promote well-being.25 Aiming for well-being includes state action that 

purposefully creates minimum conditions for people to strive for well-being. A less far-reaching 

conception would be to question whether states should care about well-being in matters of taxation. 

Namely, as taxes influence behaviour, taxes have well-being implications.26 There are mainly two 

reasons why this research focuses instead on the more far-reaching question of whether states should 

aim for well-being through taxation. In the first place, if sufficient support can be established for the 

more far-reaching proposition, a less far-reaching proposition should normally be acceptable as well. In 

the second place, if states should care about well-being in matters of taxation, then this can reasonably 

also be expected to generate an argument for states to purposefully aim for well-being through taxation. 

                                                             
20 J. Snape, ‘The ‘Sinews of the State’: Historical Justifications for Taxes and Tax Laws’, p. 10 in Philosophical 
Foundations of Tax Law, edited by M. Bhandari, First Edition, Oxford University Press 2017.  
21 S.A. Stevens, De belaste overheid, Kluwer 2003, pp. 25-26. Also see J. Snape, ‘The ‘Sinews of the State’: Historical 
Justifications for Taxes and Tax Laws’, in Philosophical Foundations of Tax Law, edited by M. Bhandari, First Edition, 
Oxford University Press 2017. 
22 S.A. Stevens, De belaste overheid, Kluwer 2003, p. 26.  
23 See the definition of ‘government’ in the online Oxford dictionary, available via 
https://en.oxforddictionaries.com/definition/government. Accessed 12 August 2019.   
24 For a further demarcation, reference is also made to the limitations set out in section 1.5 of this research. 
25 See A. Sarch, ‘Well-being and the law’, p. 479 in The Routledge Handbook of Philosophy of Well-Being, edited by G. 
Fletcher, Routledge 2016, where the possibility – and desirability – of law aiming to promote or to protect well-being is 
discussed.  
26 Compare M.S. Feldstein, ‘Effects of Taxes on Economic Behavior’, National Bureau of Economic Research Working 
Paper Series, Working Paper No. 13745, 2008, pp. 1-2. Also see D.J. Wolfson, Public Finance and Development Strategy, 
The Johns Hopkins University Press 1979, p. 125 and p. 159, where the influence of taxes on choice is addressed.  
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Thus, the findings of this research are expected to be relevant also for those concerned with a conception 

that is not as far-reaching as aiming for well-being. And finally, aiming for well-being is not intended 

to imply necessary exclusivity. States aiming for well-being may also have other aims at the same time. 

Combining these concepts, the questions central to this research read:  

1. Should states aim for well-being through taxation?  

2. What should be the framework for assessing taxation that aims for well-being?  

Answering these main research questions requires consideration of sub-questions, for instance: what 

does well-being exactly mean, and what constitutes well-being? Is well-being a proper aim for states? 

Should we be looking at taxation as a way to achieve or contribute to states’ well-being aims? Are there 

specific considerations arising from the purposeful combination of taxation and well-being aims? Can 

we establish from all of this a framework for assessing tax measures undertaken by states in their aim 

for well-being through taxation? These and other sub-questions are addressed in this research,27 and 

culminate in answering the main research questions in chapters 3 and 4.    

                                                             
27 For an in-depth discussion of what well-being exactly means, and what constitutes well-being, reference can be had to 
sections 3.1.1 and 3.1.2. Whether well-being is a proper aim for states is addressed in sections 2.1 and 3.1.2 of this 
research. The question of whether we should be looking at taxation as a way to achieve or contribute to states’ well-being 
aims is the focus of sections 3.2 and 3.3. Specific considerations arising from the purposeful combination of taxation and 
well-being aims are elaborated upon in section 3.3. And chapter 4 determines a framework for assessing tax measures 
undertaken by states in their aim for well-being through taxation.  
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1.3. Significance  

Being well is argued by some to be one of the main goals of people all over the world,28 and the concept 

of well-being has gained an increasing focus from different societal29 and scientific perspectives.30 One 

form or other of well-being can also be seen to play an important role in many of the different ways of 

thinking about what is good and what is right, which in turn impacts how we think and feel about state 

functioning.31 The general idea that states should look after the well-being of their people therefore has 

initial appeal.32  

However, notwithstanding that there is also a growing attention for the interactions between well-being 

and taxation,33 the normative question whether states should aim for well-being through taxation has up 

to now not yet centred in detailed scientific research. Existing scientific literature addressing normative 

connections between states, well-being, and taxation, insofar found, does not have as primary focus, nor 

does it exhaustively address, the question whether states ought to aim for well-being through taxation, 

and what the framework of assessment in this regard should be.34 

                                                             
28 See for instance A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 287, and The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016, Introduction, p. 1.  
29 Layard observed that the interest in well-being has ballooned and referred among other things to (media attention for) 
support from David Cameron, Nicolas Sarkozy and a former Harvard President. R. Layard, Happiness: Lessons from a 
New Science, Penguin Books 2011, revised and updated edition, p. 239 and further.    
30 For an overview see A. Alexandrova, ‘The science of well-being’, pp. 389-401 in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016.   
31 R.S. Crisp, ‘Well-Being’, in the publicly available online Stanford Encyclopedia of Philosophy, 
http://plato.stanford.edu/entries/well-being/, accessed 12 August 2019. 
32 See for instance A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 
144, 2016, p. 123, where the assumption is retained that government ought to care about people’s well-being.  
33 See for instance A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 
144, 2016, p. 123; S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, 
Psychological Science, January 2012, 23(1), and; L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality 
in Relation to a Shift in the Tax Mix from Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 
557.  
34 Without trying to be exhaustive, reference can for instance be made to A. Gerritsen, ‘Optimal taxation when people do 
not maximize well-being’, Journal of Public Economics 144, 2016, where a well-being argument for corrective taxation is 
proposed; S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, 
Psychological Science, January 2012, 23(1), who expressed the hope that taxation will be examined not only in terms of 
economic measures such as GDP or unemployment but also in terms of psychological measures such as happiness or 
subjective well-being in the future; C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer und 
Wirtschaft 2017, Vol. 4, p. 316, addressing normative aspects of redistributive taxation also in the context of well-being, 
and; L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, arguing that taxation in accordance 
with the (non-absolute) ability-to-pay principle should be part of governments’ pursuit of well-being (ibid., pp. 322-323 
and p. 607). In Dutch literature, reference can be made to M.J.H. Smeets, ‘Het begrip ‘belastingen’ en de toenemende 
beteekenis van niet-fiscale doeleinden bij het heffen van belastingen’, Weekblad Fiscaal Recht 1947/3837, who recalled 
that the levy of taxes is not an aim in its own, but rather a means to achieve the state goal of promoting the general well-
being of citizens. According to Smeets the tax apparatus may be used for purposes of that goal also if that requires 
something that does not (immediately) align with acquiring budgetary funding; W.J.M. de Langen, De Grondbeginselen 
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A more substantive body of existing literature deals with the typically economic concept of welfare and 

its importance for states and taxation.35 Focus has also gone out to whether states should use taxation to 

influence the happiness of people.36 However, as is argued in more detail further on in this research,37 

concepts such as well-being, welfare, and happiness cannot always – and most often cannot - be fully 

equated and should in principle be carefully distinguished. Well-being is often considered a 

comprehensive concept, for instance involving ethical considerations and value judgments,38 and 

                                                             
van het Nederlandse Belastingrecht, N. Samsom N.V., 1954-1958, where a strive for a maximum of well-being is 
identified and described, under an empirical approach, as one of the basic principles of Dutch tax law. Notwithstanding 
that De Langen used the term ‘welfare principle’, the aim of this principle is subsequently defined by De Langen with 
reference to well-being (ibid., p. 339), and; A.C. Rijkers, ‘Hofstra’s plaats en taak van de belastingwetenschap’, Weekblad 
Fiscaal Recht 2009/861, stating that the direction of the study of taxation is determined by the correlation of maximisation 
of both well-being and welfare.   
35 See for instance J.A. Mirrlees, Welfare, Incentives, and Taxation, Oxford University Press 2006; Institute for Fiscal 
Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 23, arguing that a good tax 
system will not just limit negative effects on efficiency but will also promote economic welfare by dealing with 
externalities which arise when one person or organisation does not take account of the effects of their actions on others; 
E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our Money, Oxford University Press 2016, p. 
10 and 336, stating that what we should care about is aggregate welfare, incorporating all the instances of happiness, well-
being, satisfaction, contentment, or similar concepts that together add up to what we would like to describe as an authentic 
and good life, and that taxation can complement governments trying to enhance such aggregate welfare; K. Tipke & J. 
Lang, Steuerrecht, Dr. Otto Schmidt KG Köln 2015, Auflage 22, p. 74 and 101, who indicated the public welfare principle 
as a social norm that can justify deviations from fundamental tax principles; H. Haller, Die Steuern: Grundlinien eines 
Rationalen Systems Öffentlicher Abgaben, J.C.B. Mohr (Paul Siebeck) Tübingen 1971, Auflage 2, pp. 208-210, proposing 
welfare maximisation for all citizens as one of the secondary aims of taxation; D. Brüll, Objectieve en subjectieve aspecten 
van het fiscale winstbegrip, N.V. Uitgeverij FED, Amsterdam 1965, p. 8, who did not acknowledge a welfare principle as 
a principle of law, but rather considered acting on the basis of a welfare principle a part of economy in tax law, and; 
H.M.N. Schonis, ‘Het veranderende nationale fiscale landschap voor ondernemers’, Weekblad Fiscaal Recht 1996/214, 
who, although pleading for a limited use of taxation as an instrument to achieve additional goals, supported the use of 
taxation to promote welfare as such as a goal that is in keeping with the welfare principle that underlies taxation.  
36 See for instance T.D. Griffith, ‘Progressive Taxation and Happiness’, Boston College Law Review Vol. 45, 2004, pp. 
1363-1398, and R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, 
pp. 153-155. For a more empirical approach to happiness, taxation, and states, reference is made to D. Lubian & L. Zarri, 
‘Happiness and tax morale: An empirical analysis’, Journal of Economic Behavior & Organization 80(1), 2011, pp. 223-
243.   
37 See notably section 3.1.1.1 for a discussion of different concepts such as well-being, welfare, and happiness.  
38 See for instance P. Hennipman, Welfare Economics and the Theory of Economic Policy, Edward Elgar 1995, p. xvii 
(introduction), where it is remarked that welfare, as distinct from well-being, is not an ethical concept. Rather, welfare, as 
consisting in the satisfaction of individual preferences, is mentioned to be a value-free (non-normative) concept (ibid., pp. 
xix-xxiii).     
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dependent also upon non-material aspects39 or upon non-scarce resources40 that determine the quality 

of our life. Well-being was for example described as dependent on welfare but also on the value of 

individual rights.41   

While there is growing attention for the interactions between well-being and taxation, the question 

whether states should aim for well-being through taxation has up to now not yet been the focus point in 

scientific research. Therefore, there is room for further research based on a normative approach, to 

determine more extensively and in more detail whether states should aim for well-being through 

taxation, and thus improve clarity and reduce uncertainty. Considering that policymakers are already 

using notions of well-being, also in relation to taxation,42 such further research is also relevant. The 

choice for well-being as the main topic of this research does however not mean that well-being is 

presumed to be the criterion by which taxation should be assessed. Rather, the intent is to scrutinise 

whether well-being, which has gained increasing attention also from a tax perspective, is a proper tax-

related aim, and to determine a framework of assessment that contributes to decision making processes 

regarding taxation aimed at well-being. Indeed, this research emphasises that the concepts of well-being 

                                                             
39 See for instance B.M.S. van Praag & P. Frijters, ‘The Measurement of Welfare and Well-Being; The Leyden approach’, 
p. 31 in D. Kahneman, E. Diener, N. Schwartz (eds.), Well-Being; The Foundations of Hedonic Psychology, Russell Sage 
Foundation, New York, 1999, pp. 413-433, who described welfare as the evaluation assigned by the individual to income 
or, more generally, to the contribution to our well-being from those goods and services that we can buy with money. In 
comparison, they mentioned the comprehensive concept well-being to also encompass aspects other than material 
resources determining the quality of our life, such as health, the relationship with our partner and family and friends, the 
quality of our work (job satisfaction), our political freedom, our physical environment, et cetera. Also see P. Frijters, 
Explorations of Welfare and Well-being, Tinbergen Institute Research Series No. 196, University of Amsterdam 1999, pp. 
2-3, where satisfaction with income is termed ‘welfare’, and satisfaction with life as a whole is termed ‘well-being’. 
Compare B. Hessel, Rechtsstaat en economische politiek, Tjeenk Willink 1987, p. 19 and pp. 24-36, where well-being is 
described as the material and non-material needs of a people, which in ordinary speech is often distinguished from welfare, 
the latter being limited to material needs. As Hessel rightly notes, economic concepts of welfare nowadays however often 
also depent on non-material aspects (ibid., p. 19). Wolfson for instance discussed welfare economics dealing with choices 
between scarce resources for the satisfaction of any want, be that material or non-material wants. See D.J. Wolfson, Public 
Finance and Development Strategy, The Johns Hopkins University Press 1979, pp. 12-13. And see Hennipman, who 
discussed the broad view that welfare is what results from the use of scarce means to satisfy needs. See P. Hennipman, 
Welfare Economics and the Theory of Economic Policy, Edward Elgar 1995, p. 18. 
40 Compare Hennipman, who discussed the broad view that welfare is what results from the use of scarce means to satisfy 
needs. See P. Hennipman, Welfare Economics and the Theory of Economic Policy, Edward Elgar 1995, p. 18. Wolfson 
discussed welfare economics dealing with choices between scarce resources for the satisfaction of any want, be that 
material or non-material wants. See D.J. Wolfson, Public Finance and Development Strategy, The Johns Hopkins 
University Press 1979, pp. 12-13. Also see B. Hessel, Rechtsstaat en economische politiek, Tjeenk Willink 1987, notably 
p. 30, where a distinction between welfare and well-being is mentioned to be of little practical use, unless well-being also 
depends on gratuitous friendliness.      
41 See K. Suzumura, ‘Welfarism, Individual Rights, and Procedural Fairness’, p. 605 in K.J. Arrow, A.K. Sen & K. 
Suzumura, Handbook of Social Choice and Welfare; Volume Two, Elsevier 2011.  
42 New Zealand for example introduced a Working for Families package in 2004, to help with the cost of raising a family. 
As part of the related Working for Families Tax Credits, New Zealand offered in-work tax credits for families where the 
parents have paid work for a required amount of hours, and family tax credits for each child in the family. In New 
Zealand’s 2019 Wellbeing Budget, these latter credits are associated with the aim of improving child well-being. See 
https://treasury.govt.nz/sites/default/files/2019-06/b19-wellbeing-budget.pdf, pp. 24-25. Accessed 12 August 2019. Also 
see https://www.ird.govt.nz/topics/working-for-families/how-working-for-families-works. Accessed 12 August 2019. 
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and taxation, and their purposeful combination by states, raise many intricate and important issues 

linked to fundamental considerations of, for instance, law, economics, politics, and society. Part of the 

societal and scientific significance of this research is that it calls attention to, and addresses, these 

questions and issues.  

This research expands on the body of existing research through an approach from multiple perspectives, 

in an effort to link perspectives of philosophy of law and of tax law with perspectives of economics, 

politics, and psychological and social science. The chosen approach from multiple perspectives brings 

with it that this research cannot, and does not set out to be, all encompassing or exhaustive when it 

comes to the discussion of the different perspectives included.43    

In literature, the concept of well-being has been considered as a way to balance what can sometimes be 

conflicting values and viewpoints, such as regarding the importance of welfare and rights, in order to 

make reasonable decisions for a group.44 Specifically social choice theories, that focus on development 

of a framework for rational collective decisions, recognise the plurality of competing viewpoints, and 

nevertheless see possibilities for (at least partial) resolutions.45     

This research serves as a demonstration of the possibility to work with different and sometimes 

competing normative viewpoints while getting useful and robust conclusions, under a method of plural 

reasoning that is discussed in more detail in section 1.4 of this research. This way, the research provides 

further formation of scientific theory and operationalisation of the importance of well-being in taxation 

and for states. This research combines such different normative viewpoints in a proposed framework 

for assessment of taxation that is used to aim for well-being. The proposed framework provides an 

addition to currently applicable or suggested frameworks that often depart primarily from one normative 

viewpoint, and that concern assessment of instrumental use of (tax) law more in general.46  

                                                             
43 Compare B. Hessel, Rechtsstaat en economische politiek, Tjeenk Willink 1987, pp. 3-5 and p. 572. The objective of 
Hessel was to develop a view of the (welfare) state that involves dimensions of legality, efficiency, and acceptability. 
Hessel noted that under the multidisciplinary approach taken, it was “impossible to do justice to all of the currents of 
opinion within the three disciplines mentioned.” (ibid., p. 572).   
44 See K. Suzumura, ‘Welfarism, Individual Rights, and Procedural Fairness’, p. 605 in K.J. Arrow, A.K. Sen & K. 
Suzumura, Handbook of Social Choice and Welfare; Volume Two, Elsevier 2011.  
45 A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 92 and pp. 106-108. For the development of the theory of social 
choice, with major contributions from for instance Condorcet, Arrow, and Sen, reference can be had to K.J. Arrow, A.K. 
Sen & K. Suzumura, Handbook of Social Choice and Welfare; Volume One, Elsevier 2002; K.J. Arrow, A.K. Sen & K. 
Suzumura, Handbook of Social Choice and Welfare; Volume Two, Elsevier 2011, and; A.K. Sen, The Idea of Justice, 
Penguin Books, 2009, pp. 87-113.  
46 For instance, Boer discussed and assessed different Dutch legal frameworks of assessment for instrumental use of 
taxation, and recommended that the use of taxation to influence or steer behaviour should be thoroughly assessed within a 
framework of principles such as, notably, equality, certainty, and expediency or purposiveness. See J.P. Boer, Sturende 
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The chosen approach of normative reflection allows to subject presumptions and intuitions to critical 

examination.47 Such reasoned scrutiny from different perspectives contributes to diversity, objectivity, 

and impartiality.48 And while it is true that our reasoning is exposed to all kinds of potential flaws49 and 

that we should be careful not to block out the relative importance of for instance intuitions,50 proper 

reasoning should, with a considerable investment of effort, be able to overcome such issues.51 Along 

these lines on the importance of reason, it is argued here that thinking about the role of well-being in 

taxation and for states benefits from normative reasoning. This research is intended to be a next step in 

the process of such reasoned scrutiny, and aims to provide states with a framework to improve taxation 

that pursues well-being.     

From a positive law perspective, this research contributes to understanding and insight through 

assessment of three chosen topics with examples of tax measures that may be used by states to aim for 

well-being through taxation. From a normative law perspective, the application of the established 

framework to those topics and measures allows to evaluate practices, assess issues, and provide 

recommendations in this respect.  

                                                             
belastingheffer een monster? Juridische kanttekeningen bij fiscaal instrumentalisme en ‘tax nudging’, Sdu uitgevers, 2013. 
Furthermore, Gribnau discussed how the exercise of authority should be compatible with an overall framework of basic 
values of a legal order, such as legal equality and legal certainty, in order for such exercise to be legitimate. See J.L.M. 
Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 108. Gribnau 
operationalised such principles to contribute to a framework of assessment that uses concretised (sub)principles of legal 
certainty (for instance simplicity, clarity, and sustainability), equality (for instance neutrality, consistency, and unity), 
transparency, subsidiarity and proportionality, and ability-to-pay. See for instance J.L.M. Gribnau, ‘Rechtsbeginselen en 
evaluatie van belastingwetgeving: rechtvaardigheid hanteerbaar gemaakt’, pp. 27-66 in Vijf jaar Wet IB 2001, edited by 
A.C. Rijkers & H. Vording, Deventer Kluwer 2006. Also see J.P. Boer & J.L.M. Gribnau, ‘‘Tax Nudges’: Legal Aspects 
of Behaviourally Informed Strategies to Enhance Tax Compliance’, 4 December 2018, available at SSRN: 
http://dx.doi.org/10.2139/ssrn.3295964. Accessed 12 August 2019. Kaplow and Shavell argued for a framework in which 
legal policy analysis should be guided exclusively by reference to some way of aggregating individuals’ well-being. See L. 
Kaplow & S.M Shavell, Fairness versus welfare, Cambridge, Harvard University Press 2002. Similarities with certain 
existing and applicable frameworks for assessment of (tax) law are further discussed in section 4.1 of this research. 
47 A.K. Sen, The Idea of Justice, Penguin Books, 2009, pp. 35-36.  
48 A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 45. See also: J.B. Rawls, ‘Political Liberalism’, New York: 
Columbia University Press, p. 110 and 119; A. Smith, The Theory of Moral Sentiments: or An Essay Towards an Analysis 
of the Principles by which Men Naturally judge concerning the Conduct and Character First of Their Neighbors, and 
afterwards of Themselves, 1759, 6th ed. London, 1790, part III, Chapter I, p. 2. 
49 See for instance D. Kahneman, Thinking, Fast and Slow, Penguin Books 2012, addressing overconfidence (pp. 262-
264), association (pp. 51-53), anchoring (pp. 119-120), and substitution (pp. 97-98).    
50 See for instance M. Horkheimer & T.W. Adorno, Dialektik der Aufklärung: Philosophische Fragmente, Frankfurt am 
Main: S. Fischer Verlag GmbH, 1969, p. 9: “Seit je hat Aufklärung im umfassendsten Sinn fortschreitenden Denkens das 
Ziel verfolgt, von den Menschen die Frucht zu nehmen und sie als Herren einzusetzen. Aber die vollends aufgeklärte Erde 
strahlt im Zeichen triumphalen Unheils.” See also J. Glover, Humanity: a Moral History of the Twentieth Century, 
London: Jonathan Cape, 1999; A.R.D. Pagden, The Enlightenment and why it still matters, Oxford University Press 2013, 
pp. x-xi., and; P. Hulme & L.J. Jordanova, The Enlightenment and its shadows, Routledge, 1990, p. 186. 
51 For a more elaborate discussion of the reach of reason, reference is made to A.K. Sen, ‘East and West: The Reach of 
Reason’, New York Review of Books, Vol. 47, No. 12, 20 July 2000, pp. 33-38.  
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1.4. Methodological approach  

The approach to this research is normative, in that it is concerned with what ‘ought to be’. The approach 

used can furthermore be considered pluralistic,52 or one of plural reasoning: the research questions are 

approached from different normative perspectives to assess the normative support for the position that 

states should aim for well-being through taxation and to determine what the framework of assessment 

in that regard should be.53 This methodological approach of plural reasoning allows working with 

different and sometimes competing normative viewpoints, considering that it may not always be 

possible to achieve reasoned agreement.54 What people consider well-being may already differ from 

one to another, let alone the answer to the question of whether states should aim for well-being through 

taxation. While such an approach of plural reasoning is unlikely to settle the debate once and for all, it 

fits well with approaching a concept as diverse and hotly debated as well-being and may allow for 

broadly supported improvements over the status quo.55  

As the choice for and application of this methodological approach of plural reasoning have a significant 

impact on how this research plays out, these choices are motivated and explained in more detail in the 

sections 1.4.1 and 1.4.2. Finally, in section 1.4.3, some words are spent on describing other aspects of 

the methodology applied in this research.  

                                                             
52 See for instance T.E. Hill, ‘Kantian Pluralism’, p. 2 in T.E. Hill, Respect, Pluralism and Justice: Kantian Perspectives, 
Oxford Scholarship Online 2003, who noted that ethical theories have been classified as monistic or pluralistic depending 
on whether they accept one or many basic ethical principles. Galston discussed leading contributors to the value-pluralist 
movement in contemporary moral philosophy, including among others Joseph Raz, Thomas Nagel, Martha Nussbaum, and 
John Gray. See W.A. Galston, Liberal Pluralism, Cambridge University Press 2002, p. 5. Other examples of pluralistic 
ethical reasoning are for instance discussed in J.R. Weinstein, Adam Smith’s Pluralism Rationality, Education and the 
Moral Sentiments, Yale University Press 2013; N. Burtonwood, Cultural Diversity, Liberal Pluralism and Schools: Isaiah 
Berlin and Education, Routledge 2006, and; W.A. Galston, The Practice of Liberal Pluralism, Cambridge University Press 
2005. 
53 Compare the approach of plural grounding advocated by Sen in A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 
2. 
54 Specifically social choice theories, that focus on development of a framework for rational collective decisions, recognise 
the plurality of competing viewpoints, and nevertheless see possibilities for (at least partial) resolutions. See A.K. Sen, The 
Idea of Justice, Penguin Books, 2009, p. 92 and pp. 106-108. For the development of the theory of social choice, with 
major contributions from for instance Condorcet, Arrow, and Sen, reference can be had to K.J. Arrow, A.K. Sen & K. 
Suzumura, Handbook of Social Choice and Welfare; Volume One, Elsevier 2002; K.J. Arrow, A.K. Sen & K. Suzumura, 
Handbook of Social Choice and Welfare; Volume Two, Elsevier 2011, and; A.K. Sen, The Idea of Justice, Penguin Books, 
2009, pp. 87-113.      
55 As mentioned in section 1.3, the concept of well-being has been considered in literature as a way to balance what can 
sometimes be conflicting values and viewpoints, such as regarding the importance of welfare and rights, in order to make 
reasonable decisions for a group. See K. Suzumura, ‘Welfarism, Individual Rights, and Procedural Fairness’, p. 605 in K.J. 
Arrow, A.K. Sen & K. Suzumura, Handbook of Social Choice and Welfare; Volume Two, Elsevier 2011. As Galston 
remarked, pluralism gives us agent-neutral reasons for discarding certain options, and then allows agent-relative reasons to 
influence the choice among the options that remain. W.A. Galston, The Practice of Liberal Pluralism, Cambridge 
University Press 2005, p. 21.   
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1.4.1. Working with competing normative viewpoints  

An issue faced when deciding which normative approach to take (to designate some actions or outcomes 

as good or desirable or permissible and others as bad or undesirable or impermissible) is that it seems 

very difficult to prove a certain normative viewpoint as ‘right’ or ‘wrong’. Different normative theories 

present themselves that cannot be easily dismissed as being irrelevant or unimportant, while at the same 

time none of those theories are without criticism (there are always counter arguments or exceptions to 

the main rule that can be identified). This seems the case in general (ongoing discussions between 

supporters of different normative theories are illustrative in this regard),56 and is evidently present when 

trying to establish the meaning and interaction of concepts such as well-being, taxation, and states. 

Normative approaches can, very generally speaking, be divided into three main types of theories that 

have a different approach to determine whether states should aim for well-being through taxation. These 

three main types of normative theories are consequential, deontological, and virtue ethics reasoning,57 

which are addressed in more detail hereafter.  

 

1.4.1.1. Consequential normative reasoning 

In random order, the first main type of normative approaches concerns consequential normative theories 

which consider that normative properties, i.e. whether something is good or bad or right or wrong, 

depend only on consequences58 that may (or may not) be specifically concerned with well-being, 

depending on the particular theory at hand.59  

An example of such consequential reasoning in the field of well-being and taxation can be found in a 

suggested approach of combining optimal taxation theory with empirical research on subjective well-

being (using questionnaire data on people’s life satisfaction as a direct measure of well-being).60 In this 

                                                             
56 Sandel provided an accessible overview of different philosophers and philosophies, all with arguments pro and contra. 
See M.J. Sandel, Justice: What’s the right thing to do?, Farrar Straus and Giroux, New York, 2010.  
57 See for instance J. Fieser, ‘Ethics’, The Internet Encyclopedia of Philosophy, ISSN 2161-0002, 
https://www.iep.utm.edu/ethics/#H2. Accessed 12 August 2019. Sandel discussed examples of these three main types of 
normative theories in M.J. Sandel, Justice: What’s the right thing to do?, Farrar Straus and Giroux, New York, 2010. In 
relation to taxes, Murphy and Nagel discussed consequentialism and deontology in L.B. Murphy & T. Nagel, The Myth of 
Ownership: Taxes and Justice, Oxford University Press 2002, p. 42 and further.  
58 See for instance W. Sinnott-Armstrong, ‘Consequentialism’, publicly available online at 
http://plato.stanford.edu/entries/consequentialism/. Accessed 12 August 2019.  
59 An example is the before mentioned research by Kaplow and Shavell, in which they argued that legal policy analysis 
should be guided by reference to some coherent way of aggregating individuals’ well-being. See L. Kaplow & S.M 
Shavell, Fairness versus welfare, Cambridge, Harvard University Press 2002.  
60 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, p. 
123.  
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approach and under a consequential line of reasoning, Gerritsen proposed a well-being argument for 

corrective taxation.61 He based his reasoning on the assumption that government ought to care about 

people’s well-being, and noted that individuals’ consumption decisions do not always maximise their 

well-being.62 Furthermore, Gerritsen took the position that states should maximise a sum of individuals’ 

well-being even if those individuals do not maximise well-being themselves (thus allowing states to 

deviate from revealed individual preferences as a normative guide), provided that any deviation be based 

on solid empirical evidence on how people make suboptimal decisions for themselves.63 These positions 

culminated in the consequential argument that workers who work too much (and therefore do not 

maximise their well-being) should be encouraged to work less through higher marginal tax rates and 

that workers who work too little (to achieve maximum well-being) should be encouraged to work more 

through lower marginal tax rates.64  

 

1.4.1.2. Deontological normative reasoning 

The second main type of normative approaches comprises deontological normative theories, whereby 

certain duties or rights are considered to demand our respect intrinsically, and independent of their social 

consequences.65 Many deontological normative theories are therefore concerned with identifying and 

ordening norms or principles, the conformity with which determines whether choices or actions are 

right or wrong, no matter their effects.66 Under such deontological approaches, well-being may (or may 

                                                             
61 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, p. 
122. 
62 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, p. 
123. 
63 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, p. 
124. Such a suggestion to deviate from individual preference to impose what a state considers to be desirable is, although 
certainly not beyond discussion, an inherent possible outcome of consequential normative reasoning, especially where a 
value-laden concept of well-being is concerned. For a discussion of the conflicts between state intervention (e.g. via 
provision of (de)merit goods) and individual sovereignty and freedom of choice, see for instance D.J. Wolfson, Public 
Finance and Development Strategy, The Johns Hopkins University Press 1979, notably pp. 12-16, with reference to R.A. 
Musgrave, The Theory of Public Finance: a Study in Public Economy, New York: McGraw-Hill, 1959, notably pp. 13-14.     
64 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, pp. 
122-139. Layard provided a similar line of reasoning to argue for corrective taxes as a way to hold us back from a fevered 
way of life and thus increase happiness. R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised 
and updated edition, pp. 152-155.  
65 M.J. Sandel, Justice: What’s the right thing to do?, Farrar Straus and Giroux, New York, 2010, p. 33.  
66 See L. Alexander & M. Moore, ‘Deontological Ethics’, publicly available online via Stanford Encyclopedia of 
Philosophy, para. 2. https://plato.stanford.edu/entries/ethics-deontological/. Accessed 12 August 2019.   
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not) be considered to have a place somewhere in a totality of freedom-based individual rights and 

liberties.67  

An example of deontological reasoning in the field of well-being and taxation can be found in the 

discussions of taxes on disfavoured goods and services, for instance excise taxes on alcohol, tobacco, 

and sugary soft drinks. Dorsey described how such taxes, which may be said to promote well-being, 

have raised concerns of unfairness and discrimination from a deontological perspective.68 Namely, taxes 

on disfavoured goods and services have been challenged as infringing on individual autonomy and 

freedom, as such taxes can be seen to push people towards a certain conception of a ‘good’ way of living 

that is determined independent from the attitude and choices of the people concerned.69 Furthermore, 

such taxes have been argued to impose a mark of disgrace on the persons who consume the related 

goods and services and to persecute a select group of people.70    

 

1.4.1.3. Virtue ethics normative reasoning 

The third main type of normative approaches regards the field of virtue ethics, which consider debates 

about honour, virtue, and the good life to be unavoidable and decisive.71 Normative reasoning from a 

virtue ethics perspective generally determines what is right through considering what virtues should be 

                                                             
67 An example of a discussion of well-being in terms of rights can be found in R. Peffer, ‘A Defense of Rights to Well-
Being’, Philosophy & Public Affairs, Vol. 8, No. 1, 1978, pp. 65-87.  
68 R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 2010, 
Vol. XX, pp. 53-68, most notably pages 55-59. Also compare L.G.M. Stevens, ‘Het zure van zoet: de suikertaks’, 
Weekblad Fiscaal Recht 2018/7240, pp. 98-102, who discussed among other things that such sin taxes impose relatively 
higher burdens on lower social classes and conflict with considerations of levying in accordance with ability-to-pay.  
69 See R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 
2010, Vol. XX, p. 55 and the references discussed there.  
70 See R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 
2010, Vol. XX, p. 55 and the references discussed there.   
71 Compare M.J. Sandel, Justice: What’s the right thing to do?, Farrar Straus and Giroux, New York, 2010, p. 187. 
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honoured, rewarded, and promoted.72 Such virtues may (or may not) be viewed in terms of well-being, 

again, depending on the theory at hand.73  

An example of virtue ethics reasoning in the field of well-being and taxation can be found in the article 

of Dorsey as just discussed in section 1.4.1.2 of this research, which presents a defence of taxes on 

disfavoured goods and services from the perspective of virtue ethics.74 Dorsey argued that such taxes 

could be seen as a moderate means of instilling virtue and human flourishing, sometimes posed in terms 

of well-being, while allowing freedom of choice.75 Many of the taxes on disfavoured goods and services 

aim to encourage temperance or self-control, which Dorsey mentioned as one of the four primary classic 

virtues.76 The idea is that, by encouraging people to make virtue a habit, virtue will become part of their 

character.77  

The short discussion of different normative theories in this section 1.4.1 illustrates that these various 

lines of normative theories do not appear to be irrelevant or unimportant, while at the same time none 

of these theories appears exclusively important. This would be particularly problematic if one sets out 

to prove a certain normative viewpoint as ‘right’ or ‘wrong’, as this seems infeasible unless one is 

willing to quite arbitrarily reduce multiple and potentially conflicting principles to one solitary survivor, 

                                                             
72 M.J. Sandel, Justice: What’s the right thing to do?, Farrar Straus and Giroux, New York, 2010, p. 186. While virtue 
ethics theories traditionally focused on the individual level, in recent years authors have also argued for extension of virtue 
ethics to the institutional level (e.g. to organisations), speaking for instance of corporate virtues and vices, and of virtuous 
or vicious organisations. See for instance E. Hartman, ‘Aristotle’s Virtue Ethics and Virtuous Business’, pp. 3-12, in 
A.J.G. Sison, G.R. Beabout & I. Ferrero, Handbook of Virtue Ethics in Business and Management, Springer 2017, 
discussing that a good organisation caters to the development of virtues of the participants. See also G. Moore, ‘Corporate 
Character: Modern Virtue Ethics and the Virtuous Corporation’, Business Ethics Quarterly, 2005, Vol. 15, Issue 4, p. 665, 
and R. Chun, ‘Ethical Character and Virtue of Organizations: An Empirical Assessment and Strategic Implications’, 
Journal of Business Ethics, 2005, Vol. 57, Issue 3, pp. 269-284.      
73 Hursthouse and Pettigrove remarked that virtue ethics occasionally define virtue in terms of well-being. See R. 
Hursthouse & G. Pettigrove, ‘Virtue Ethics’, para. 2.1, publicly available online via 
https://plato.stanford.edu/entries/ethics-virtue/#EudaVirtEthi. Accessed 12 August 2019.   
74 R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 2010, 
Vol. XX, pp. 53-68. Also compare L.G.M. Stevens, ‘Het zure van zoet: de suikertaks’, Weekblad Fiscaal Recht 
2018/7240, pp. 98-102, who discussed among other things the ‘sin tax’ aspects of sugar taxes. For a consequential 
discussion of sugar taxes from a health perspective, reference is made to K. Backholer, M. Blake & S. Vandevijvere, 
‘Sugar-sweetened beverage taxation: an update on the year that was 2017’, Editorial, Public Health Nutrition, Vol. 20, 
Issue 18, December 2017, pp. 3219-3224, where evidence of effectiveness of such sugar taxes is discussed.  
75 R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 2010, 
Vol. XX, p. 63 and 67.  
76 R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 2010, 
Vol. XX, p. 64.  
77 R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 2010, 
Vol. XX, p. 65.  
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guillotining all the other evaluative criteria.78 Next it is argued, however, that such an elimination 

process is not always required for getting useful and robust conclusions on what should be done.79  

 

1.4.2. Improving the status quo through plural reasoning  

Under the methodological approach of plural reasoning applied in this research, the question whether 

states should aim for well-being through taxation is approached from three main normative perspectives, 

respectively consequential, deontological, and virtue ethics reasoning as discussed in section 1.4.1 of 

this research, without necessarily seeking agreement on their relative merits.80 It is plausible that 

conclusions can sometimes emerge from such assessment notwithstanding the plurality.81 The 

consequential, deontological, and virtue ethics approaches to the question of whether states should aim 

for well-being through taxation each provide answers, oftentimes with some shared elements and some 

divergent ones. It is argued that these answers from different perspectives, and especially where those 

answers point in a similar direction or show ‘common ground’, can be used to improve the current state 

of affairs.  

Important advantages of the applied methodological approach of plural reasoning are that it prevents 

one from applying a one-track normative viewpoint (and thus avoids arbitrary reduction of other 

reasonable normative viewpoints), respects different possible viewpoints, and at the same time opens 

                                                             
78 A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 4.  
79 Compare A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 4.  
80 Similar to the approach applied by A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 2. Reading Berlin, such a 
pluralist approach aimed at improving the status quo (rather than seeking to attain a sole, perfect, true, final answer) shows 
resemblance to the philosophical or political approach of Machiavelli. See I. Berlin, ‘A Special Supplement: The Question 
of Machiavelli’, The New York Review of Books, 4 November 1971. Also see C. Osterloh-Konrad, ‘Zur Legitimation 
steuerlicher Umverteilung’, Steuer und Wirtschaft 2017, Vol. 4, p. 311, where the commensurability of different types of 
arguments and theories is argued in the context of distributive taxation.  
81 Sen related this issue to research of Sunstein regarding the possibility to reach a practical agreement without consensus 
on the underlying theory. See A.K. Sen, The Idea of Justice, Penguin Books, 2009, p. 397. Murphy and Nagel noted that 
disagreement at the level of (consequential or deontological) theory does not inevitably result in disagreements at the level 
of policy. See L.B. Murphy & T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 43. 
Steuerle offered a similar comparison and compromise approach that allows to work with competing principles of equality 
in taxation and to nonetheless agree on positions that are an improvement over the status quo. See C.E. Steuerle, ‘And 
Equal (Tax) Justice for All?’, p. 280 in Tax Justice: The Ongoing Debate, edited by J.J. Thorndike & D.J. Ventry Jr., The 
Urban Institute Press 2002. Galston remarked that “The pluralist account of morality draws a broad-brush line between 
good and bad but often leaves a number of goods among which there are no clear and compelling grounds to choose.” See 
W.A. Galston, The Practice of Liberal Pluralism, Cambridge University Press 2005, p. 20. Riordan considered as one of 
the potential limits of pluralism that, while there is no unanimity on all moral matters, there is nonetheless considerable 
agreement on what are appropriate and inappropriate activities and attitudes, and on what can be tolerated in a modern 
society. See P. Riordan, ‘The Limits of Pluralism’, Studies: An Irish Quarterly Review, Vol. 92, No. 365 2003, p. 46. This 
consideration as brought forward by Riordan does not seem to pose a limit to the type of plural reasoning applied in this 
research (the more shared agreement, the better).    
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the doors to reasoned advancement in a philosophical field traditionally characterised by disagreements. 

And while the resulting outcomes might not be beyond discussion, they often allow for improvements 

over the status quo.82  

Plural reasoning may however not always produce clear, evident, or obvious answers.83 This is a 

difficulty that needs addressing.  

Consider for instance the debate on base erosion and profit shifting in international taxation. While this 

debate is not new, it was accelerated in 2013 by the Action Plan on Base Erosion and Profit Shifting put 

forward by the OECD, a global policy forum that promotes policies to improve the economic and social 

well-being of people around the world.84 The issue at hand: multinational enterprises are able to exploit 

differences in domestic tax rules and international standards that provide opportunities to eliminate or 

significantly reduce taxation in a manner that may not always be consistent with the policy objectives 

of such domestic tax rules and international standards. There is a growing perception that governments 

lose substantial tax revenue because of such planning, and that there is increased segregation between 

the location where actual business activities and investment take place and the location where profits 

are reported for tax purposes.85 On this issue, there are possible arguments from all kinds of normative 

viewpoints that point different ways. A few are considered here. There are those who argue that base 

erosion and profit shifting is wrong because it stops multinational enterprises from paying their fair 

share of taxes.86 Such a line of argument seems to combine deontological reasoning (arguing that 

multinational enterprises have a duty) with considerations from a virtue ethics perspective (arguing that 

                                                             
82 This can be seen as a variation on the following remark by Slemrod and Bakija on improving the tax system: “But the 
best should not become the enemy of the good. If fundamental reform is not to be, then the debate ought to continue 
because the tax system is too important for us to neglect.” J. Slemrod & J.M. Bakija, Taxing Ourselves: A Citizen’s Guide 
to the Debate over Taxes, the MIT Press, third edition, 2004, p. 312. 
83 See for instance W.A. Galston, The Practice of Liberal Pluralism, Cambridge University Press 2005, p. 20, where it is 
remarked that “The pluralist account of morality draws a broad-brush line between good and bad but often leaves a 
number of goods among which there are no clear and compelling grounds to choose.” Also see, in respect of value 
pluralism, T.E. Hill, ‘Kantian Pluralism’, p. 5 in T.E. Hill, Respect, Pluralism and Justice: Kantian Perspectives, Oxford 
Scholarship Online 2003: “in admitting incommensurable values, we must acknowledge at least the possibility of 
unresolvable moral conflicts or unanswerable moral questions.”  
84 See for instance http://www.oecd.org/ctp/beps/milestone-in-beps-implementation-multilateral-beps-convention-will-
enter-into-force-on-1-july-following-slovenia-s-ratification.htm. Accessed 12 August 2019.   
85 In his research, setting forth an alternative neutral/equitable corporate taxation framework for an optimal approach 
towards taxing the business proceeds of multinationals, De Wilde remarked theoretical deficiencies that translate into 
arbitrage, controversy, enforcement deficits, and compliance issues. M.F. de Wilde, ‘Sharing the Pie’: Taxing 
multinationals in a global market, 2015, p. 342. Available online at https://repub.eur.nl/pub/77496/. Accessed 12 August 
2019.  
86 See for instance R.H. Happé, 'Multinationals, Enforcement Covenants and Fair Share', 2007, 35 Intertax, Issue 10, pp. 
537–547, and J.L.M. Gribnau & S.M.H. Dusarduijn, ‘Principles-Based Legislation in Context: A Dworkinian Perspective’, 
7 October 2018, p. 2. Available at SSRN: https://ssrn.com/abstract=3262168 or http://dx.doi.org/10.2139/ssrn.3262168. 
Accessed 12 August 2019. 
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base erosion and profit shifting is not virtuous behaviour and should therefore not be condoned). Others 

apply the same kind of deontological reasoning to argue that businesses have a responsibility towards 

their shareholders to maximise their profits, which involves legally reducing the taxes their companies 

pay.87 Or it is argued, again from the virtue ethics perspective, that the power play exercised by naming 

and shaming of multinational enterprises is vice (non-virtuous).88 A concern with the coordinated efforts 

of multinational organisations to address base erosion and profit shifting is the risk that normative 

viewpoints will be enforced without sufficient (democratic) legitimation.89 Another line of reasoning is 

more focussed on the results of base erosion and profit shifting. The OECD has as one of its key 

objectives helping to develop rules that support the efficient operation of global markets. According to 

the OECD, this involves providing a policy framework that achieves a fair allocation of taxing rights 

between countries (including the elimination of both double taxation and inappropriate double non-

taxation).90 In other words, the OECD argues that base erosion and profit shifting is bad because of its 

negative effects for the global markets (a consequential kind of reasoning). In a similar line of reasoning, 

it is argued that base erosion and profit shifting is bad since it diminishes tax revenues.91 Using 

consequential reasoning, however, it is also argued that with the data currently available, it is difficult 

to reach solid conclusions about the extent to which base erosion and profit shifting actually occurs, and 

what its exact effects on global markets and economies worldwide actually are,92 let alone what its 

effects are on the well-being of people around the world. What makes it even more complex is the 

interplay of different states: local interests can conflict with the interests abroad. What do we owe 

ourselves and what do we owe each other? While it is true that the consideration of all these different 

viewpoints and arguments does not immediately provide a clear or obvious course of action, such plural 

consideration does make clear that there is good cause to have an in-depth and inclusive debate on base 

erosion and profit shifting in international taxation from all relevant angles.    

                                                             
87 See for instance P.B.W.L. Lamberts, ‘Fair taxation: Truth is in The Eye of the Beholder’, Weekblad Fiscaal Recht 
2016/123. 
88 Compare for example P.H.J. Essers, ‘International Tax Justice between Machiavelli and Habermas’, Bulletin for 
International Taxation, February 2014, pp. 54-66. Also see A. West, ‘Multinational Tax Avoidance: Virtue Ethics and the 
Role of Accountants’, Journal of Business Ethics 2017 (published online), where pressure and the pursuit of excellence are 
related to the motivation for tax avoidance practices.    
89 Compare for instance C.A.T. Peters, On the Legitimacy of International Tax Law, IBFD Doctoral Series 2014, Vol. 31, 
pp. 3-8.   
90 See http://www.oecd.org/forum/what-the-beps-are-we-talking-about.htm. Accessed 12 August 2019.  
91 See A. West, ‘Multinational Tax Avoidance: Virtue Ethics and the Role of Accountants’, Journal of Business Ethics 
2017, and the references included there.  
92 See for instance P.B.W.L. Lamberts, ‘Fair taxation: Truth is in The Eye of the Beholder’, Weekblad Fiscaal Recht 
2016/123. 
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The example discussed just now illustrates that, especially when there are different normative views 

pointing in opposite directions, plural reasoning may not always produce clear, evident, or obvious 

answers. This may nonetheless allow us to infer suggestions, such as a recommendation for an approach 

of caution or restraint where common ground is lacking.  

Use of the method of plural reasoning therefore does not mean that this research abstains from making 

normative judgments. Rather, the method of plural reasoning is intended to facilitate and allow reasoned 

normative assessment, building on broad support or lack thereof, and thus to improve the quality of the 

normative judgments made.  

 

1.4.3. Other aspects and application of research methodology  

In chapter 4, a framework for assessing tax measures undertaken by states in their aim for well-being 

through taxation is proposed and explained. The proposed framework and the questions contained 

therein follow from the analysis performed and the conclusions drawn in chapters 2 and 3 under plural 

reasoning. The questions included in the framework of assessment match the topics addressed in those 

chapters, such as the concept and importance of well-being, the aims and roles of states, and the use of 

taxation therein. Furthermore, the build-up of the framework also follows the line of reasoning from the 

perspective of three main types of normative theories (namely consequential, deontological, and virtue 

ethics reasoning), as applied in chapters 2 and 3 as well. The framework takes inspiration from, although 

it is not confined to, certain applicable or suggested frameworks for assessment of instrumental use of 

taxation (as mentioned in section 1.3 of this research, and as further elaborated on in chapters 2, 3, and 

4). The framework of assessment starts with four general questions derived from the analysis performed 

in chapters 2 and 3, the answers to which should be of relevance for assessment under any normative 

theory. Namely, the four general questions require explanation as to the particular well-being aim, the 

importance of well-being in the matter, the reason for state intervention, and the comparison to 

alternative state instruments. Thus, the four general questions provide a basis for the further assessment 

from particular normative perspectives which is found in the subsequent six questions that are discussed 

under the headers of those types of normative theories for which they are expected to be primarily 

important. Those six questions cover main focus points of the three main types of normative theories, 

focus points that are determined in the analysis in chapters 2 and 3. The process of formulating these 

questions was one of back and forth that started with drafting questions such that the important 

normative aspects addressed in chapters 2 and 3 are covered in a way that can be expected to contribute 
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to the goals of the framework of assessment. Those questions were subsequently answered with regard 

to three case studies of topics that may attract states to aim for well-being through taxation, as discussed 

hereafter. After evaluating the results that followed from answering the drafted questions to see whether, 

indeed, the important normative aspects addressed in chapters 2 and 3 were covered in a way that 

contributes to the goals of the framework of assessment, the questions were amended where deemed 

necessary based on that evaluation, and so forth.93  

In chapters 5, 6, and 7, the established assessment framework is applied to three case studies of topics 

that may attract states to aim for well-being through taxation, to illustrate the application of the proposed 

framework of assessment, and to identify practices, issues, and recommendations to be made. These 

(non-exhaustive) case studies concern innovation, the environment, and employment. While the 

framework is especially intended for assessment of particular tax measures, in the chapters 5, 6, and 7 

the starting point is a broad assessment of the topic under consideration, after which the research 

addresses aspects of tax measures concerning the respective topic. By applying a broad assessment of 

the topics under consideration, the observations and recommendations made in chapters 5, 6, and 7 are 

intended to have wider relevance for states than would have been the case if, instead, the analysis would 

have been limited only to certain, specific, tax measures.94 In chapter 8, the results following from 

application of the assessment framework in chapters 5 to 7 are reflected on to assess whether the results 

that follow from such application support the answers provided to the main research questions in 

chapters 3 and 4, and whether the illustrative application of the assessment framework aligns with the 

intended purpose and function of that framework. 

Some elaboration is also needed to explain and support the selection of the topics tested. In selecting 

the topics to which the framework is applied for illustrative purposes, the following considerations were 

taken into account to increase the potential relevance of the research results. In the first place, topics 

were sought that would allow illustration of the application of the assessment framework to tax measures 

that are relevant to many (if not all) states. In the second place, the topics were selected to have plausible 

or at least intuitive connections with well-being. And finally, in the third place, the selection of topics 

was also influenced by the author’s familiarity with and ease of access to the particular topics and the 

                                                             
93 Compare the process of formulating norms as addressed in J.M. Barendrecht, Recht als model van rechtvaardigheid: 
Beschouwingen over vage en scherpe normen, over binding aan het recht en over rechtsvorming, Deventer: Kluwer 1992, 
p. 47. Also see K.R. Popper, The logic of scientific discovery, New York, 1968, and T.S. Kuhn, The structure of scientific 
revolutions, University of Chicago Press, 1970.  
94 As the chapters 5, 6, and 7 function primarily as case studies, to illustrate the application of the proposed framework of 
assessment, the issues addressed in these chapters are not, and are not intended to be, all-encompassing or exhaustive. 
Reference is also made to the limitations described in section 1.5 in this respect.    
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tax measures concerned with those topics. The selection process can therefore be seen as a form of 

nonprobability sampling, involving primarily purposive sampling (i.e. selection of topics based on the 

opinion and expertise of the author) and also to a certain extent convenience sampling (i.e. selection of 

cases that are conveniently available), whereby it is conceded that the selection may be subject to a 

certain degree of bias.95 As, however, the application of the framework to the selected topics is of a 

primarily illustrative nature, the content and validity of the framework itself should not be invalidated 

by such a degree of bias. It was chosen to apply the assessment framework to three different topics (in 

the chapters 5, 6, and 7), to enable a comparative reflection in chapter 8 on whether the results following 

therefrom contradict or support the answers provided to the main research questions in chapters 3 and 

4, and on whether the application of the assessment framework aligns with the intended purpose and 

function of that framework, as set out in chapter 4. The number of topics used (i.e. three) does not 

exclude that different results may follow from further testing, yet does allow to suggest general 

observations, issues, and recommendations that tie into the (answers to the) main research questions of 

this research. 

In order to achieve its aims, this research primarily makes use of philosophical legal analysis, consisting 

most notably of literature review and sometimes of case law and legislation research. The sources used 

and referenced are predominantly in English language, although in some instances also sources in 

German, Dutch or other languages are used.  

The research is approached from multiple perspectives, taking into account not only perspectives of 

philosophy of law and of tax law (which are the primary focus) but also, to some extent, other scientific 

perspectives such as that of economics, social sciences, politics, and psychology. 

The search for literature has largely been conducted through applying keyword searches in various 

online databases.96 Where well-known works or widely used pieces of literature were found, the so-

called snowball method was applied by using citations or references contained in those works to other 

sources about the same or related subjects, and so on and so on.  

                                                             
95 These methods of sampling are further discussed in B.C. Straits & R.A. Singleton Jr., Social Research: Approaches and 
Fundamentals, International Fifth Edition 2011, Oxford University Press p. 128 and following.  
96 This includes among other things the online databases of Tilburg University and of the University of Cape Town, 
Kluwer Navigator, Westlaw International, and Hein Online.  
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1.5. Limitations 

The considered matters of well-being, taxation, and states (and their application to the topics of 

innovation, environment, and employment) are very broad and involve a wide range of issues and 

aspects from multiple disciplines. In order for there to be a view to finalisation, this research therefore 

cannot forego limitations and cannot be all encompassing. There inevitably will be some imprecisions 

in the definitions used and in the scoping of the work.97 The focus of this research is to determine 

whether states should aim for well-being through taxation, to establish a related framework of 

assessment, and to illustrate the application of that assessment framework. This means that other, 

indirectly associated, issues and aspects in principle are only addressed insofar considered relevant for 

the main object of this research.  

On some occasions limitations are explicitly mentioned in the chapters of this research. A few of the 

limitations applied require further elaboration here, considering their association with the main topic of 

this research. These limitations are discussed here.  

Notwithstanding that the research is approached from multiple perspectives, and also takes into account, 

to some extent, perspectives of economics, social sciences, politics, and psychology, its primary focus 

is on (the normative aspects of) tax law, which is also the field of expertise of the author. As indicated 

in section 1.3, the chosen approach from multiple perspectives brings with it that this research cannot, 

and does not set out to be, all encompassing or exhaustive.98    

That a general reference to taxation is made in this research (in principle without a distinction between 

various types of taxes) is not meant to say that in what way and to what extent well-being should factor 

cannot or should not differ between various types of taxes concerned. Even more: the role that well-

being should have may well vary depending on the type of tax concerned (for instance, some taxes will 

be more efficient or effective as an instrument to achieve well-being aims than others) as well as on the 

goals of the tax concerned. These issues, while they invite for further research, are not exhaustively 

discussed in this research.99  

                                                             
97 Compare the remarks made in S. Smith, ‘Eco-Taxes in OECD Countries: a Survey (Revised Draft)’, p. 101 in 
International Fiscal Association, Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International. 
98 Compare B. Hessel, Rechtsstaat en economische politiek, Tjeenk Willink 1987, pp. 3-5 and p. 572. The objective of 
Hessel was to develop a view of the (welfare) state that involves dimensions of legality, efficiency, and acceptability. 
Hessel noted that under the multidisciplinary approach taken, it was “impossible to do justice to all of the currents of 
opinion within the three disciplines mentioned.” (ibid., p. 572).   
99 Suggestions for future research are provided in section 8.3 of this research.  
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That said, different types of taxes are addressed in the illustrative case studies elaborated upon and 

tested in chapters 5, 6, and 7. As the chapters 5, 6, and 7 function primarily as case studies, to illustrate 

the application of the proposed framework of assessment, the issues addressed in these chapters are not, 

and are not intended to be, all-encompassing or exhaustive. The established framework of assessment 

can be applied more broadly to tax laws, case law, or practices currently existing or proposed in 

countries or at an international or supranational level to assess whether taxation has a sufficient basis of 

normative support and, if not, which recommendations can be made. An exhaustive effort in this regard 

is, however, outside the scope of the current research.  

This research starts from the practical reality of the existence of different states that apply taxation. 

Whether or not such existence of different states is desirable, and the difference in social formations 

between states, is not addressed in detail in this research. Furthermore, this research mostly focuses on 

states in general. Where considered relevant for this research, different powers of states are separately 

addressed. It is recognised that, although many of the world’s states are democracies,100 and 

democracies generally adhere to a separation of state powers,101 not all states adhere to a separation of 

state powers in legislative, executive, and judicial branches, which means that not all observations made 

in this research may be universally applicable. Similarly, it is recognised that states’ constitutional and 

administrative law and doctrines of legal interpretation can substantially differ, for instance between 

systems of civil and common law.102 Especially the recommendations made in chapter 4 of this research 

predominantly take a civil law approach to rule-making (i.e. by legislators rather than by judges) as their 

starting point, and will therefore not one-to-one apply to common law systems.103 Finally, it is 

recognised that different phases of development of different states may mean that certain states are less 

able or equipped to fully implement the recommendations made in this research. It is however outside 

the scope of this normative research to address the above mentioned distinctions and differences in 

detail.  

Finally, this research deals with state actions regarding well-being within the sphere of the moving 

target that is the public interest, whereby those state actions often are the result of a process aimed at 

                                                             
100 See https://www.eiu.com/topic/democracy-index. Accessed 12 August 2019.   
101 See F. Vanistendael, ‘Legal Framework for Taxation’, p. 42 in Tax Law Design and Drafting, Vol. 1, International 
Monetary Fund 1996, edited by V. Thuronyi, and the references included there.  
102 F. Vanistendael, ‘Legal Framework for Taxation’, pp. 41-42 in Tax Law Design and Drafting, Vol. 1, International 
Monetary Fund 1996, edited by V. Thuronyi. Spector described how concepts such as fairness and welfare or efficiency 
have different relative importance under systems of common law and systems of civil law. See H. Spector, ‘Fairness and 
Welfare from a Comparative Law Perspective’, Chicago-Kent Law Review 2004, Vol. 79, pp. 521-539.  
103 On differences between rule-making in civil law and common law systems, see for instance J.L.M. Gribnau & S.M.H. 
Dusarduijn, ‘Principles-Based Legislation in Context: A Dworkinian Perspective’, 7 October 2018, pp. 8-9.  
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achieving political compromise.104 Taking into account such dynamics, the framework of assessment 

proposed in chapter 4 of this research does not (and does not aspire to) definitively prescribe a certain 

direction for governmental measures in the field of taxation and well-being. Rather, and as explained in 

chapter 4, the proposed framework provides a tool to enhance the quality and acceptability of taxation 

aimed at well-being.   

  

                                                             
104 See C.W. Lewis, ‘In Pursuit of the Public Interest’, Public Administration Review, September/October 2006, p. 696. 
Also compare Cohen, who described taxation as a hard game of class politics, often resulting in compromise. See S.S. 
Cohen, ‘The Erwin N. Griswold Lecture’, American College of Tax Counsel, 10 January 1997, pp. 1-3, available online 
via https://www.actconline.org/griswold-lecture-on-tax-policy/. Accessed 12 August 2019.    
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1.6. Structure 

This research consists of 9 chapters, the structure of which is discussed in more detail here. Each chapter 

starts with an introduction, which briefly explains the place of that chapter in the research as a whole. 

Furthermore, at the end of chapters 2 to 8, a summary is provided of what was discussed and of which 

conclusions were drawn in the previous sections of those chapters.  

Chapter 1, the current chapter, outlines the motivation of the research and presents the main research 

questions as well as the methodological approach used to answer those questions. Chapter 1 also argues 

the significance of the research, and sets out its limitations as well as the research structure. 

In chapter 2, the case for states to aim for well-being through taxation is further elaborated on to assess 

whether that case can be argued. It is concluded that such a general position can be accepted under 

different – but not all – normative theories. The line of reasoning needed to support that case seems less 

straightforward and more susceptible to challenge than one might have initially expected. Chapter 2 

thus provides an exploration of the concepts at hand and serves as a stepping stone to chapter 3, in which 

those concepts are revisited in order to extensively assess the related issues and to conclude on the first 

main research question. 

Chapter 3 concludes, in answer to the first main research question, whether states should aim for well-

being through taxation. In chapter 3, the case for states to aim for well-being through taxation is revisited 

and critically scrutinised and it is argued that, in concretisation, the concepts of well-being, taxation, 

and their purposeful combination by states, raise many intricate and important issues that may often not 

be fully resolvable if one is looking for broad support. While it is concluded that these issues and 

challenges do not nullify the case for states to aim for well-being through taxation, it is also argued that 

they do call for serious consideration.  

In chapter 4, following the conclusions from chapter 3 and in answer to the second main research 

question, a framework of assessment instilling caution and restraint is proposed and explained, for 

purposes of assessing tax measures undertaken by states in their aim for well-being through taxation.  

In chapters 5, 6, and 7, and for illustrative purposes, the proposed assessment framework is applied to 

three case studies of topics that may attract states to aim for well-being through taxation, to illustrate 

the application of the proposed framework of assessment, and to identify practices and issues to be 

addressed, and recommendations to be made. These three case studies concern, respectively, tax 

incentives for innovation, environmental taxes, and tax incentives for employment. For each of these 
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three topics, the link with well-being and the role of the state is explored. Furthermore, for each of these 

three topics, assessments are discussed concerning for instance effectivity, efficiency, and consistency 

with rules and principles, and recommendations are made. The starting point is a broad assessment of 

the topic under consideration, as part of which the research addresses aspects of tax measures 

concerning the respective topic. These topics and case studies, which are discussed in chapters 5, 6, and 

7, are briefly introduced here.  

With regard to tax incentives for innovation addressed in chapter 5, the classic market failure argument 

entails that states should have a role in innovation considering the long time horizons necessary for, and 

the public good nature of, certain investments (making it difficult for businesses to appropriate 

returns).105 Companies invest less than optimal in research and development (“R&D”) when viewed 

from a societal perspective. Knowledge spillovers, which can also be to the benefit of other companies, 

are not fully factored into R&D decisions by companies. The societal return of R&D is almost always 

estimated to be substantially greater than the private return.106 Intellectual property (“IP”) intensive 

industries are a key driver of growth and employment.107 States have therefore gladly taken up tax 

measures as a way to stimulate innovation, for instance ‘front-end’ tax regimes that apply to 

expenditures incurred in the creation of IP and ‘back-end’ tax regimes that apply to the income earned 

after the creation and exploitation of IP.108 Such tax innovation stimulation in part also drives tax 

competition between states and is one of the centre points of current discussions on countering harmful 

tax competition. Yet, while innovation such as through science and technology clearly affects our lives, 

this is not necessarily only positive.109 Furthermore, there is little robust evidence on the causal 

relationship between innovation and (subjective) well-being.110 Tax incentives for innovation for 

instance raise questions on their intersection with well-being, their effectiveness and efficiency, and the 

                                                             
105 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 48. Available online via 
https://www.demos.co.uk/files/Entrepreneurial_State_-_web.pdf. Accessed 12 August 2019.   
106 B.H. Hall, J. Mairesse & P. Mohnen, ‘Measuring the Returns to R&D’, 2009, p. 33, in Handbook of the Economics of 
Innovation, edited by B.H. Hall & N. Rosenberg. 
107 OECD/G20 Base Erosion and Profit Shifting Project, Countering Harmful Tax Practices More Effectively, Taking into 
Account Transparency and Substance, Action 5: 2015 Final Report, p. 24, para. 26.  
108 OECD/G20 Base Erosion and Profit Shifting Project, Countering Harmful Tax Practices More Effectively, Taking into 
Account Transparency and Substance, Action 5: 2015 Final Report, p. 24, para. 28.  
109 R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 78 and 
further, described how science and technological developments can explain deteriorated family relationships, deteriorated 
communities and the prevalence of selfish values, and thus brings discontent.      
110 P. Dolan, R. Metcalfe, N. Powdthavee, A. Beale & D. Pritchard, ‘Innovation and Well-being: Innovation Index 
Working Paper’, National Endowment for Science Technology and the Arts, Working Paper September 2008, pp. 2-3.  
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role of the state therein.111 Chapter 5 applies the determined assessment framework to tax incentives for 

innovation to identify issues to be addressed and recommendations to be made. 

Chapter 6 focuses on well-being and environmental taxes. Environmental conditions can affect well-

being in many ways, for instance the joy of living in an environment rich with nature or the impact on 

health of clean water, pollution levels, noise, or natural disasters.112 Taxes are used to stimulate 

behaviour that is beneficial to the environment (such as incentivising less-polluting automobiles) and 

to discourage behaviour that is detrimental to the environment (such as specific levies on polluting 

consumption of plastics or fuels). Here, the classic argument for state intervention focuses on the 

externalities of behaviour harmful for the environment.113 However, and especially with the current 

global forms of organisations and enterprises, it is not always easy to make the polluter pay.114 In chapter 

6, the assessment framework is applied to the well-being aspects of environmental taxes to scrutinise 

practices and to make suggestions for improvements.  

In chapter 7, attention is drawn to the connections between tax incentives for employment and well-

being. Well-being and employment are related in multiple ways. From the perspective of the employee, 

and although difficult to exactly quantify, employment can be beneficial for well-being,115 not only 

through the income resulting from it, but also through its positive effects on for instance health, 

educational achievements, reduction of crime, and our self-esteem.116 Unemployment, on the other 

hand, has a significant negative impact on well-being, above and beyond its financial implications.117 

                                                             
111 Reference is made for instance to J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, 
Applied Economics, 2011, 43, pp. 1787-1800, and the Consortium’s A Study on R&D Tax Incentives: Final Report, 
TAXUD/2013/DE/315, 2014.  
112 Environment (its present and future condition) is indicated as one of the key dimensions of well-being in J.E. Stiglitz, 
A.K. Sen & J.P. Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New York Press 2010, p. 
15 and pp. 67-86.   
113 Pigou argued that there is a clear duty for government to watch over and defend the exhaustible natural resources of the 
country. A.C. Pigou, The Economics of Welfare, 4th edition, London: Macmillan, 1932, p. 42. 
114 Reference is made for instance to S. Caney, ‘Cosmopolitan Justice, Responsibility, and Global Climate Change’, 
Leiden Journal of International Law, 18, 2005, pp. 747-775, and J. Cohen & C. Sabel, ‘Extra Rempublicam Nulla 
Justitia?’, Philosophy & Public Affairs 2006, Vol. 34, No. 2, pp. 147-175.  
115 Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 7957, p. 5.   
116 See J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, 
No. 1-2, p. 9, and Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 7957, p. 
5.   
117 See the discussion of work, the economy, and well-being in E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, 
Well-Being for Public Policy, Oxford University Press 2009, pp. 160-174. Also see K.I. Paul, The negative mental health 
effect of unemployment: Meta-analyses of cross-sectional and longitudinal data, Inaugural Dissertation, Nürnberg, 2005, 
p. 20; L. Winkelmann & R. Winkelmann, ‘Why Are the Unemployed So Unhappy? Evidence from Panel Data’, 
Economica 1998, 65, p. 1; N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian National 
University Centre for Economic Policy Research, July 2005, Discussion Paper No. 492, p. 1; T. Clemens, P. Boyle & F. 
Popham, ‘Unemployment, mortality and the problem of health-related selection: Evidence from the Scottish and England 
& Wales (ONS) Longitudinal Studies’, Health Statistics Quarterly 43, Autumn 2009, Office for National Statistics, p. 7.  
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In this context, states have an interest to reduce unemployment and to incentivise employment, for 

instance via interventions in labour markets.118 One of the factors influencing labour market supply and 

demand is taxation. Distortionary effects of taxes on labour can for instance reduce employment and 

therefore result in social costs that yield a well-being loss.119 However, taxes can also be employed to 

stimulate employment and, ultimately, well-being.120 Chapter 7 assesses such well-being aspects of tax 

incentives for employment, their issues, and possibilities for improvement, through application of the 

assessment framework described in chapter 4. 

In chapter 8, the results following from application of the assessment framework in chapters 5 to 7 are 

reflected on, and recommendations are highlighted. It concludes that the results that follow from such 

application support the answers provided to the main research questions in chapters 3 and 4, and that 

the illustrative application of the assessment framework aligns with the intended purpose and function 

of that framework. Chapter 8 also provides suggestions for future research. 

Finally, chapter 9 presents a summary and the main conclusions and recommendations following from 

this research. 

                                                             
118 See, for instance, K.I. Paul, The negative mental health effect of unemployment: Meta-analyses of cross-sectional and 
longitudinal data, Inaugural Dissertation, Nürnberg, 2005, pp. 112-114; L. Becchetti, S. Castriota & O. Giuntella, ‘The 
Effects of Age and Job Protection on the Welfare Costs of Inflation and Unemployment: a Source of ECB anti-inflation 
bias?’, December 2006, pp. 2-4, available through ResearchGate; A.L. Bovenberg & R.F. van der Ploeg, ‘Optimal 
taxation, public goods and environmental policy with involuntary unemployment’, Journal of Public Economy 62, 1996, 
pp. 59-60.  
119 A.L. Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 117.  
120 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 3, 9, and 11.  
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2. The case for states to aim for well-being through taxation 

 

Introduction  

There seems to be a case for states to aim for well-being through taxation, at least to a certain extent. In 

this chapter 2, this case is further elaborated on, assessing the normative support for the position that 

states should aim for well-being through taxation. Section 2.1 starts by considering the arguments for 

states to be concerned with the well-being of their people. In section 2.2, the links between taxation and 

well-being are explored. And in section 2.3, the case for states to aim for well-being through taxation is 

outlined.   

Chapter 2 does not aim to exhaustively discuss issues related to aiming for well-being through taxation. 

Rather, in chapter 2 it is assessed whether the case for aiming for well-being through taxation can be 

argued. The case set out here serves as a stepping stone to chapter 3, where this case for states to aim 

for well-being through taxation is critically scrutinised in more detail in order to extensively assess the 

related issues, and where an answer is provided to the first main research question (i.e. whether states 

should aim for well-being through taxation).  
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2.1. States and their concern for well-being 

As mentioned in chapter 1, well-being is increasingly put forward as a policy goal for states. In part this 

can be seen in the call to replace traditional measures such as GDP with measures of well-being.121 The 

idea is, shortly put, that policies should be aimed at increasing societal well-being and that, if countries 

strive to increase measured GDP, they might be taking actions that – now or in the future – may actually 

lower societal well-being.122 Also, well-being as a policy goal can be seen reflected in the emergence 

of welfare states in which the government strives (and is expected to strive) to promote and justly 

distribute material, social, and cultural goods of citizens, intervening in social and economic life where 

necessary and ensuring minimum standards of living through social security, obligatory health 

insurance etc. A function of such welfare states is asserted as being the securing or promoting of societal 

and individual well-being.123  

Now why should states aim for well-being?  

The argument with intuitive appeal begins with restating that well-being is about how well one is doing, 

how one’s life is going for that person.124 Therefore, all of our life decisions (from minor to major ones) 

are connected with effects on well-being.125 Some even go so far as to state that well-being is the 

ultimate and universal end of human existence.126  

                                                             
121 See for instance J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, The measurement of economic performance and social progress 
revisited: Reflections and Overview, Sciences Pro publications 2009. This report identifies the limits of GDP as an 
indicator of economic performance and social progress and suggests to go beyond measures of market activity to measures 
of well-being. Also see R. Hoekstra, Replacing GDP by 2030; Towards a Common Language for the Well-being and 
Sustainability Community, Cambridge University Press, May 2019.  
122 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, The measurement of economic performance and social progress revisited: 
Reflections and Overview, Sciences Pro publications 2009, p. 4 and 10. The potential limits of GDP are not expanded on 
here, for an overview on that discussion reference is for instance made to L.W.D. Wijtvliet, The Tax Tectonics: Well-being 
and Wealth Inequality in Relation to a Shift in the Tax Mix from Direct to Indirect Taxes, doctoral thesis 2018, CentER 
Dissertation Series no. 557, pp. 279-288.  
123 E. Heins & C. Deeming, ‘Welfare and well-being – inextricably linked’, pp. 14-15 in In defence of welfare 2, Social 
Policy Association 2015, edited by L. Foster, A. Brunton, C. Deeming & T. Haux, who concluded that government has a 
responsibility to help create the underlying conditions in which all citizens can strive to enhance the quality of their lives 
and the fabric of society around them. 
124 S.M. Campbell, ‘The concept of well-being’, p. 403 in The Routledge Handbook of Philosophy of Well-Being, edited by 
G. Fletcher, Routledge 2016. Also see R.S. Crisp, ‘Well-Being’, in the publicly available online Stanford Encyclopedia of 
Philosophy, http://plato.stanford.edu/entries/well-being/, accessed 12 August 2019. 
125 The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016, Introduction, p. 1. 
126 M. Grix & P. McKibbin, ‘Needs and well-being’, p. 304 in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016. 
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The next step is that it seems very difficult to deny that it matters how well our lives go; well-being 

seems clearly important.127 Scanlon summarised the importance often attributed to well-being as 

comprising of three roles.128 In the first place, well-being is commonly supposed to serve as an important 

basis for decisions of a rational individual, in any case for those decisions that concern the individual 

himself or herself. Secondly, well-being is that which a friend, parent or other concerned benefactor has 

reason to promote (because of the importance of well-being for the individual concerned). Thirdly, well-

being is commonly supposed to be the basis on which the interests of an individual are taken into account 

in moral argument (again, this is because of the importance of well-being for the individual concerned 

as outlined in the first role).  

This last claim (that well-being is the basis on which the interests of an individual are taken into account 

in moral argument) is most plausible under consequential normative theories concerned with impacts 

on individuals’ lives, but may also hold under other normative theories (e.g. deontological theories or 

virtue ethics theories) insofar those theories acknowledge (to some extent) either a duty of benevolence 

or a justification of principles depending on the impact of those principles on individuals’ lives.129 Some 

therefore argue that at least some importance needs to be accorded to well-being under any moral theory 

in order for such a theory to be given any credence at all.130  

                                                             
127 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 139.  
128 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 93. Also see T.M. Scanlon, What Do We Owe Each Other?, The Belknap Press of Harvard University 
Press 1998, pp. 108-109. While this is elaborated upon in section 3.1 of this research, it should be noted here that Scanlon 
continued to argue that many of these suppositions are mistaken. 
129 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 93. For instance, Raz suggested a dependency between rights, duties and well-being by holding that 
one has a right if, among other things, an aspect of one’s well-being (one’s interest) is a sufficient reason for holding some 
other person or persons to be under a duty. J. Raz, The Morality of Freedom, Clarendon Pres: Oxford, 1986, p. 166. Sen 
discussed the link between capability and well-being as part of his assessment of the materials that need to be accorded 
weight in considerations of justice. A.K. Sen, The Idea of Justice, Penguin Books, 2009, pp. 286-290. Campbell described 
how well-being can play a role in deontological reasoning that places restrictions on harming or risking to harm others. 
S.M. Campbell, ‘The concept of well-being’, p. 404 in The Routledge Handbook of Philosophy of Well-Being, edited by G. 
Fletcher, Routledge 2016. Also see R. Peffer, ‘A Defense of Rights to Well-Being’, Philosophy & Public Affairs, Vol. 8, 
No. 1, 1978, p. 65. An example of a virtue ethics theory that depicts well-being as the ultimate end for human beings may 
be that of Aristotle, according to which well-being consists (only) of virtuous activity of the rational soul. See R. Kraut, 
‘Aristotle on well-being’, p. 26 in The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 
2016.  
130 R.S. Crisp, ‘Well-Being’, para. 5.1 in the publicly available online Stanford Encyclopedia of Philosophy, 
http://plato.stanford.edu/entries/well-being/, accessed 12 August 2019. Also see The Routledge Handbook of Philosophy of 
Well-Being, edited by G. Fletcher, Routledge 2016, Introduction, p. 1: “That is, what I ought to do is surely in at least 
some way affected by what would make my life go better or worse for me.” Campbell noted that “Most moral and political 
theories take well-being into consideration in some form or other.” S.M. Campbell, ‘The concept of well-being’, p. 404 in 
The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
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There thus seems to be support under plural reasoning for acknowledging at least a certain importance 

of well-being in deciding what the right course of action is in order to properly recognise the importance 

that well-being has for individuals, even though such a position does not necessarily hold under all 

normative theories.131  

Continuing along this line of argumentation, if well-being is important for individuals and should be 

accorded a certain weight in deciding the right course of action, it also seems plausible that states should 

be concerned with the well-being of the individuals they govern.  

As mentioned in chapter 1, an important characteristic that is normally accorded to states is that they 

are aimed at the public interest, the scope and meaning of which is dependent for instance upon time, 

place, social developments, and moral and political convictions.132 Notwithstanding the divergence in 

views on what the appropriate aims of states are, the general view seems to be that it is at least in the 

public’s interest for states to provide minimum condition public goods such as peace, security, and a 

legal system, goods that pave the way for many other advantages of civilisation.133 The provision of 

such public goods, that can be said to benefit everybody and that cannot be provided to anyone unless 

they are provided to all, generally raises the least controversy.134 The provision of public goods has also 

                                                             
131 While this (un)importance of well-being is revisited in more detail later on in section 3.1 of this research, reference is 
made here to the overview provided by Sobel of authors such as Nagel, Scanlon, Dworkin, and Harsanyi who, like Sobel 
(although for different reasons), argued that well-being is not the appropriate object of moral concern. See D. Sobel, ‘Well-
being as the object of moral consideration’, Economics and Philosophy, 14, Cambridge University Press 1998, p. 273.    
132 S.A. Stevens, De belaste overheid, Kluwer 2003, pp. 25-26. Also see J. Snape, ‘The ‘Sinews of the State’: Historical 
Justifications for Taxes and Tax Laws’, in Philosophical Foundations of Tax Law, edited by M. Bhandari, First Edition, 
Oxford University Press 2017.  
133 Without striving to be exhaustive, some examples are mentioned here, illustrating that general view. According to 
Aristotle, the aim of the polis/city was not only to avoid injustice or achieve economic stability, but more importantly to 
allow (at least some) citizens the possibility to live a good life and to perform noble actions. Aristotle, Politica, book one, 
part II, 350 Before Common Era, with an English translation by B. Jowett, publicly available through 
http://classics.mit.edu/Aristotle/politics.1.one.html. Accessed 12 August 2019. John of Salisbury underlined the 
importance for a ruler to obey the law and manage the affairs of the common well-being in such a way that brings about 
the advantage of his subjects (of each individually, and of all), to the end that the state of the general good (or public 
welfare) may be ordered in the best possible manner. J. of Salisbury, Policraticus, book four chapter I (originally 
published around 1159). Hobbes argued that the aim of a state should be guaranteeing peace and safety. Hobbes was 
convinced that without government organised through state, the natural freedom of men would result in a war of all against 
all. T. Hobbes, Leviathan, Oxford University Press 1929, reprint of the 1651 edition, p. 150. Wolff combined the idea of a 
benevolent government or ruler that serves the general well-being with the idea of a government’s calling for the benefit of 
all citizens in the welfare state (Wohlfahrtsstaat) concept (reflected in H.E.S. Woldring, Politieke filosofie: Een 
systematische inleiding, Aula, 1993, p. 146).  
134 This is also remarked in L.B. Murphy & T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 
2002, p. 46. That said, and in the words of Wolfson: “In most cases, however, (non)excludibility and (non)rivalry are 
matters of degree, and whether the market or the budget is chosen as a mode of production for what, in the latter case, 
may be called quasi-public goods becomes a matter of feasibility and ideology.” D.J. Wolfson, Public Finance and 
Development Strategy, The Johns Hopkins University Press 1979, pp. 9-12.    
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been shown to affect well-being.135 Considering that well-being is of importance to all individuals, and 

that it is considered in the public interest to provide public goods that impact the well-being of 

individuals, the proposition of well-being as a proper end of states still seems acceptable. Outside the 

sphere of public goods, it is less straightforward to argue that well-being is a proper end of states, but 

even then, there might still be a reasonable case to make. Considering the provision by the state of goods 

that directly benefit particular individuals (such as social services), for instance, it may be necessary to 

appeal to arguments that view the state as a social insurer and claim that, although not all will directly 

benefit from such goods, all indirectly benefit from the provided safety net.136 Alternatively, it may be 

necessary to argue that benefits to some are benefits to all (for instance because people, for whatever 

reason, care about how others are doing), in order to uphold that it is also in the public interest for states 

to provide benefits to individuals. Such does not appear wholly implausible, although research from a 

formal mathematical and psychological perspective resulted in many situations that represent a conflict 

between self-interest and collective or public interest.137   

Considering the above, and notwithstanding the divergence in views on the proper aims, roles, and the 

desirable level of state intervention (e.g. the differences in views on these matters across the political 

spectrum, or between different social formations), it seems difficult to uphold that states should not be 

concerned with the well-being of their people. And more practically, well-being is also commonly 

supposed to be able to function as a unifying notion that allows quantitative comparisons in such a way 

that it could serve as a basis for policymaking purposes.138 This suggests that well-being should in some 

way function as a policy goal for states and that therefore, states should (to a certain extent) take on 

well-being aims.   

                                                             
135 See for instance B.S. Frey, S. Luechinger & A. Stutzer, ‘Valuing Public Goods: The Life Satisfaction Approach’, 
Center for Research in Economics, Management and the Arts, Working Paper No. 2004 – 11, who used reported subjective 
well-being data to evaluate utility consequences of public goods. Also see S. Luechinger, ‘Valuing Air Quality Using the 
Life Satisfaction Approach’, The Economic Journal 2007, Vol. 119, No. 536, pp. 482-515. In S. Oishi, U. Schimmack & 
E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological Science, January 2012, 23(1), 
the association between more-progressive taxation and higher levels of subjective well-being is found to be mediated by 
citizens’ satisfaction with public goods.  
136 Compare E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our Money, Oxford University 
Press 2016, p. 299 and further. Also see J. Heath, ‘The Benefits of Cooperation’, Philosophy and Public Affairs, Vol. 34, 
No. 4 (Autumn 2006), pp. 316-317.  
137 See P.A.M. van Lange et al., ‘Self-Interest and Beyond: Basic Principles of Social Interaction’, p. 541 in A.W. 
Kruglanski & E.T. Higgings, Social Psychology: Handbook of Basic Principles, New York, Guilford 2007. 
138   T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of 
Michigan October 25, 1996, p. 94. Important for practical application is that the measurability of well-being, although 
complex, is by many no longer thought to be impossible. See A. Alexandrova, ‘The science of well-being’, p. 390 in The 
Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016, and the references included 
there.   
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2.2. Aligning taxation with states’ well-being aims 

From the suggestion that well-being should in some way function as a policy goal for states we can 

move to the argument that taxation, as part of the functioning of states, should be aligned with the policy 

goals adopted by states. While arguments for aligning taxation with the policy goals of states are more 

frequently made in general,139 here the focus is specifically on arguments for aligning taxation with 

states’ well-being aims.  

There is a consequential argument to make for aligning taxation with states’ well-being aims. Such an 

argument draws attention to the effects of taxation on well-being, which have been shown to be 

significant and robust.140 The argument goes that, if states should be concerned with the well-being of 

the people they govern, and considering that taxation affects well-being, then taxation should be 

employed in such a way as to achieve the optimal well-being result.141 As example, Green described 

material well-being as one of the moral values in the making and assessment of tax policies, arguing 

that a community satisfying other values but consequently, not achieving a certain level of material 

well-being, would not be a morally desirable one.142   

Although not straightforward, deontological reasoning may nevertheless to some extent also allow for 

arguing that taxation should be aligned with the policy goals adopted by states. In such a line of 

reasoning the decisive factor would not be the consequences of taxation, but rather the principles that 

surround (or should surround) taxation. An argument to be made from a deontological perspective could 

                                                             
139 See for instance L.B. Murphy & T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 
25: “In fact, taxes are imposed for a purpose, and an adequate criterion of justice in their imposition must take that 
purpose into account.” Also compare E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our 
Money, Oxford University Press 2016, p. 156, who stressed that taxes are means to government spending, and as such are 
about how we divide the bill for public goods and services. Kleinbard concluded that government spending is the logical 
predicate to taxation, not the other way around.  
140 See for instance S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of 
Nations’, Psychological Science, January 2012, 23(1), where results showed that progressive taxation was positively 
associated with the subjective well-being of nations, and A. Akay, O. Bargain, M. Dolls, D. Neumann, A. Peichl & S. 
Siegloch, ‘Happy Taxpayers? Income Taxation and Well-being’, Discussion Paper No. 6999, November 2012, IZA, who 
found that the tax effect on subjective well-being is significant and positive when controlling for income net of taxes. Also 
see L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, concluding that a tax shift from direct 
to indirect taxes (and any other instrumental measure or tax expenditure that results in an unequal treatment of income) can 
affect well-being and its various dimensions through increasing economic inequality (ibid., p. 622).   
141 To a large extent, such a line of argument can be found reflected in theories of optimal taxation. Slemrod described how 
the theory of optimal taxation often ranks outcomes and chooses the best (or: optimal) tax system by using a social welfare 
function to aggregate individuals’ levels of utility into a measure of social welfare. J. Slemrod, ‘Optimal Taxation and 
Optimal Tax Systems’, National Bureau of Economic Research, Working Paper No. 3038, 1989, p. 2.  
142 R.M. Green, ‘Ethics and Taxation: A Theoretical Framework’, The Journal of Religious Ethics 12, 1984, p. 150. On the 
same page, Green also referred to the promotion of health and welfare as criteria for assessing how well a tax policy is 
doing.  
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be to link the justification of the duties imposed on individuals through taxation, to the rights created 

by states.143 Namely, the ordering of society through states enabled the creation and maintenance of 

frameworks for society to live in – for example, systems of property rights and protection - without 

which individuals could not achieve similar levels of well-being.144 If the purposes of taxation are 

indeed “intimately related to the ideals promoted”145 by states, and if one of those ideals is aiming for 

well-being, then it seems plausible to say that a state does not duly fulfil its tasks if taxation is not 

aligned with those well-being aims.146 Hence, linking the justification of taxation with the broader aims 

of states, there may be a deontological argument for claiming that taxation should be aligned with states’ 

well-being aims.147 

From a virtue ethics perspective, finally, taxation could facilitate the pursuit of well-being excellence, 

if virtue is interpreted as such.148 For instance, excise taxes on disfavoured goods and services 

(sometimes referred to as ‘sin taxes’) have been defended by reasoning from the perspective of virtue 

ethics, when such taxes are seen as a moderate means of instilling virtue expressed in well-being while 

allowing freedom of choice.149  

                                                             
143 Compare L.B. Murphy & T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 38, 
where it is argued that tax justice is part of an overall theory of social justice and of the legitimate aims of government.   
144 Compare P. Seabright, ‘Pluralism and the Standard of Living’, p. 398 in The Quality of Life, Clarendon Press – Oxford 
1993, edited by M.C. Nussbaum & A.K. Sen. Murphy and Nagel wrote that, save for extreme examples, states do not 
impose a net sacrifice on anyone; each person is better of post-tax, with a state in place, than without it. See L.B. Murphy 
& T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 25. Also see D. Halliday, 
‘Justice and Taxation’, Philosophy Compass 8/12, 2013, p. 115, discussing the argument for using tax to supply public 
goods, involving the claim that we are all better off in society than in a state of nature, and that therefore society can be 
seen as an agreement to cooperation for mutual advantage.  
145 J. Snape, ‘The ‘Sinews of the State’: Historical Justifications for Taxes and Tax Laws’, p. 32 in Philosophical 
Foundations of Tax Law, edited by M. Bhandari, First Edition, Oxford University Press 2017. 
146 Compare for instance J.L.M. Gribnau & S.M.H. Dusarduijn, ‘Principles-Based Legislation in Context: A Dworkinian 
Perspective’, 7 October 2018, p. 2, where it is remarked that the notion of distributive justice means that society has a 
responsibility for (changing) the condition of the less well off, and for guaranteeing a certain level of material means.  
147 Wijtvliet concluded that the pursuit of non-tax policy goals through the tax system is a corollary of a state’s mission to 
promote the well-being of its citizens. Instrumental tax policy is in that sense, according to Wijtvliet, an integral part of a 
state’s raison d’être. See L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in 
the Tax Mix from Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 368.  
148 Hursthouse and Pettigrove remarked that virtue ethics occasionally define virtue in terms of well-being. See R. 
Hursthouse & G. Pettigrove, ‘Virtue Ethics’, para. 2.1, publicly available online via 
https://plato.stanford.edu/entries/ethics-virtue/#EudaVirtEthi. Accessed 12 August 2019.   
149 See R. Dorsey, ‘In defense of “sin taxes”: tax policy, virtue ethics, and behavioral economics’, Southern Law Journal, 
2010, Vol. XX, p. 63 and 67. On the welfare effects of these so-called ‘sin taxes’, see T. O’Donoghue & M. Rabin, 
‘Optimal sin taxes’, Journal of Public Economics 90, 2006, pp. 1825-1849, who employed optimal taxation frameworks to 
show that imposing taxes on unhealthy items and returning the funds raised to consumers can generally improve total 
social surplus (ibid., p. 1825).  
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Reasoning from the perspectives of consequential, deontological, and virtue ethics thus allows, under 

certain conceptions, the argument that taxation should be aligned with states’ well-being aims.  
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2.3. Aiming for well-being through taxation 

From the proposition that taxation should be aligned with states’ well-being aims, the following step is 

to argue that states should also purposefully aim for well-being through taxation. This argument centres 

on the purposes of taxation.  

While the nature and scope of viable purposes of taxation are a function of the social and political 

relations created under different social and political orders, and have historically developed,150 

nowadays the following general purposes or functions of taxation are often recognised: to collect 

sufficient revenues for the functioning of states; to (re)shape distribution, and; to influence behaviour.151  

None of these functions is wholly undisputed, and some of these functions raise more controversy than 

others do.152 Notwithstanding, taxation in practice functions as a very important instrument of 

                                                             
150 J. Snape, ‘The ‘Sinews of the State’: Historical Justifications for Taxes and Tax Laws’, p. 9 in Philosophical 
Foundations of Tax Law, edited by M. Bhandari, First Edition, Oxford University Press 2017. For a brief overview of the 
history of modern taxation and the evolution of tax policy, reference is also made to S. Steinmo, ‘The evolution of policy 
ideas: tax policy in the 20th century’, British Journal of Politics and International Relations, Vol. 5, No. 2, 2003, pp. 206-
236.  
151 See for instance, without trying to provide an exhaustive overview: R.A. Musgrave, The Theory of Public Finance: a 
Study in Public Economy, New York: McGraw-Hill, 1959, p. 5, where the three objectives of budget policy are described 
to be to 1) secure a certain allocation of income (e.g. the level of revenue required for expenditure policies); 2) secure a 
proper distribution, and; 3) secure economic stabilisation (e.g. full employment); In a similar vein see D.J. Wolfson, Public 
Finance and Development Strategy, The Johns Hopkins University Press 1979, p. 188, also distinguishing between 
allocative, redistributive, and stabilising aspects of economic policy, while indicating that those aspects may not always be 
separable in reality; D. Halliday, ‘Justice and Taxation’, Philosophy Compass 8/12, 2013, pp. 1111-1122, distinguished 
between taxation as a solution to collective action problems (e.g. the case of public goods), taxation as a means of 
addressing inequalities or other distributive trends, and taxation as a device to influence behaviour; A. Easson & E.M. 
Zolt, ‘Tax Incentives’, World Bank Institute 2002, p. 2, summarised that governments use taxes to raise revenue to fund 
expenditures, to affect the distribution of income in a society, and to influence behaviour; H. Vording, ‘The concept of 
instrumentalism in tax law’, Coventry Law Journal, May 2013, pp. 41-60, addressed revenue raising, taxing equitably, and 
other policy purposes that can be pursued though tax policy. Vording concluded that all tax law is aimed at achieving 
social goals and that it is therefore difficult to distinguish between a tax purpose of raising revenue and other tax policy 
goals; L.B. Murphy & T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 76, 
distinguished between two primary functions of taxation, namely first the determination of how much of society’s 
resources will come under government control (what they referred to as the public-private division) and second, the 
determination of how the social product is shared among different individuals (what they referred to as distribution). See 
also J.T. Sneed, ‘The Criteria of Federal Income Tax Policy’, Stanford Law Review, Vol. 17, No. 4, 1965, p. 567, where 
guidelines for governments in designing their tax systems include chiefly the achievement of a dependable tax yield, the 
application of intelligence and restraint in using taxation to encourage or discourage specific conduct, and an allocation of 
the tax burden that reflects the political, social, and ethical aspirations of dominant groups.      
152 Issues surrounding the revenue raising and distributive function of taxation are for instance discussed in L.B. Murphy & 
T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 76 and further. For a historic 
overview of the rise in use of taxation to influence behaviour and some issues pertaining to that, reference is made to S. 
Steinmo, ‘The evolution of policy ideas: tax policy in the 20th century’, British Journal of Politics and International 
Relations, Vol. 5, No. 2, 2003, pp. 206-236. 
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governments, not only to generate state funds but also to achieve a desired distribution and to encourage 

certain kinds of behaviour over others.153  

Thus, if taxation should be aligned with states’ well-being aims, then taxation and tax law could be 

viewed as possible governmental instruments to achieve such well-being aims.154 States could use 

taxation either to shape distribution or to influence behaviour, aimed at well-being. Such a line of 

reasoning fares best under consequential reasoning (if well-being results are decisive) or under virtue 

ethics reasoning (if virtue consists of well-being excellence). In order to argue under deontological 

reasoning that states should aim for well-being through taxation, a well-being right would for instance 

have to be upheld, since under deontological theories duties and rights are generally considered decisive 

in determining what to do. If individuals would have a right to well-being, it could be argued that states 

should aim to provide for such well-being also through taxation. While a defence of rights to well-being 

has been made in literature, many authors do not seem to recognise rights (in the sense of entitlements) 

to well-being.155      

  

                                                             
153 L.B. Murphy & T. Nagel, The Myth of Ownership: Taxes and Justice, Oxford University Press 2002, p. 3, and J.L.M. 
Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 90.  
154 Compare L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix 
from Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 368: “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.” Sarch notes: “Well-being is at least one of the 
things it is legitimate for the law to aim at. If a law would lead to a substantial improvement in well-being, and would not 
be overly detrimental to other things we value like equality or justice, then most would agree that passing the law would 
be permissible – even desirable.” A. Sarch, ‘Well-being and the law’, p. 479 in The Routledge Handbook of Philosophy of 
Well-Being, edited by G. Fletcher, Routledge 2016. Also compare E.D. Kleinbard, We Are Better Than This: How 
Government Should Spend Our Money, Oxford University Press 2016, p. 156: “These debates are dominated by abstract 
disagreements over income tax rates, or how progressive the tax system should be, as if these were goals in themselves. 
But taxes are means, not ends. Collecting tax is not the point of government; taxes are simply how we divide up the bill for 
the goods and services we collectively deliver to ourselves through the medium of government. Government spending is 
the logical predicate to taxation, not the other way around.” What we should care about, according to Kleinbard, is 
aggregate welfare, which “incorporates all the instances of happiness, well-being, satisfaction, contentment, or similar 
concepts that together add up to what we would describe as an authentic and good life.” (Ibid., p. 10).  
155 See R. Peffer, ‘A defense of rights to well-being’, Philosophy & Public Affairs, Vol. 8, No. 1, 1978, pp. 65-87, and the 
discussion of authors provided there. Also see C.E. Steuerle, ‘And Equal (Tax) Justice for All?’, p. 260 in Tax Justice: The 
Ongoing Debate, edited by J.J. Thorndike & D.J. Ventry Jr., The Urban Institute Press 2002, where vertical equity is 
remarked to connect the rights and obligations of individuals to their ability and well-being. Reference is made to R.M. 
Dworkin, Taking rights seriously, Duckworth, 1977, p. 268, for a view on the meaning of ‘right’ as entitlement. 
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Summary and conclusions of chapter 2 

In this chapter 2, the case for states to aim for well-being through taxation is further elaborated upon 

using plural reasoning, and it is concluded that such a general position can be accepted under different 

– but not all – normative theories.  

The case for states to aim for well-being through taxation can be argued as follows: it seems difficult to 

uphold that states should not be concerned with the well-being of their people, considering the 

importance of well-being for individuals in combination with the public interest aims of states (section 

2.1). And in that case, it makes sense that taxation, as part of the funding and functioning of states, and 

affecting people’s everyday lives, should to a certain extent be aligned with states’ well-being aims 

(section 2.2). Finally, considering that taxation is not only concerned with collecting sufficient revenues 

but also with (re)shaping distribution and influencing behaviour, such alignment may well translate into 

states aiming for well-being through taxation (section 2.3).   

Notwithstanding that this general case can be argued under different normative theories, the line of 

reasoning needed to support such a case is however less straightforward and more susceptible to 

challenge than one might have initially expected. These issues and challenges are addressed in more 

detail in chapter 3.  
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3. Challenging the case for states to aim for well-being through taxation 

 

Introduction  

In chapter 2, the case for states to aim for well-being through taxation was assessed, concluding that 

such a general case can be argued under different – but not all – normative theories. Notwithstanding, 

the case is less straightforward and more susceptible to challenge than initially expected.  

The case set out in chapter 2 serves as a stepping stone to the current chapter 3, in which the case for 

states to aim for well-being through taxation is revisited and critically scrutinised using plural reasoning, 

and in which the first main research question is answered (i.e. whether states should aim for well-being 

through taxation). 

In section 3.1, the arguments for states to aim for well-being are revisited. Section 3.2 has a closer look 

from the perspective of consequential, deontological, and virtue ethics theories as to whether taxation 

should be aligned with states’ well-being aims. Finally, section 3.3 concludes with a prescription of 

caution and restraint for states aiming for well-being through taxation, notwithstanding that use of 

taxation to pursue well-being may sometimes be desirable.   
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3.1. States and their concern for well-being – revisited 

In this section 3.1, the arguments for states to aim for well-being are revisited, as considered earlier in 

section 2.1 of this research. It is argued below that, while plural reasoning may under certain conceptions 

allow for states to aim for well-being, this initially considered case does not find a broad basis of support 

in reasoning from a consequential (sections 3.1.1.1 and 3.1.2.1), deontological (sections 3.1.1.2 and 

3.1.2.2) and virtue ethics perspective (sections 3.1.1.3 and 3.1.2.3). Rather, such plural reasoning calls 

attention to the many intricate questions and difficult issues that arise if states aim for well-being. It 

seems difficult to accord much importance to well-being as such, and even more difficult to reach 

agreement on what constitutes or contributes to well-being.  

It is however argued that this does not mean that we should dismiss well-being as a state aim altogether. 

For one thing, the consideration of well-being as an aim for states seems valuable in that it obliges states 

to consider in a broad way what is good for people, and thus calls for further discussion of the more 

traditional emphasis from states on for instance economic production or income or other money-oriented 

measurement items.156 In addition, use of a concept such as well-being obliges states to consider the 

effects of their policies not in isolation (for instance only with regard to income, or only with regard to 

health) but in integration, taking into account how different government policies affect each other and 

ultimately, how such policies impact the way life is going for the individuals concerned. Well-being as 

a state aim may therefore have its relevance and practical use. This notwithstanding the findings that 

the importance of well-being as such may be more limited than initially considered, and that states 

aiming for well-being best exercise caution and restraint considering the relatively weak normative 

foundations and the accompanying intricate questions and difficult issues that may often not be 

resolvable if one is looking for broad support. Plural reasoning recommends that states are careful in 

using a single notion, such as well-being, that homogenises different goods. We may be better served 

by focusing primarily on things that make (or contribute to making) our lives go well, rather than on the 

notion of well-being itself.157 

                                                             
156 Compare E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University 
Press 2009, pp. 6-7, where (subjective) well-being is proposed as an additional measurement to currently existing 
economic and social indicators, to provide useful information on additional aspects of quality of life and thus to better aid 
states in the effective and efficient attainment of their goals.  
157 Compare J. Tiwald, ‘Well-being and Daoism’, p. 60 in The Routledge Handbook of Philosophy of Well-Being, edited 
by G. Fletcher, Routledge 2016. This suggestion of focusing primarily on things that make our lives go well, rather than on 
well-being itself, also shows some resemblance to the distinction sometimes made in the theory of economic policy 
between intermediate and ultimate aims of economic policy. See for instance P. Hennipman, Welfare Economics and the 
Theory of Economic Policy, Edward Elgar 1995, pp. 6-22, where concepts of welfare are discussed as ultimate aims of 
economic policy, and whereby maximisation of the national product can be considered an intermediate aim.    
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3.1.1. Why well-being? 

It seems difficult to deny that it matters how well our lives go; well-being seems clearly important. 

However, does the importance of well-being hold up when it is subjected to closer scrutiny?  

When the importance of well-being was introduced in section 2.1 of this research, reference was made 

to Scanlon’s summary of three roles of well-being:158 first, as a basis for decisions of a rational 

individual; second, as that which a benefactor would have reason to promote, and; third, as the basis on 

which the interests of an individual are taken into account in moral argument. Scanlon continued to 

challenge all three of these roles, which is also done here.   

As regards the first role: individuals actually seem to have little need for a concept of well-being with 

regard to their own lives.159 In our daily lives and decision-making, we do not stop to think: “what will 

this mean for my well-being?”160 Nor is there any apparent need to do so. It seems more plausible that 

we have reason to be concerned with our well-being because we find the things that contribute to our 

well-being important.161 Yet that does not mean that well-being, in and of itself, is necessarily 

important.162 It might be that well-being plays an implicit role in our thinking (and thus has a certain 

importance),163 but this is less straightforward and may carry less weight than initially thought. What 

matters to an individual may well, and typically does, transcend well-being.164 A more adequate view 

                                                             
158 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 93. Also see T.M. Scanlon, What Do We Owe Each Other?, The Belknap Press of Harvard University 
Press 1998, pp. 108-109.  
159 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 94.  
160 Compare J. Raz, ‘The Role of Well-Being’, Philosophical Perspectives, 18, Ethics, 2004, pp. 269-294.  
161 Which things might contribute to well-being is an issue that is addressed later on in sections 3.1.2.1 and 3.1.2.2 of this 
research.   
162 Such a line of reasoning is discussed in detail in R. Rodogno, ‘On the Importance of Well-being’, Ethical Theory and 
Moral Practice, 11, No. 2 (2008), pp. 201-203, addressing arguments of Scanlon and Raz in this regard.  
163 This is argued in R. Rodogno, ‘On the Importance of Well-being’, Ethical Theory and Moral Practice, 11, No. 2 (2008), 
p. 206 and further.  
164 Compare D. Sobel, ‘Well-being as the object of moral consideration’, Economics and Philosophy, 14, Cambridge 
University Press 1998, p. 251, where it is remarked that well-being and what rationally matters to a person typically come 
apart. Also see Sen’s remark that one may well have reason to advance goals and values well beyond the narrow limits of 
one’s own personal well-being, linked to the example of a fasting Gandhi to achieve India’s independence (A.K. Sen, The 
Idea of Justice, Penguin Books, 2009, p. 290). People have been argued to show acts of altruism or self-sacrifice, i.e. 
unselfish behaviour that benefits others without regard to consequences for one’s own well-being. See for instance T. 
Gilovich et al., Social Psychology, W.W. Northon & Company, Third Edition, 2006, p. 530; C.D. Batson & L.L. Shaw, 
‘Evidence for Altruism: Toward a Pluralism of Prosocial Motives’, Psychological Inquiry Vol. 2, No. 2 (1991), pp. 107-
122, and; S.S. Brehm, S.M. Kassin & S. Fein, Social Psychology, Houghton Mifflin Company, Fourth Edition, 1999, p. 
345. 
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of the human agent may need to allow room for other, and sometimes paramount, motives, for instance 

public spiritedness, empathy, commitment, or justice.165   

As regards the second role: if a benefactor (such as, possibly, a state) sets out to promote an individual’s 

well-being, then how can that benefactor achieve an encompassing view of what is ultimately good for 

the individual concerned?166 Well-being, concerned with how well one is doing, or in other words with 

how one’s life is going for that person, is subject-relative.167 While objective indicators of well-being 

have been argued to be distinguishable,168 those plausibly provide only indicators of what in essence is 

a subject-relative concept and may, from the individual’s own perspective, fail to give a complete 

overview of how well his/her life is going for him/her.169     

As regards the third role: while well-being is argued by some to be (part of) the basis on which the 

interests of an individual should be taken into account in moral argument,170 there is far from consensus 

on this point.171 The plural reasoning hereafter illustrates this lack of consensus.  

 

                                                             
165 See D.T. Miller, ‘The Norm of Self-Interest’, American Psychologist 1999, Vol. 54, No. 12, p. 1053, and the literature 
referenced there. Also see C. Heathwood, ‘Desire-fulfillment theory’, pp. 135-147 in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016, where on page 143 the issue is discussed of squaring 
idealistic and self-sacrificial desires with a desire-fulfilment account of well-being.  
166 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 95.  
167 See N.K. Badhwar, ‘Happiness’, p. 311, in The Routledge Handbook of Philosophy of Well-Being, edited by G. 
Fletcher, Routledge 2016. Badhwar remarked how well-being, concerned with how well your life is going for you rather 
than for someone or everyone else, is subject-relative or agent-relative. Also see S.M. Campbell, ‘The concept of well-
being’, p. 403 in The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016.  
168 Objective list theories of well-being are discussed in more detail when dealing with the constituents of well-being in 
section 3.1.2.2 of this research. For now, reference is made to the overview of objective list theories of well-being 
presented in G. Fletcher, ‘Objective list theories’, pp. 148-160 in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016. 
169 T.M. Scanlon, ‘The Status of Well-Being: The Tanner Lectures on Human Values’, delivered at University of Michigan 
October 25, 1996, p. 95. 
170 For instance, Sen discussed the link between capability and well-being as part of his assessment of the materials that 
need to be accorded weight in considerations of justice. A.K. Sen, The Idea of Justice, Penguin Books, 2009, pp. 286-290. 
Also see R. Peffer, ‘A Defense of Rights to Well-Being’, Philosophy & Public Affairs, Vol. 8, No. 1, 1978, p. 65. An 
example of a virtue ethics theory that depicts well-being as the ultimate end for human beings may be that of Aristotle, 
according to which well-being consists (only) of virtuous activity of the rational soul. See R. Kraut, ‘Aristotle on well-
being’, p. 26 in The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
171 See for instance D. Sobel, ‘Well-being as the object of moral consideration’, Economics and Philosophy, 14, 
Cambridge University Press 1998, p. 273, where reference is made to authors such as Nagel, Scanlon, Dworkin, and 
Harsanyi who, like Sobel (although for different reasons), argued that well-being is not the appropriate object of moral 
concern. 



3. Challenging the case for states to aim for well-being through taxation 

47 
 

3.1.1.1. Consequential normative reasoning 

From the perspective of consequential reasoning, a difficult question to answer is why well-being would 

be the (or even: a) relevant end to pursue. Why should we be concerned with consequences for well-

being and not (partly or wholly), for instance, with consequences for happiness,172 welfare,173 

achievement,174 autonomy,175 virtue,176 or meaningfulness,177 to name just a few other possible 

candidates for ultimate ends to pursue? On the one hand, it seems plausible that many of the effects of 

for instance happiness, virtuous behaviour, autonomy, and meaningfulness may also affect well-being 

or can be part of a well-being concept. This is especially the case where a very broad, or even all-

encompassing, conception of well-being is employed. On the other hand, those observations do not 

detract from the similarly plausible claim that such instances as happiness, virtuous behaviour, 

autonomy, and meaningfulness can carry importance also outside the sphere of their impact on well-

                                                             
172 J. Bentham and J.S. Mill famously defended the promotion of happiness as the appropriate state aim, advocating the 
Greatest Happiness principle, holding that actions are right in proportion as they tend to promote happiness, and wrong as 
they tend to produce the reverse of happiness. See J. Bentham, ‘An Introduction to the Principles of Morals and 
Legislation’, 1824, Chapter I para. II, in A. Ryan Utilitarianism and other essays. J.S. Mill and J. Bentham, Penguin 
Books 1987, p. 65, and J.S. Mill, ‘Utilitarianism’, 1871, Chapter II, in A. Ryan Utilitarianism and other essays. J.S. Mill 
and J. Bentham, Penguin Books 1987, p. 278 and 283. Layard is an example of a recent advocate of happiness as the 
ultimate end to pursue. See for instance R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised 
and updated edition, pp. 4-5.    
173 The distinction between the concepts ‘well-being’ and ‘welfare’ can be illustrated by the following citations from Van 
Praag and Frijters: “This calls for an operational distinction between economic welfare and well-being. Welfare is the 
evaluation assigned by the individual to income or, more generally, to the contribution to our well-being from those goods 
and services that we can buy with money. Next to material resources, we have other aspects which determine the quality of 
our life. We can think of our health, the relationship with our partner and family and friends, the quality of our work (job 
satisfaction), our political freedom, our physical environment, etc. We shall call this comprehensive concept well-being or 
quality of life […].” See B.M.S. van Praag & P. Frijters, ‘The Measurement of Welfare and Well-Being; The Leyden 
approach’, 1999, p. 31 in D. Kahneman, E. Diener, N. Schwartz (eds.), Well-Being; The Foundations of Hedonic 
Psychology, Russell Sage Foundation, New York, pp. 413-433. Also: “The main difference between welfare and well-
being is that “problem” variables hardly affect the evaluation of income but do, however, affect well-being. […] Welfare 
and well-being are different concepts, where welfare is only dependent on a small subset of the set of variables which 
influence well-being. The size and sign of the effect is also different.” Ibid., p. 33. Also see P. Frijters, Explorations of 
Welfare and Well-being, Tinbergen Institute Research Series No. 196, University of Amsterdam 1999, pp. 2-3, where 
satisfaction with income is termed ‘welfare’, and satisfaction with life as a whole is termed ‘well-being’.    
174 See G. Bradford and S. Keller, ‘Well-being and achievement’, pp. 271-280 in The Routledge Handbook of Philosophy 
of Well-Being, edited by G. Fletcher, Routledge 2016, where reasons are stipulated to think that the value of achievement 
cannot be fully grounded in what such an achievement means for well-being.   
175 D. Sobel, ‘Well-being as the object of moral consideration’, Economics and Philosophy, 14, Cambridge University 
Press 1998, pp. 249-281, argued for autonomy as the best prospect for taking people into account morally in a way that 
they endorse (ibid., p. 251).   
176 As introduced earlier in section 1.4.1.3 of this research, virtue ethics theories are theories that give a decisive role to 
virtue in their account of how people should live. According to some accounts, virtues are character traits that promote 
social good, that are admirable or noble, that are agreeable or useful to ourselves and/or others, that bring out the best (i.e. 
excellence) in people. See A. Baril, ‘Virtue and well-being’, p. 243 and the literature referenced there, in The Routledge 
Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016.    
177 See A. Kauppinen, ‘Meaningfulness’, pp. 281-291, in The Routledge Handbook of Philosophy of Well-Being, edited by 
G. Fletcher, Routledge 2016.    
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being.178 Imagine someone who devotes his or her entire life to furthering a cure for a certain affliction 

or disease, and as a result ends up alienated from others and burned out. This person’s life may, all 

things considered, be low on individual well-being (whereby the positive well-being impacts of this 

person’s work, for instance derived from a sense of meaningfulness, are offset by negative well-being 

effects, for instance from social isolation and burn-out). However, the fact that that person’s life is low 

on individual well-being does not seem to diminish the meaningfulness and importance of that person’s 

strive to further a cure for a certain affliction or disease. Or consider the people who endured hardships 

and ultimately gave their lives during the exploration of our world and skies. Some of these lives may 

have been low in individual well-being but high in achievement, happiness, meaningfulness, or 

autonomy. The importance of these other matters does not necessarily seem to depend only on how 

those matters translate into well-being, even if an all-encompassing well-being concept is being used.   

It may therefore be that the most powerful appeal in favour of arguing consequential importance of 

well-being is the intuitive one: it is difficult to deny that it matters how well our lives go, 

notwithstanding that other things may also be important.179   

 

3.1.1.2. Deontological normative reasoning 

From the perspective of deontological reasoning, it is not straightforward to uphold well-being as a right 

or duty, and that is before considering the relative importance of well-being and the issue of prioritising 

potentially different and competing rights and duties. A defence of rights to well-being can be sought 

in the corner of human or basic rights.180 However, a conception of rights to well-being as “rights to 

those things which we require if we are to survive and to have any sort of a life worth living”181 would 

leave us with a very limited conception of well-being, in any case much more restricted than the initial 

concept of how well an individual’s life is going for that individual. Humans seem to need significantly 

                                                             
178 In relation to meaningfulness and well-being, Kauppinen remarked that some claim these are distinct values while 
others maintain that it is either contingently or necessarily prudentially good to lead a meaningful life. See A. Kauppinen, 
‘Meaningfulness’, p. 288 and the literature referenced there, in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016. Also see N.K. Badhwar, ‘Happiness’, p. 307, in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016, who described happiness and well-being as distinct, 
non-identical but related concepts.    
179 Compare the intuitive argument made in favour of welfarism by Dorsey in D. Dorsey, ‘Welfarism’, pp. 417-428, in The 
Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016.    
180 See R. Peffer, ‘A Defense of Rights to Well-Being’, Philosophy & Public Affairs, Vol. 8, No. 1, 1978, pp. 79-80. 
181 R. Peffer, ‘A Defense of Rights to Well-Being’, Philosophy & Public Affairs, Vol. 8, No. 1, 1978, pp. 79-80. 
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more than basic survival to actually live well.182 Therefore, it is under such an approach not apparent 

what importance rights to well-being would add above and beyond the importance already established 

by recognised basic human rights.183 A defence of rights to or duties regarding well-being can also be 

sought in the corner of equality, for instance in the form of an equal right to well-being (i.e. the 

proposition that one’s right to well-being is equal to that of any other)184 or of equality of well-being 

(advocating redistribution to promote equality of well-being).185 However, a potential importance of 

equality does not explain why well-being would be an important value in such an equality consideration.  

 

3.1.1.3. Virtue ethics normative reasoning 

From the perspective of virtue ethics, the subject-relative concept of well-being, as that which is good 

for the individual whose well-being it concerns, may be too self-centred or self-interested to properly 

reflect the virtues held dear by those theories. Considering that virtue ethics are typically theories that 

accord a decisive role to character traits that promote social good, that are admirable or noble, that are 

agreeable or useful to ourselves and/or others, or that bring out the best (i.e. excellence) in people,186 

virtue and well-being may be distinct but connected things.187  

 

3.1.2. Is well-being a proper aim for states? 

It seemed initially acceptable in section 2.1 of this research that well-being is a proper aim for states, 

considering the importance of well-being for individuals and the related public interest in (at least) the 

provision of public goods. Also, it was pointed out in section 2.1 that well-being may function as a 

                                                             
182 M. Grix & P. McKibbin, ‘Needs and well-being’, p. 292 in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016. 
183 Compare W.J. Talbott, Human Rights and Human Well-Being, Oxford University Press 2010, p. 7, where it is remarked 
that most right theorists ground autonomy rights in the value of autonomy or consent, not in well-being.   
184 Such a position is argued in the theory of human rights advocated by Vlastos, discussed in R. Peffer, ‘A Defense of 
Rights to Well-Being’, Philosophy & Public Affairs, Vol. 8, No. 1, 1978, pp. 78-79.  
185 Compare the theory of equality of welfare scrutinised by Dworkin in R.M. Dworkin, ‘What is Equality? Part 1: 
Equality of Welfare’, Philosophy and Public Affairs, 1981, Vol. 10, No. 3, pp. 185-246. Dworkin concluded that equality 
of welfare is not so coherent or attractive an ideal as it is often assumed to be (ibid., p. 244).  
186 See A. Baril, ‘Virtue and well-being’, p. 243 and the literature referenced there, in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
187 A. Baril, ‘Virtue and well-being’, p. 248, in The Routledge Handbook of Philosophy of Well-Being, edited by G. 
Fletcher, Routledge 2016. 
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unifying notion that allows quantitative comparisons in such a way that it could serve as a basis for 

policymaking purposes.   

These lines of argument raise a number of concerns that are addressed next under the approach of plural 

reasoning.  

 

3.1.2.1. Consequential normative reasoning 

Consequentialist reasoning does not seem to provide an answer as to whether or not well-being is a 

proper aim for states to pursue. As illustrated in section 3.1.1.1 of this research, it is difficult to 

convincingly argue under such reasoning why the relevant end for states to pursue should be well-being 

rather than something else.188 Likewise, consequential reasoning itself does not seem to determine 

whether there should be only one end (well-being) or rather multiple ends (for instance well-being and 

equality) to pursue by states.189 Focusing on well-being alone could result in negative consequences for 

society and organisations.190 Especially considering that the concept of well-being is subject-relative, it 

actually seems plausible that different people may be considering different concepts of well-being while 

believing that they are dealing with the same, single, coherent concept of well-being.191 Moreover, 

trying to comprise well-being into a single concept, which would surely be more practical and 

potentially less arbitrary, has been argued to neglect that people’s values are irreducibly diverse, 

incommensurable, fragmented, and often in conflict.192  

                                                             
188 Compare E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University 
Press 2009, who on p. 209 noted not to advocate the idea that governments should intervene strongly to move society 
towards a goal of increased well-being.   
189 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, p. 
4 described how achieving high levels of well-being is an important goal for individuals and governments, but is not the 
only goal that determines action. In their view, moral considerations and questions of sustainability regarding the well-
being of future generations should also influence government actions (ibid., p. 4). According to these authors, there are 
good reasons to enforce moral norms even if this leads to lower average levels of well-being (ibid., p. 127).  
190 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, p. 
119.  
191 This possibility of ‘talking past’ is noted by Campbell in S.M. Campbell, ‘The concept of well-being’, pp. 408-409, in 
The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. Also see J. Hartog, ‘Over 
meten van welbevinden’, TPEdigitaal, March 2018, Vol. 12, No. 1, pp. 61-62.  
192 See T.E. Hill, ‘Kantian Pluralism’, p. 4, and the literature referenced there, in T.E. Hill, Respect, Pluralism and Justice: 
Kantian Perspectives, Oxford Scholarship Online 2003. Also see D.E. Thorsen, ‘Value Pluralism and Normative 
Reasoning’, Paper delivered for the course ‘normative begrunnelse’ held at the Department for Political Science, 
University of Oslo, 2004, and E. Lin, ‘Monism and pluralism’, pp. 331-341 in The Routledge Handbook of Philosophy of 
Well-Being, edited by G. Fletcher, Routledge 2016. 
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Now, if we continue under the presumption that well-being is the ultimate end under consequential 

reasoning, such reasoning would dictate that it is proper in general for states to aim for well-being. The 

question then is how successful individuals are themselves in obtaining well-being and, more 

specifically, where and when state intervention is warranted. Along the lines of the famous argument of 

Pigou for justifying state intervention relating to welfare, the consequentialist is likely to say that, 

whenever there is reason to believe that the free play of self-interest will cause suboptimal well-being 

outcomes, there is a case for public intervention, provided that all things considered the state agencies 

involved may be expected to intervene advantageously.193 The question of whether state agencies 

involved may be expected to intervene advantageously is directly connected to distinctions between 

welfare and well-being. If, in comparison to welfare, well-being indeed involves value judgments, and 

is dependent also upon non-scarce resources, there seems to be a limit to the well-being impact that a 

state can (and perhaps also should) achieve.194 Some argue that the state’s primary means should be to 

correct market imperfections or market failures: situations where the systems of price-market 

institutions fail to sustain desirable activities or stop undesirable activities.195 Others argue that societies 

and states need to be better attuned to promoting well-being (for instance in the form of happiness) in 

those spheres where individual effort is less effective than collective effort.196 An argument for states 

to aim for well-being is that a deprivation in well-being comes with costs not only to the individual, but 

to society and the economy as a whole as well.197  

Some research indicates that, contrary to what the expectation might be, there appears to be no link 

between, on the one hand, the size of the arrangements provided by a state for the unemployed, the sick, 

and the elderly and, on the other hand, either the level of well-being or the equality in well-being within 

that state.198 The size of the government is actually sometimes associated with decreased levels of 

                                                             
193 A.C. Pigou, The Economics of Welfare, 4th edition, London: Macmillan, 1932, p. 236.     
194 In P. Hennipman, Welfare Economics and the Theory of Economic Policy, Edward Elgar 1995, p. xvii (introduction), it 
is remarked that welfare, as distinct from well-being, is not an ethical concept. Rather, welfare, as consisting in the 
satisfaction of individual preferences, is mentioned to be a value-free (non-normative) concept (ibid., pp. xix-xxiii). 
Hennipman discussed the broad view that welfare is what results from the use of scarce means to satisfy needs (ibid., p. 
18). Wolfson discussed welfare economics dealing with choices between scarce resources for the satisfaction of any want, 
be that material or non-material wants. See D.J. Wolfson, Public Finance and Development Strategy, The Johns Hopkins 
University Press 1979, pp. 12-13. 
195 See F.M. Bator, ‘The Anatomy of Market Failure’, The Quarterly Journal of Economics, Vol. 72, No. 3, 1958, p. 351.  
196 R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 256 and 
further. 
197 See Chapter 7, ‘Measuring the costs of well-being deprivation (Module 5), in OECD, Evidence-based Policy Making 
for Youth Well-being: A Toolkit, 2017.  
198 R. Veenhoven, ‘Wellbeing in the Welfare State: Level not higher, distribution no more equitable’, Journal of 
Comparative Policy Analysis, 2000, Vol. 2, pp. 91-125. Also compare R. Layard, Happiness: Lessons from a New 
Science, Penguin Books 2011, revised and updated edition, who seemed to understand well-being as happiness (ibid., p. 
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subjective well-being.199 Other research shows, however, that more encompassing welfare states almost 

always perform better across a range of well-being measures.200  

The biggest well-being ‘gains’ attainable for states may be related to lifting people to a basic minimum 

standard of living. This, considering that research for instance indicates that extra income is particularly 

valuable insofar it allows people to transcend sheer physical poverty, while beyond that, the added value 

of extra income steadily declines.201 It seems plausible in this regard that there are primary values and 

basic needs that are shared by humans across cultures and time that any society may reasonably (or is 

by some even considered obliged to) provide.202 However, beyond the provision of such basic goods 

and the avoidance of great evils there is considerable legitimate variation in what people consider a 

good life.203 A consequential line of reasoning may therefore plead against a state aim to maximise (i.e. 

to try and attain the highest level of) well-being, as optimisation (i.e. to try and achieve the best or most 

suitable outcome) of well-being may be a more appropriate aim. Many changes in life circumstances 

for example have only a short-lived effect on reported subjective well-being as a result of for instance 

adaptation and adjustment.204 And people themselves seem to achieve higher levels of well-being when 

they strive only for levels of sufficiency in comparison to when they strive for maximising utility.205  

In order to assess the consequences of conduct of states for well-being, the measurability of well-being 

is also important to consequential reasoning. It was remarked earlier in section 2.1 that well-being is 

commonly supposed to be able to function as a unifying notion that allows quantitative comparisons in 

such a way that it could serve as a basis for policymaking purposes. Well-being is only able to perform 

this function if it is measurable. This measurability of well-being is by some considered complex yet 

                                                             
267). Layard noted on page 29 that, although living standards have more than doubled and life may be better for some, for 
most people in the West happiness has not increased.  
199 See S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, 
Psychological Science, January 2012, 23(1), p. 86 and the research referenced there.  
200 See E. Heins & C. Deeming, ‘Welfare and well-being – inextricably linked’, pp. 13-14 and the research referenced 
there, in In defence of welfare 2, Social Policy Association 2015, edited by L. Foster, A. Brunton, C. Deeming & T. Haux. 
Also see P. Flavin, A.C. Pacek & B. Radcliff, ‘State Intervention and Subjective Well-Being in Advanced Industrial 
Democracies’, Politics & Policy 2011, Vol. 39, No. 2, pp. 251-269, who found that the life satisfaction of citizens in 
general in advanced industrial democracies grows as the level of state intervention into the market economy increases.  
201 See R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 33 and 
the research referenced there.  
202 See N. Burtonwood, Cultural Diversity, Liberal Pluralism and Schools: Isaiah Berlin and Education, Routledge 2006, 
p. 42, and W.A. Galston, The Practice of Liberal Pluralism, Cambridge University Press 2005, p. 12.  
203 W.A. Galston, The Practice of Liberal Pluralism, Cambridge University Press 2005, p. 12. 
204 See B.S. Frey & A. Stutzer, ‘Should National Happiness Be Maximized?’, 2007, Working Paper No. 306, Institute for 
Empirical Research in Economics, p. 7 and 8, and R. Layard, Happiness: Lessons from a New Science, Penguin Books 
2011, revised and updated edition, p. 69.  
205 See A. Purvis, R.T. Howell & R. Iyer, ‘Exploring the role of personality in the relationship between maximization and 
well-being’, Personality and Individual Differences 2011, Vol. 50, pp. 370-375, and the research referenced there.  
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possible.206 There may be a difference between well-being effects now and in the future, potentially 

bringing on board difficult forecasting and weighing aspects.207 Challenging issues arise when well-

being of different individuals is compared (so-called interpersonal comparisons of well-being).208 

Notwithstanding, some have suggested approaches that may allow to come to interpersonal comparisons 

of well-being that are workable from a policy perspective.209 For instance, Van Praag discussed various 

empirical and philosophical arguments which suggest that people translate verbal labels used in an 

income evaluation questionnaire (such as ‘good’, ‘very good’, ‘bad’, and ‘very bad’) on roughly the 

same emotional scale (i.e. those verbal labels approximately meaning the same or having the same 

emotional value for all members of the language community), which allows the suggestion of a 

measurement method.210 Another example is an application of the approach of Harsanyi, who argued 

that people both have personal preferences (which may include sympathy for others) as well as 

empathetic preferences reflecting our ethical concerns.211  

                                                             
206 See A. Alexandrova, ‘The science of well-being’, p. 390 in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016, and the references included there. Also see J. Hartog, ‘Over meten van 
welbevinden’, TPEdigitaal, March 2018, Vol. 12, No. 1, pp. 57-70. Generally, use is made of subjective or objective 
indicators, or a mix thereof. See for instance the Gallup-Sharecare Well-Being Index, 
https://www.sharecare.com/static/well-being-index, the United Kingdom’s Office for National Statistics’ Measure of 
National Well-being, https://www.ons.gov.uk/peoplepopulationandcommunity/wellbeing, and the National Children’s 
Bureau measuring the well-being of children in care,  https://www.ncb.org.uk/resources-publications/resources/measuring-
wellbeing-children-care. Accessed 12 August 2019.  
207 As Layard remarked, changes continue on into the infinite future. R. Layard, Happiness: Lessons from a New Science, 
Penguin Books 2011, revised and updated edition, p. 120. O’Keefe raised the issue of future well-being concern in T. 
O’Keefe, ‘Hedonistic theories of well-being in antiquity’, p. 34, in The Routledge Handbook of Philosophy of Well-Being, 
edited by G. Fletcher, Routledge 2016. See also Bradley, who addressed the question whether there is well-being after 
death in B. Bradley, ‘Well-being and death’, pp. 320-328 in The Routledge Handbook of Philosophy of Well-Being, edited 
by G. Fletcher, Routledge 2016.     
208 See for instance J. Elster & J.E Roemer, Interpersonal Comparisons of Well-being, part of Studies in Rationality and 
Social Change, Cambridge University Press, July 1993; J. Griffin, Well-Being: Its Meaning, Measurement and Moral 
Importance, Oxford Clarendon Press 1986, and; K. Binmore, ‘Interpersonal Comparison of Utility’, who referred in this 
regard to a “bewildering range of issues”, in The Oxford Handbook of Philosophy of Economics, 2009, edited by D. Ross 
& H. Kincaid. Shaviro questioned the meaningfulness of subjective well-being as a measure of inequality between people, 
as “evolution appears not to have equipped us with comprehensive, single-metric “hedometers” or “utility counters,” that 
are readable, even by ourselves.” See D. Shaviro, ‘Endowment and Inequality’, p. 126, in Tax Justice: The Ongoing 
Debate, edited by J.J. Thorndike & D.J. Ventry Jr., The Urban Institute Press 2002.  
209 Sen embraced the possibility that “utility comparisons may be neither impossible, nor – on the other hand – terribly 
exact.” See A.K. Sen, Choice, Welfare and Measurement, Harvard University Press 1999, p. 22. 
210 Individuals assign different value labels to the same income levels depending on their personal circumstances and 
outlook on society, which differences can be quantitatively explained and predicted. Although the suggested method 
requires further corroboration, it may prove operationally meaningful. See B.M.S. van Praag, ‘The Relativity of the 
Welfare Concept’, p. 370 and further in The Quality of Life, Clarendon Press – Oxford 1993, edited by M.C. Nussbaum & 
A.K. Sen. Also see the commentary to Van Praag’s contribution by S. Osmani, pp. 386-392 in The Quality of Life, 
Clarendon Press – Oxford 1993, edited by M.C. Nussbaum & A.K. Sen. Frey and Stutzer remarked that, for reported 
subjective well-being, both cardinality (0r the uniqueness of values) and interpersonal comparability may be more 
problematic theoretically than practically. See B.S. Frey & A. Stutzer, ‘Should National Happiness Be Maximized?’, 2007, 
Working Paper No. 306, Institute for Empirical Research in Economics, p. 7. 
211 Interpersonal comparisons of preferences seem possible within Harsanyi’s theory when one totally and successfully 
empathises with another’s personal preferences. See J.C. Harsanyi, ‘Cardinal Welfare, Individualistic Ethics and 
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Also, if well-being is to play a role in policymaking, it seems that states ought to be concerned with the 

well-being of all individuals governed by those states, taken together in some way, considering the 

public interest aim of states.212 The choice for a specific function on how to take together the well-being 

of different individuals depends also on views about the proper distribution of well-being and may 

therefore vary widely.213  

 

3.1.2.2. Deontological normative reasoning 

Reasoning from a deontological perspective raises a number of additional attention points when 

considering the question whether states should aim for well-being. As deontological reasoning centres 

on rights and duties, many of these attention points relate to the question whether it is just for the state 

to intervene in individuals’ well-being.  

One of the worries is that well-being policy as a political project presents special dangers of paternalism 

(i.e. behaviour limiting some person’s or group of persons’ liberty or autonomy ‘for their own good’), 

elitism (i.e. the idea that the views of individuals with a certain ancestry, intrinsic quality or worth, 

higher intellect, wealth, specialised training or experience, or other distinctive attributes, are to be taken 

more seriously or carry the most weight) and oppression.214 A measure or conception of well-being 

                                                             
Interpersonal Comparisons of Utility’, The Journal of Political Economy, Vol. 63, Issue 4 (Aug., 1955), pp. 309-321, and 
K. Binmore, ‘Interpersonal Comparison of Utility’, in The Oxford Handbook of Philosophy of Economics, 2009, edited by 
D. Ross & H. Kincaid. 
212 Kaplow and Shavell argued for a framework in which legal policy analysis should be guided exclusively by reference 
to some way of aggregating individuals’ well-being. See L. Kaplow & S.M Shavell, Fairness versus welfare, Cambridge, 
Harvard University Press 2002. Individuals’ well-being taken together is sometimes referred to as societal, social, or 
general well-being, see for instance J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International 
Labour Review, Vol. 141, 2002, No. 1-2, pp. 9-29, and L. Kaplow & S.M Shavell, Fairness versus welfare, Cambridge, 
Harvard University Press 2002, p. 4.  
213 The most straightforward method of aggregation would be counting all individuals’ well-being equally. This method 
shows a conception of equality, i.e. a particular theory as to when people are treated as equals: people are being treated as 
equals only when their elements of well-being are taken into account quantitatively, each counting as one. Compare the 
remarks in this regard in R.M. Dworkin, ‘What is equality? Part 1: Equality of Welfare’, Philosophy and Public Affairs, 
Vol. 10, No. 3 (1981), pp. 244-245. Rawls argued that social and economic inequalities must be to the greatest benefit of 
the least advantaged members of society. See for instance J.B. Rawls, Political Liberalism: The John Dewey Essays in 
Philosophy 4, New York, Columbia University Press, 1993, p. 291 and J.B. Rawls, A Theory of Justice, Harvard 
University Press, 1971, pp. 302-303. Also see C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer 
und Wirtschaft 2017, Vol. 4, p. 316.   
214 A. Alexandrova, ‘The science of well-being’, p. 396 in The Routledge Handbook of Philosophy of Well-Being, edited 
by G. Fletcher, Routledge 2016. Also see A.C. Pigou, The Economics of Welfare, 4th edition, London: Macmillan, 1932, 
p. 236, where it is remarked that authorities are not always safeguarded from ignorance, sectional pressure, lobbying, loud-
voiced and organised constituent groups, and personal corruption by private interests. Also see J.P. Boer & J.L.M. 
Gribnau, ‘‘Tax Nudges’: Legal Aspects of Behaviourally Informed Strategies to Enhance Tax Compliance’, SSRN, 4 
December 2018, p. 5, who deal with tax nudges that enhance taxpayers’ compliance as a form of soft means paternalism, 
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would need to be subject-relative in such a way that it captures the values and priorities of the people 

whose well-being it is supposed to reflect.215 And considering the vast array of concepts, theories, 

constructs, and measures of well-being, this is no easy task.216 It was mentioned in section 3.1.2.1 of 

this research, and in relation to consequential reasoning, that different people may hold different 

concepts of well-being217 and that the effort to try and comprise well-being into a single concept raises 

concern for neglect of the diversity and incommensurability of people’s values.218 This concern not only 

arises in relation to consequential reasoning, but is a more general concern that is also relevant in relation 

to deontological and virtue ethics reasoning. There is no consensus on what well-being consists of. 

Prominent are for instance desire-satisfaction theories (holding that well-being consists of the 

satisfaction of a person’s desires), mental state theories (holding that well-being consists of the presence 

of positive mental states and the absence of negative mental states – for instance happiness, pleasure, 

or the absence of pain), objective list theories (holding that well-being consists of participation in a set 

of objective goods – for instance health, achievement, friendship, love, security, work, happiness, 

education, or environment), and nature-fulfilment or perfectionist theories (holding that well-being 

consists of development or fulfilment of central or important features of human nature such as virtue or 

flourishing or wisdom).219 All of these theories have some things to say for and some things to say 

against them. An argument in favour of desire-satisfaction theories is that those theories connect well-

being of a person with what that person finds compelling or attractive and thus prevent an interpretation 

of well-being that is alien to the person concerned.220 Desire-satisfaction theories of well-being may 

however seem problematic when one considers for instance ill-informed desires, unwanted desires, or 

self-sacrificial desires. An argument for mental state theories of well-being is that they align with the 

                                                             
i.e. tax nudges that respect individuals’ ends and attempt to affect their choices of means as a way to improve people’s 
welfare.   
215 A. Alexandrova, ‘The science of well-being’, p. 396 in The Routledge Handbook of Philosophy of Well-Being, edited 
by G. Fletcher, Routledge 2016.  
216 Reference is made to the overview of different well-being theories, constructs, and measures provided in A. 
Alexandrova, ‘The science of well-being’, p. 393 in The Routledge Handbook of Philosophy of Well-Being, edited by G. 
Fletcher, Routledge 2016. 
217 This possibility of ‘talking past’ is noted by Campbell in S.M. Campbell, ‘The concept of well-being’, pp. 408-409, in 
The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
218 See T.E. Hill, ‘Kantian Pluralism’, p. 4, and the literature referenced there, in T.E. Hill, Respect, Pluralism and Justice: 
Kantian Perspectives, Oxford Scholarship Online 2003. Also see D.E. Thorsen, ‘Value Pluralism and Normative 
Reasoning’, Paper delivered for the course ‘normative begrunnelse’ held at the Department for Political Science, 
University of Oslo, 2004, and E. Lin, ‘Monism and pluralism’, pp. 331-341 in The Routledge Handbook of Philosophy of 
Well-Being, edited by G. Fletcher, Routledge 2016. 
219 G.W. Gowans, ‘Buddhist understandings of well-being’, pp. 74-76, in The Routledge Handbook of Philosophy of Well-
Being, edited by G. Fletcher, Routledge 2016.  
220 On desire-satisfaction theories, see for instance C. Heathwood, ‘Desire-fulfillment theory’, pp. 135-147 in The 
Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
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idea that anything affecting one’s well-being must find reflection in one’s feelings or experiences.221 

However, is feeling alone really all that matters for well-being? For instance, how well is the happy 

person doing if (s)he has a deadly disease that (s)he is unaware of? In favour of objective list theories 

of well-being is that people can typically give a list of things that make their lives go well.222 Arguments 

against objective list theories are for instance that such theories are problematically arbitrary (what goes 

on the list, and why?) and insufficiently subject-sensitive (the goods on the list are typically assumed to 

contribute to well-being independent of the attitude towards those goods of the person whose well-being 

it concerns). An argument in favour of nature-fulfilment or perfectionist theories of well-being is that 

for many people, living a life of virtue, flourishing, or wisdom may also result in a life of well-being.223 

Nature-fulfilment or perfectionist theories however face the risk of imposing elitist well-being 

conceptions. And then there are all kinds of hybrid theories that combine features of these various and 

to some extent conflicting theories.224  

In order to prevent states from imposing objectionable well-being conceptions, deontological reasoning 

may therefore be inclined to argue for a restricted role of the state in matters of well-being, for instance 

limited to solving collective action problems that prevent private actors from reaching optimal 

outcomes.225 Some have also proposed to limit the role of the state in the field of well-being to the 

promotion of choices or capabilities, in order to respect the autonomy of individuals.226  

When states are aiming for well-being, there is a further deontological concern that people are reduced 

to simple ‘metric stations’ that factor into the well-being analysis via objective measurements of for 

                                                             
221 On mental state theories, see for instance A. Gregory, ‘Hedonism’, pp. 113-123 in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
222 On objective list theories, see for instance G. Fletcher, ‘Objective list theories’, pp. 148-160 in The Routledge 
Handbook of Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. 
223 On nature-fulfilment or perfectionist theories, see for instance G. Bradford, ‘Perfectionism’, pp. 124-134, or L. Besser-
Jones, ‘Eudaimonism’, pp. 187-196, both in The Routledge Handbook of Philosophy of Well-Being, edited by G. Fletcher, 
Routledge 2016.    
224 See for instance the discussion by C. Woodard, ‘Hybrid theories’, pp. 161-174 in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016. By combining elements of different theories, hybrid 
theories of well-being may be faced with a multitude of issues from the different theories combined.  
225 See for instance B.H. Fried, ‘Why Proportionate Taxation?’, pp. 150-151 in Tax Justice: The Ongoing Debate, edited 
by J.J. Thorndike & D.J. Ventry Jr., The Urban Institute Press 2002, where the libertarian view of the state is discussed.  
226 See for instance S. Conly, ‘Autonomy and well-being’, p. 443 in The Routledge Handbook of Philosophy of Well-
Being, edited by G. Fletcher, Routledge 2016. See also M.C. Nussbaum, Women and Human Development; The Capability 
Approach, New York: Cambridge University Press 2000.  
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instance their health or income, which could endanger democratic processes and institutions intended 

to allow citizens to reveal their preferences.227  

In addition, depending on the aggregation function of well-being chosen and the interpersonal 

comparisons employed therein, there may be a deontological concern for conflict with (some form of) 

equal treatment.228 Views about what equal treatment actually entails vary widely, with some advocating 

a straightforward method of aggregation (counting all individuals’ well-being equally) while others for 

instance argued that social and economic inequalities must be to the greatest benefit of the least 

advantaged members of society.229 Authors have argued that there are good reasons to enforce moral 

norms even if this leads to lower average levels of well-being, as moral considerations should also 

influence state actions.230  

Also, deontological reasoning may have concerns with the scoping of states’ well-being aims, as it 

seems difficult to draw a clear line as to where rights and duties begin and end. Should states for instance 

be concerned only with the well-being of their citizens, or also with the well-being of non-citizens or 

foreigners?231 Limiting well-being obligations to specific groups can be advocated with an appeal to 

(lack of) reciprocity: as citizens of a particular country (or as members of a particular political 

community), we are engaged in some way and to some extent in the process of making laws and defining 

moral obligations that apply to us. Those obligations are in any case owed to others who, with us, made 

the laws or agreed upon the moral obligations. Do such obligations also extend beyond the borders of 

                                                             
227 See B.S. Frey & A. Stutzer, ‘Should National Happiness Be Maximized?’, 2007, Working Paper No. 306, Institute for 
Empirical Research in Economics, pp. 8-10.  
228 See for instance S. Conly, ‘Autonomy and well-being’, p. 447 in The Routledge Handbook of Philosophy of Well-
Being, edited by G. Fletcher, Routledge 2016. 
229 Compare for instance the remarks in this regard in R.M. Dworkin, ‘What is equality? Part 1: Equality of Welfare’, 
Philosophy and Public Affairs, Vol. 10, No. 3 (1981), pp. 244-245, in J.B. Rawls, Political Liberalism: The John Dewey 
Essays in Philosophy 4, New York, Columbia University Press, 1993, p. 291, and J.B. Rawls, A Theory of Justice, Harvard 
University Press, 1971, pp. 302-303. Also see C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer 
und Wirtschaft 2017, Vol. 4, pp. 315-316.  
230 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, p. 
127.  
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correlated issues of sovereignty. See for instance T. Nagel, ‘The Problem of Global Justice’, Philosophy & Public Affairs 
2005, Vol. 33, No. 2, pp. 113-147 where Nagel argued that global justice is not a problem in a world divided into separate 
states, and Julius’ reply to that position in A.J. Julius, ‘Nagel’s Atlas’, Philosophy & Public Affairs 2006, Vol. 34, No. 2, 
pp. 176-192. Also see S. Caney, ‘Cosmopolitan Justice, Responsibility, and Global Climate Change’, Leiden Journal of 
International Law, 18, 2005, pp. 747-775; J. Cohen & C. Sabel, ‘Extra Rempublicam Nulla Justitia?’, Philosophy & Public 
Affairs 2006, Vol. 34, No. 2, pp. 147-175. Sen in this regard discussed the global features of interdependent interests: 
actions by a certain country will in many cases also affect neighbouring or other countries. A.K. Sen, The Idea of Justice, 
Penguin Books, 2009, p. 403. On the other hand, the moral individualist considers one to be free when one is only subject 
to obligations (s)he has voluntarily incurred; whatever is owed to others, is owed by virtue of some act of consent – a 
choice, promise or an agreement made, be it tacit or explicit. See M.J. Sandel, Justice: What’s the right thing to do?, Farrar 
Straus and Giroux, New York, 2010, p. 213.  
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that reciprocity?232 And what about the well-being of future generations? Or, do non-humans ((other) 

animals or plants or legal persons) have well-being that states should care about?233 Et cetera. While 

choosing for a state and human well-being focus would be pragmatic, it is clear that the potential reach 

and impact of state action, especially in our globalised societies, does not stop at any state or human 

border.234   

 

3.1.2.3. Virtue ethics normative reasoning 

Although some conceptions of virtue ethics allow for states to aim for well-being, reasoning from the 

perspective of virtue ethics does raise some further concerns.  

Virtue ethics theories typically consider that states should aim for well-being insofar as states, by doing 

so, are promoting virtuous behaviour.235 As discussed earlier in section 3.1.1.3 however, the subject-

relative concept of well-being, as that which is good for the individual whose well-being it concerns, 

may under many conceptions be too self-centred or self-interested to properly reflect the virtues held 

dear by virtue ethics theories. Namely, virtue ethics reasoning generally considers virtue to be superior 

to any kind of well-being ordinarily considered by people.236  

And this potential difference between what is virtuous and what is well-being may generate a further 

concern from a virtue ethics perspective. Namely, if different states engage in policies aimed at 

promoting the well-being of the people they govern, this may trigger competition for well-being 

between those different states. Regardless of the consequences of such competition (which is a concern 

                                                             
232 See A. Swift, Political Philosophy: A Beginners’ Guide for Students and Politicians, Polity, third edition 2014, p. 178. 
233 See for instance C.M. Rice, ‘Well-being and animals’, pp. 378-388 in The Routledge Handbook of Philosophy of Well-
Being, edited by G. Fletcher, Routledge 2016. 
234 Kleinbard remarked that he has made the morally indefensible but realistic choice to focus on national rather than 
global welfare. E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our Money, Oxford University 
Press 2016, p. 21. See for instance also G. de la Dehesa, Winners and Losers in Globalization, Blackwell Publishing 2006, 
and B.J. Kiekebeld, Harmful tax competition in the European Union, Kluwer 2004. 
235 For example, Aristotle saw the aim of the polis/city not only as to avoid injustice or achieve economic stability, but 
more importantly to allow (at least some) citizens the possibility to live a good life and to perform noble actions. Aristotle 
regarded the political community as existing for the sake of the good life/noble actions, notwithstanding that it comes into 
being for the sake of life/living together. “When several villages are united in a single complete community, large enough 
to be nearly or quite self-sufficing, the state comes into existence, originating in the bare needs of life, and continuing in 
existence for the sake of a good life.” See Aristotle, ‘Politica’, book one, part II, 350 Before Common Era, with an English 
translation by B. Jowett, publicly available online via http://classics.mit.edu/Aristotle/politics.1.one.html. Accessed 12 
August 2019. 
236 Compare G.W. Gowans, ‘Buddhist understandings of well-being’, pp. 70-80, in The Routledge Handbook of 
Philosophy of Well-Being, edited by G. Fletcher, Routledge 2016, where possible differences between the well-being of 
enlightened and unenlightened persons are discussed from a perspective of Buddhist virtues.   
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for consequential reasoning) and regardless of the duties of states involved in such competition (which 

is a matter of concern for deontological reasoning), some have argued that objects of competition in 

which there must be winners and losers are not proper objects of virtuous endeavour.237 And well-being 

may well be concerned, to some extent and under certain conceptions, with such objects of competition 

in which there must be winners and losers. People have for instance been shown to care greatly about 

their relative position or relative income, potentially resulting in the well-being increases of some being 

offset by comparable well-being decreases of others (so-called ‘zero-sum game’ situations).238    

 

  

                                                             
237 See A. MacIntyre, After Virtue: A Study in Moral Theory, University of Notre Dame Press, Third Edition 2007, pp. 
190-191, who distinguished between external goods – as objects of competition in which there must be winners and losers 
– and internal goods – as the outcomes of competition to excel whereby their achievement is a good for the entire 
community participating in the practice. MacIntyre continued to define a virtue as, shortly put, an acquired human quality 
that, if exercised, enables us to achieve internal goods. Also see J. Dobson, ‘Applying virtue ethics to business: The agent-
based approach’, Electronic Journal of Business Ethics and Organization Studies, 2007, Vol. 12, No. 2.  
238 See R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 41 and 
further, and the research referenced there. Regarding the interconnection of well-being and equal treatment, neural data has 
been brought forward in support of the popular notion in social sciences that humans have inequality-averse social 
preferences. See E. Tricomi, A. Rangel, C.F. Camerer & J.P. O’Doherty, ‘Neural evidence for inequality-averse social 
preferences’, Nature, Vol. 463, 25 February 2010, pp. 1089-1092. 
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3.2. Aligning taxation with states’ well-being aims - revisited 

From the careful conclusion that, notwithstanding its questionable importance and many intricate issues, 

well-being as a state aim may have its relevance, here this research moves to a more profound 

consideration of the argument that taxation should be aligned with states’ well-being aims.  

It was argued earlier in section 2.2 in this regard and under plural reasoning, that consequential, 

deontological, and virtue ethics theories may allow for taxation to be aligned with states’ well-being 

aims, considering, respectively, the effects of taxation, the justifications for taxation, and the aims of 

taxation. These lines of reasoning are revisited below in sections 3.2.1 (from a consequential 

perspective), 3.2.2 (from a deontological perspective), and 3.2.3 (from a virtue ethics perspective).  

 

3.2.1. Consequential normative reasoning 

Reasoning from a consequential perspective stresses that it is the overall well-being impact of a state 

that matters.  

Kleinbard for instance argued that, when the distributional impacts of fiscal policies are assessed, “what 

we want to capture is the net effect on individuals’ well-being of both sides of government 

intervention.”239 Kleinbard concluded that it is the spending done by states that matters most, not the 

taxing: as the fiscal systems of states include both the taxing side and the spending side of states, the 

question that is really important is whether states enhance well-being through socially useful 

investments and through sufficient levels of social insurance.240 While such goods provided by states 

are typically financed through taxes, ultimately it is the provision of those goods that matters.241 This 

does however not mean that Kleinbard suggested disconnecting taxation from the aims of a state. Rather, 

Kleinbard argued that taxation should not be viewed in the abstract but rather as a way to complement 

states’ collective investment and social insurance objectives.242 The nature of the public goods that states 

                                                             
239 E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our Money, Oxford University Press 2016, 
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set out to provide should inform the way in which to finance those goods.243 According to Kleinbard, it 

is most important to raise the taxes needed to fund useful government spending, and if those taxes can 

be raised in such a way as to facilitate the objectives of the state then of course, why not?244  

The importance for well-being of taxation as a means to finance the provision of public goods is also 

observed in empirical research. Oishi, Schimmack, and Diener for instance found that residents of states 

with more progressive taxation policies on average reported higher levels of subjective well-being than 

residents of states with less progressive taxation policies, whereby they defined progressive taxation as 

the difference between the highest and the lowest tax rates.245 While they found that it is the tax policy, 

and not large government spending or high average tax rates per se, that is associated with higher levels 

of national subjective well-being, they also found that this relation is explained by citizens’ satisfaction 

with public and common goods.246 Their research suggests that it is the use of states’ funds to provide 

quality public and common goods that results in increased well-being, rather than the progressive 

taxation policy in itself.247  

Wijtvliet called for an integrated rather than an isolated assessment of taxation when he concluded from 

the assessment and modelling done that tax shifts from direct to indirect taxes, like other governmental 

measures, may have limited distributive impact on their own, yet their combined effect may increase 

inequality or have other far-reaching effects on the distribution of material living standards.248 In a 

similar vein, Ventry remarked that evaluating desired distributive effects of taxation impels 

policymakers to consider tax and expenditure programs as part of an integrated budget policy.249 This 

                                                             
243 E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our Money, Oxford University Press 2016, 
p. 344.  
244 E.D. Kleinbard, We Are Better Than This: How Government Should Spend Our Money, Oxford University Press 2016, 
p. 341 and 344.  
245 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), p. 91 and 87. More fundamentally, progressive taxation has been considered to concern a tax 
in which the rates are graduated upward so that, after taxation, the relative shares of the more wealthy are reduced as 
compared to the relative shares of the less wealthy. See, for instance, H. Kalven Jr. & W.J. Blum, ‘The Anatomy of Justice 
in Taxation’, University of Chicago Law Occasional Paper, No. 7, 1973, pp. 9-10. Also see L.B. Murphy & T. Nagel, The 
Myth of Ownership: Taxes and Justice, Oxford University Press 2002, pp. 130-141, on progressivity, graduation, 
incidence, and outcomes of taxation.  
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249 D.J. Ventry Jr., ‘Equity versus Efficiency and the U.S. Tax System in Historical Perspective’, p. 59 in Tax Justice: The 
Ongoing Debate, edited by J.J. Thorndike & D.J. Ventry Jr., The Urban Institute Press 2002. 
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in order to prevent an isolated picture that is only partial of governments’ benefits and burdens.250 

Ventry concluded that it does not matter, practically speaking, whether the tax side or the expenditure 

side is impacting individuals.251 The commission chaired by Mirrlees stated that in assessing 

progressivity, the impact of the system as a whole should be considered rather than its individual 

components.252 Likewise, Sugin noted, in a seemingly consequential line of reasoning, that the broad 

combination of taxes, transfers, public goods, educational regulation and the like all culminate into 

determining whether, for example, the poorest members of society are provided with a basic minimum 

as suits a just or even decent society.253     

Many more examples of advocates of an integrated approach to taxation can be provided, even though 

most are not concerned specifically with a concept of well-being. Fried summarised how, under social 

welfarist consequential theories of distributive justice, the case for judging tax structures in isolation 

from other fiscal tools is inherently unsatisfactory and morally incoherent, as there is no point in 

achieving justness in part but not in the whole.254 Any tax distribution can be undone on the spending 

or transfer side of states.255 Steuerle remarked that it is limiting and often misleading to consider the 

progressivity of a tax system without considering what is done with the funds raised through that tax 

system, and vice versa.256 Owens seemingly applied an integrated approach to taxation when discussing 

tax competition where he argued that, to the extent that public services provision (enhancing business 

climate and competitiveness) is positively correlated with tax revenue, lower taxes do not increase 

competitiveness.257 If the competitive pillars of an economy are strong, tax levies are less likely to 

discourage investment.258 Likewise, Nicodème noted that in considering the consequences of tax 
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competition, the public expenditure side of the matter needs to be taken into account.259 With regard to 

tax cuts, Slemrod and Bakija remarked that informed judgments can only be made when the entire 

government strategy is known.260 Kalven and Blum noted that it may not be easy to isolate tax justice 

from other issues of fiscal policy because of, among other things, the wider range of functions performed 

by governments (including welfare or transfer payments).261  

From a consequential perspective, tax policy is just one of the alternatives available to governments.262 

Other possibilities are for instance grants, subsidies, prohibitions, or loans.263 The question whether 

taxes should be aligned with states’ well-being aims for a consequentialist primarily boils down to the 

question whether taxation is the most efficient and effective instrument to achieve those aims.264 As is 

addressed in section 3.3.1 of this research, it may not always be.  

 

3.2.2. Deontological normative reasoning 

The deontological argument made earlier in section 2.2, to allow for the argument that taxation should 

be aligned with states’ well-being aims, was to link the justification of taxation to the goods made 

possible by states, and to claim that taxation itself should therefore also be aligned with those goods.  

Revisiting that line of reasoning from a deontological normative perspective seems to debunk the claim 

made as fundamentally flawed, as it seems to conflate the question whether the broader state purposes 

for which taxes are raised are acceptable, with the question whether the way in which those taxes are 

raised is just. The idea of taxes may be considered acceptable under deontological reasoning in order to 

fund state activities that are necessary and beneficial to society.265 Yet, to claim that taxes are also raised 

                                                             
259 G. Nicodème, ‘Corporate tax competition and coordination in the European Union: What do we know? Where do we 
stand?’, Economic Papers, 2006, No. 250, p. 13. Reviewing research, Nicodème remarked that there seem to be potential 
welfare gains to be had from coordinating corporate taxes in Europe (ibid., p. 35).  
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265 See J. Snape, ‘The ‘Sinews of the State’: Historical Justification for Taxes and Tax Law’, p. 32, in M. Bhandari, 
Philosophical Foundations of Tax Law’, Oxford Scholarship Online 2017.  



Aiming for well-being through taxation 
 

64 
 

in a way that is just, deontological reasoning typically requires that taxation be governed by certain 

norms, principles and/or procedures. As discussed next, and irrespective of whether or not justice in 

taxation is inextricably linked to justice in the broader dealing of states, there seems to be broad 

agreement that tax norms, principles, or procedures do not accord normative priority to aligning taxation 

with well-being aims.  

Some have argued that, shortly put, justice in taxation is inextricably dependent or conditional on justice 

in the broader dealings of states.  

Murphy and Nagel for instance argued that “Taxes must be evaluated as part of the overall system of 

property rights that they help to create. Justice or injustice in taxation can only mean justice or injustice 

in the system of property rights and entitlements that result from a particular tax regime.”266 Yet, 

notwithstanding that Murphy and Nagel argued for tax justice as part of an overall theory of social 

justice and of the legitimate aims of government, they drew a line where discrimination among 

taxpayers is concerned: such counts as unjust, even if the underlying tax policy does serve other 

legitimate goals.267 Kalven and Blum remarked that, in order to be able to assess tax justice from a 

redistributive perspective, one must resort to criteria that lie altogether outside the province of taxation 

and concern distributive justice in the society.268 According to Kalven and Blum, there is nothing in the 

study of taxation itself that helps in this discussion, as all perceptions that inform tax justice turn out to 

transcend taxation.269 Post claimed that tax policy principles are inapplicable when taxation is viewed 

as a ‘disguised’ direct state instrument.270 Griffith argued that traditional tax norms and special tax 

principles (such as horizontal equity, vertical equity, ability-to-pay, and the ideal tax base) are not 

grounded in more general ethical principles and should therefore be discarded as a method of evaluating 

tax policy.271 Instead, Griffith advocated determining and judging the likely consequences of tax 

policies under general normative principles, mainly the criterion of ex ante Pareto superiority.272 Fried 

argued that theories of ability-to-pay or minimum-sacrifice have no moral coherence as freestanding 
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principles of distributive justice.273 These theories are considered by Fried to be incomplete intuitions 

of a deeper, unarticulated (social welfarist) theory of distributive justice, in which the state is obliged to 

use its fiscal powers to promote the aggregate welfare of society.274 The remarks from Griffith and Fried 

show that these arguments may actually also carry consequential reasoning in them that, as was 

addressed in section 3.2.1 of this research, goes against the claim that taxation should necessarily be 

aligned with states’ well-being aims: if it is the overall outcome that matters, then taxation can, but does 

not necessarily need to, align with the broader well-being aims of a state.  

Many argue that taxation has a set of tax (law) norms, principles, and procedures to adhere to that, 

although they may be linked to norms or principles underlying organised society,275 are not conditional 

on the justness of the outcomes provided by the broader dealings of a state.276 These arguments are 

mostly concerned with identifying and ordening norms or principles, the conformity with which 

determines whether choices or actions are right or wrong, no matter their effects.277 While there seems 

to be no comprehensive consensus,278 the following non-exhaustive discussion of aspects advocated in 

the assessment of tax law or tax policy indicates that such reasoning predominantly considers the 

alignment of taxation with wider state goals (such as well-being aims) as an exercise of public policy 

that is extrinsic to, rather than inherent in, the norms, principles, and procedures that should govern 

                                                             
273 B.H. Fried, ‘Why Proportionate Taxation?’, p. 173 in Tax Justice: The Ongoing Debate, edited by J.J. Thorndike & 
D.J. Ventry Jr., The Urban Institute Press 2002. 
274 B.H. Fried, ‘Why Proportionate Taxation?’, p. 173 in Tax Justice: The Ongoing Debate, edited by J.J. Thorndike & 
D.J. Ventry Jr., The Urban Institute Press 2002. 
275 To present examples of fundamental values or principles that have been argued to underlie law in general, such as 
equality, certainty, and purposiveness: Radbruch described justice as the aim of the law, with equality at its core, 
supplemented by purposiveness and certainty. See G. Radbruch, Vorschule der Rechtsphilosophie, Vandenhoeck & 
Ruprecht in Göttingen, Dritte Auflage 1965, pp. 24-33. Fuller described eight fundamental ways in which an attempt at 
creating and maintaining a system of legal rules may miscarry: 1. Failure to achieve rules; 2. Failure to publicise or make 
available rules; 3. Abuse of retroactive legislation; 4. Failure to make rules understandable; 5. Enactment of contradictory 
rules; 6. Rules requiring conduct beyond the powers of the affected party; 7. Such frequent changes in the rules that 
subjects cannot orient their action by those rules, and; 8. Failure of congruence between the announced rules and their 
actual administration. See L.L. Fuller, The Morality of Law, New Haven and London, Yale University Press, revised 
edition 1969, pp. 38-39. Mathis argued that law should be guided by four principles of law: justice, expediency, legal 
certainty, and efficiency. See K. Mathis, Efficiency Instead of Justice?, Law and Philosophy Library 84, Springer Science 
+ Business Media B.V. 2009, p. 204.  
276 Compare C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer und Wirtschaft 2017, Vol. 4, p. 
305 and 318, where it is remarked that criteria of justice in taxation need to allow for assessing individual governmental 
actions, and not society, the state, or the legal system as a whole.  
277 See L. Alexander & M. Moore, ‘Deontological Ethics’, publicly available online via Stanford Encyclopedia of 
Philosophy, para. 2. https://plato.stanford.edu/entries/ethics-deontological/. Accessed 12 August 2019.   
278 H.J. Aaron & H. Galper, Assessing Tax Reform, Studies of Government Finance: Second Series, 1985, The Brookings 
Institution, p. 16, noted that people disagree strenuously about what the ideal tax system should look like.  
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taxation.279 Overall, low (or even no) normative priority seems to be accorded to aligning taxation with 

well-being aims.  

Adam Smith formulated the following principles of taxation: “All nations have endeavoured, to the best 

of their judgment, to render their taxes as equal as they could contrive; as certain, as convenient to the 

contributor, both in the time and in the mode of payment, and in proportion to the revenue which they 

brought to the prince, as little burdensome to the people.”280 Sneed offered the following ordering of 

criteria for the design of (income) tax systems: to supply adequate revenue; to achieve a practical and 

workable income tax system; to impose equal taxes on those enjoying equal incomes; to avoid 

impairment of the operation of the market-oriented economy; to accomplish a high degree of harmony 

between the (income) tax and the sought-for political order; to reduce economic inequality; to assist in 

achieving economic stability, and; to adjust the force of income taxation to conform reasonably to the 

ends of state.281 Bradford advocated three basic principles as a blueprint for tax reform: equity, 

efficiency, and simplicity.282 The committee chaired by Meade considered the following to be the most 

important characteristics of a direct tax system:283 1. the different effects on economic efficiency and 

incentives that result from different ways of raising tax revenue; 2. the distributional effects of taxation. 

A good tax system should be horizontally equitable, treating like with like, and must be so construed to 

be able to be used for vertical distribution between rich and poor;284 3. international aspects (obligations 

and effects); 4. simplicity and costs of administration and compliance; 5. flexibility (for instance to 

allow for incentivising or for modifying distribution) and stability, and; 6. the ease or difficulty (as 

regards for instance fairness or costs) with which transition from an old to a new tax structure can be 

made.285 Aaron and Galper took, as a set of principles as guidelines for reform towards an ideal tax 

                                                             
279 The views described here are addressed under the header of deontological normative reasoning as they typically 
approach the justness, goodness or assessment of tax systems from the perspective of norms, principles, or procedures that 
should apply irrespective of their effects. That said, the views described may sometimes also mix in reasoning from other 
perspectives as well, such as reasoning from a consequential normative perspective. This is not further distinguished in the 
discussion provided here.  
280 A. Smith, The Works of Adam Smith Vol. IV: The nature and causes of the wealth of nations, Stratum and Preston, 
Printers-Street, London 1811, Book V, Chapter II, Part II, p. 259.  
281 J.T. Sneed, ‘The Criteria of Federal Income Tax’, Stanford Law Review 1965, Vol. 17, No. 4, pp. 567-613.  
282 D.F. Bradford, ‘Blueprints for Basic Tax Reform’, Department of the Treasury 1977, pp. 38-49.  
283 The Structure and Reform of Direct Taxation, Report of a Committee chaired by Professor J.E. Meade, The Institute for 
Fiscal Studies, George Allen & Unwin London 1978, p. 7 and further. 
284 The Structure and Reform of Direct Taxation, Report of a Committee chaired by Professor J.E. Meade, The Institute for 
Fiscal Studies, George Allen & Unwin London 1978, p. 12. The Committee noted however, that the final choice of 
redistributional aims for a tax system, involving basic value judgments about the nature of a good society, is a matter for 
political decision (ibid., p. 12).  
285 The Structure and Reform of Direct Taxation, Report of a Committee chaired by Professor J.E. Meade, The Institute for 
Fiscal Studies, George Allen & Unwin London 1978, p. 22.  
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system, the following three most important rules: people with equal economic incomes should pay equal 

taxes, taxes should distort economic choices as little as possible, and tax laws should be easy to 

understand, obey, and enforce.286 With regard to Dutch tax law, Hofstra noted justice as the primary 

principle of law in general, which translates into principles of equality and legal certainty.287 

Vanistendael summarised the basic legal framework to call for taxation according to the rule of law.288 

According to Vanistendael, the fundamentals of this framework are that taxes can only be levied based 

on lawfully enacted statutes, that taxes need to be applied impartially, and that revenues raised through 

taxation can only be used for lawful public purposes.289 In addition to these principles, the power to 

make tax laws may be subject to further limitations such as those following from constitutions or basic 

legal principles underlying an organised society, or those stemming from international agreements.290 

Vanistendael in this regard referred to, among other things, a principle of equality or equal treatment 

(as an application of the concept of legality), a principle of fair play or public trust in tax administration, 

principles of proportionality and ability-to-pay, and a principle of non-retroactivity.291 Slemrod and 

Bakija distinguished fairness (including horizontal equity, vertical equity, and transitional equity), 

neutrality, simplicity and enforceability, and economic effects as basic criteria by which tax policy 

should be judged.292 Gribnau referred among others to Radbruch and Fuller to concretise justice in 

(income) taxation with (sub)principles of legal certainty (for instance simplicity, clarity, and 

sustainability); equality (for instance neutrality, consistency, and unity); transparency; subsidiarity and 

proportionality, and; ability-to-pay.293 The commission chaired by Mirrlees concluded that what matters 

in assessing a tax system is that, for a given distributional outcome: negative effects of the tax system 

on welfare and economic efficiency are minimised; administration and compliance costs are as low as 

possible; fairness other than in a distributional sense is achieved (for instance fairness in procedure, 

                                                             
286 H.J. Aaron & H. Galper, Assessing Tax Reform, Studies of Government Finance: Second Series, 1985, The Brookings 
Institution, p. 10.  
287 H.J. Hofstra, Inleiding tot het Nederlands belastingrecht, Kluwer – Deventer 1986, sixth edition, pp. 75-84. 
288 F. Vanistendael, ‘Legal Framework for Taxation’, p. 1 in Tax Law Design and Drafting, Vol. 1, International Monetary 
Fund 1996, edited by V. Thuronyi.  
289 F. Vanistendael, ‘Legal Framework for Taxation’, p. 1 in Tax Law Design and Drafting, Vol. 1, International Monetary 
Fund 1996, edited by V. Thuronyi.  
290 F. Vanistendael, ‘Legal Framework for Taxation’, p. 1 in Tax Law Design and Drafting, Vol. 1, International Monetary 
Fund 1996, edited by V. Thuronyi. 
291 F. Vanistendael, ‘Legal Framework for Taxation’, pp. 5-13 in Tax Law Design and Drafting, Vol. 1, International 
Monetary Fund 1996, edited by V. Thuronyi. 
292 J. Slemrod and J.M. Bakija, Taxing Ourselves: A Citizen’s Guide to the Debate over Taxes, the MIT Press, third 
edition, 2004, p. 11 and further. 
293 See J.L.M. Gribnau, ‘Rechtsbeginselen en evaluatie van belastingwetgeving: rechtvaardigheid hanteerbaar gemaakt’, p. 
27-66 in Vijf jaar Wet IB 2001, edited by A.C. Rijkers & H. Vording, Deventer Kluwer 2006. Also see J.L.M. Gribnau & 
S.M.H. Dusarduijn, ‘Principles-Based Legislation in Context: A Dworkinian Perspective’, 7 October 2018.  
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non-discrimination, and fairness regarding legitimate expectations), and; the tax system is transparent 

and easy to understand.294 Moreover, the commission chaired by Mirrlees also remarked that a good tax 

system will not just limit negative effects on efficiency but will also promote economic welfare by 

dealing with externalities that arise when one person or organisation does not take account of the effects 

of their actions on others.295  

In short, while there seems to be no comprehensive consensus, deontological reasoning on the 

assessment of tax law or tax policy predominantly considers the alignment of taxation with wider state 

goals (such as well-being aims) as an exercise of public policy that is extrinsic to, rather than inherent 

in, the norms, principles, and procedures that should govern taxation. Overall, limited normative priority 

seems to be accorded to aligning taxation with well-being aims. 

It was mentioned earlier in section 3.1.2.2 that, when states are aiming for well-being, there is a further 

deontological concern that people are reduced to simple ‘metric stations’ that factor into the well-being 

analysis, which could endanger democratic processes and institutions intended to allow citizens to 

reveal their preferences.296 In a comparable line of reasoning, aligning taxation with states’ well-being 

aims may raise deontological concerns of tax injustice arising from procedural aspects of the tax (law) 

in action and when viewed from the political dimension.297 The pursuit of well-being aims through 

taxation may for instance be lacking in transparency or political visibility and accountability, and may 

be susceptible to pressure from special interest groups, depending of course on the exact systems of 

operation of states.298 There is thus an argument from a deontological perspective to keep the tax code 

                                                             
294 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 22.  
295 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 23. 
296 See B.S. Frey & A. Stutzer, ‘Should National Happiness Be Maximized?’, 2007, Working Paper No. 306, Institute for 
Empirical Research in Economics, pp. 8-10.  
297 H. Kalven Jr. & W.J. Blum, ‘The Anatomy of Justice in Taxation’, University of Chicago Law Occasional Paper, No. 
7, 1973, p. 30, remarked that the anatomy of justice in taxation in the form of discussions of horizontal and vertical equity 
deals with substantive provisions of the tax statute, although an important component of the popular sense of tax injustice 
relates to grievances arising from procedural aspects of taxation or, better, from the law in action. Furthermore, Kalven and 
Blum stressed the importance of public discussion of tax policy (ibid., p. 34). The commission chaired by Mirrlees for 
instance also considered fairness in procedure as one of the important aspects in assessing a tax system. Institute for Fiscal 
Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 22. 
298 This is for instance remarked by S.S. Surrey & E.M. Sunley Jr., ‘General Report’, p. 29 in Tax incentives as an 
instrument for achievement of governmental goals, International Fiscal Association, Cahiers de droit fiscal international 
1976, Vol. LXIa. 
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the tax code, and to not make it a well-being code.299 These concerns are elaborated upon in section 

3.3.2 of this research.  

Of course, it cannot be assumed that the authors referred to here all mean the same when they refer to 

matters such as fairness, equal treatment, proportionality, or simplicity, as they often may not.300 And 

while there actually appears to be quite limited variation in the characteristics, criteria, norms, and 

principles that are referred to as being basic to a tax system assessment,301 there also certainly does not 

seem to be comprehensive consensus in this regard.302 Furthermore, the different characteristics, 

criteria, norms, and principles mentioned are unlikely to carry equal weight under different 

deontological views.303 Nonetheless, a shared view seems to be that the assessment of whether taxation 

is just is neutral towards the question of alignment of taxation with wider state goals (such as well-being 

aims). Deontological reasoning seems to predominantly consider the alignment of taxation with well-

being aims as an exercise of public policy that is extrinsic to, rather than inherent in, the norms, 

principles, and procedures that should govern taxation. As is addressed in more detail in section 3.3.2 

of this research, aiming for well-being through taxation may actually increase the risk of injustice in 

taxation. 

It proved difficult to find authors arguing, from a clear deontological perspective, for taxation to be 

aligned with well-being aims of the states. With regard to the Netherlands, De Langen identified and 

described striving for a maximum of well-being as one of the basic principles of Dutch tax law.304 De 

                                                             
299 Compare Post, who noted that in the United States of America, tax subsidies are not subject to the scrutiny of the 
spending budget and are therefore not subjected to the reauthorization procedures that other programs face. K.C. Post, 
‘Higher education tax incentives: Why current reform is necessary’, Southern Law Journal 2013, Vol. XXIII, p. 93. 
300 Compare C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer und Wirtschaft 2017, Vol. 4, p. 
310, where different concepts of equality are discussed.  
301 Reference is also made in this regard to C. Alley & D. Bentley, ‘A remodelling of Adam Smith’s tax design principles’, 
Australian Tax Forum 2005, Vol. 20. Alley and Bentley have undertaken to identify the principles most commonly used in 
designing tax systems, through consideration of a number of reports over time and across jurisdictions. They argued that 
there is sufficient commonality of understanding to identify and make use of a list of generally accepted principles in the 
design and analysis of tax systems, which consists of principles of equity and fairness, certainty and simplicity, efficiency, 
neutrality, and effectiveness (ibid., pp. 622-623).  
302 H.J. Aaron & H. Galper, Assessing Tax Reform, Studies of Government Finance: Second Series, 1985, The Brookings 
Institution, p. 16, noted that people disagree strenuously about what the ideal tax system should look like.  
303 Dworkin for instance distinguished between policy and principles, the latter being “a standard to be observed not 
because it will advance or secure an economic, political or social situation deemed desirable, but because it is a 
requirement of justice or fairness or some other dimension of morality”. Such a distinction does according to Dworkin not 
mean that officials should not take policy standards into account as considerations inclining in one direction or another, but 
does require a difference in weight to be accorded. R.M. Dworkin, Taking rights seriously, Duckworth, 1977, p. 22 and 26. 
304 W.J.M. de Langen, De Grondbeginselen van het Nederlandse Belastingrecht, N. Samsom N.V., 1954-1958. 
Notwithstanding that De Langen used the term ‘welfare principle’, the aim of this principle is subsequently defined by De 
Langen with reference to well-being (ibid., p. 339). The concept of welfare as discussed by De Langen is concerned with 
welfare in a broad sense, which cannot be measured only in terms of income, products, services or means of production 
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Langen did however not address, nor did he intend to address, whether the principles as discerned by 

him are also desirable from a normative perspective. De Langen only observed that those principles 

were applied.305 Wijtvliet argued in general for aligning taxation with states’ well-being aims as he 

considered instrumental tax policy (i.e. the pursuit of non-tax goals through the tax system) as a 

corollary of states’ mission to promote the well-being of their citizens.306 The case made by Wijtvliet 

however seems to primarily build on consequential rather than deontological reasoning, as Wijtvliet 

concluded that there is no fundamental objection to using the tax system to promote the well-being of 

citizens, if instrumental tax measures do indeed further well-being: “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.”307  

 

3.2.3. Virtue ethics normative reasoning 

From a virtue ethics perspective, the case was made in section 2.2 of this research that taxation could 

facilitate the pursuit of well-being excellence, if virtue is interpreted as such.308 Not revisited here is the 

before discussed309 concern that the subject-relative concept of well-being, as that which is good for the 

individual whose well-being it concerns, may under many conceptions be too self-centred or self-

interested to properly reflect the virtues held dear by virtue ethics theories.310 Instrumental use of the 

law to pursue different and possibly competing interests seems to conflict with the idea of virtue ethics, 

that there is a shared common good to be pursued.311 Such a concern rises equally when it is considered 

whether taxation should be aligned with states’ well-being aims. Rather, the focus here is on the concern 

                                                             
but also includes among other things employment for all, nutrition, clothing, housing, protection of life and property, 
justice, health, art, science, education, culture, and our urge for freedom (ibid., pp. 336-340).  
305 According to De Langen the discerned principles were only found, ascertained, not desired and not propagated. See 
W.J.M. De Langen, De Grondbeginselen van het Nederlandse Belastingrecht, N. Samsom N.V., 1954-1958, p. 40. 
306 L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, pp. 608-609. 
307 L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, pp. 608-609. 
308 Hursthouse and Pettigrove remarked that virtue ethics occasionally define virtue in terms of well-being. See R. 
Hursthouse & G. Pettigrove, ‘Virtue Ethics’, para. 2.1, publicly available online via 
https://plato.stanford.edu/entries/ethics-virtue/#EudaVirtEthi. Accessed 12 August 2019.   
309 See sections 3.1.1.3 and 3.1.2.3 of this research.  
310 That is not to say that there may not be a relation between virtuous behaviour and well-being. Compare D. Lubian & L. 
Zarri, ‘Happiness and tax morale: An empirical analysis’, Journal of Economic Behavior & Organization 80(1), 2011, who 
found that virtuous taxpayers are significantly happier than less virtuous ones (ibid., p. 2).  
311 Compare B.Z. Tamanaha, Laws as a means to an end: threat to the rule of law, Cambridge University Press 2006, p. 
223.  
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that aligning taxation with states’ well-being aims may undermine people’s faith in and respect for tax 

law, and thus might detract from virtuous behaviour.  

Gribnau described how viewing the use of tax legislation for non-tax goals as an integral part of 

government policy threatens to erode the integrity of tax law.312 Such instrumental use of taxation 

undermines the persuasiveness of the state under the rule of law, and may result in people losing faith 

in and respect for the tax law at hand.313 If that is the case, then aligning taxation with states’ well-being 

aims might not result in honouring or cultivating virtuous behaviour, and may actually stimulate vicious 

behaviour. Research on enforced versus voluntary tax compliance for instance suggests that the level of 

trust in the state, and particularly in the tax authorities, is one of the important influencers of the level 

of tax compliance.314 If the trust in tax authorities is low, it is more likely that taxpayers will seek to 

maximise their individual outcomes, for instance by evading taxes.315 Thus, there is a risk that aligning 

taxation with states’ well-being aims erodes trust, which may in turn stimulate non-virtuous behaviour.  

  

                                                             
312 J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 94. 
313 J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, pp. 94-95.  
314 See E. Kirchler, E. Hoelzl & I. Wahl, ‘Enforced versus voluntary tax compliance: The “slippery slope” framework’, 
Journal of Economic Psychology 29, 2008, pp. 210-225. Also see J.P. Boer & J.L.M. Gribnau, ‘‘Tax Nudges’: Legal 
Aspects of Behaviourally Informed Strategies to Enhance Tax Compliance’, SSRN, 4 December 2018, pp. 1-2.  
315 E. Kirchler, E. Hoelzl & I. Wahl, ‘Enforced versus voluntary tax compliance: The “slippery slope” framework’, Journal 
of Economic Psychology 29, 2008, pp. 212-213.  



Aiming for well-being through taxation 
 

72 
 

3.3. Aiming for well-being through taxation - revisited 

As part of section 2.3 of this research it was argued that, if taxation should be aligned with states’ well-

being aims, then taxation and tax law could be viewed as possible governmental instruments to achieve 

such well-being aims. With reference to the often recognised functions of taxation (i.e. revenue raising, 

(re)shaping distribution, and influencing behaviour), taxation could either be used to shape distribution 

or to influence behaviour, aimed at well-being. It was argued that such a line of reasoning fares best 

under consequential reasoning (if well-being results are decisive) or under virtue ethics reasoning (if 

virtue consists of well-being excellence) and seems less straightforward under deontological reasoning, 

unless well-being rights could for instance be upheld.  

It is argued in the following sections that, from a consequential normative perspective, taxation may not 

always be the most efficient or effective instrument available to states to achieve their well-being aims 

(section 3.3.1). Furthermore, deontological reasoning warns us that aiming for well-being through 

taxation increases the risk of injustice in taxation (section 3.3.2). Finally, when viewed from the 

perspective of virtue ethics reasoning (section 3.3.3), aiming for well-being through taxation may 

detract from virtuous behaviour.  

 

3.3.1. Consequential normative reasoning 

From a consequential perspective, tax policy is just one of the alternatives available to governments 

and, presuming that well-being aims are desirable for the state to have, the question whether states 

should aim for well-being through taxation for a consequentialist primarily boils down to the question 

whether taxation is the most efficient and effective instrument to achieve states’ well-being aims.316   

Here, that question of whether taxation is an efficient and effective instrument to achieve states’ well-

being aims is addressed. It was mentioned earlier in section 2.2 that the effects of taxation on well-being 

have been shown to be significant and robust.317 Research regarding the effectiveness and efficiency of 

                                                             
316 Compare R.S. Avi-Yonah, ‘Taxation as Regulation: Carbon Tax, Health Care Tax, Bank Tax and Other Regulatory 
Taxes’, Accounting, Economics, and Law: A Convivium, 2011, Vol. 1, Issue 1, Article 6, p. 4, where it is generally argued 
that regulation is a legitimate goal of taxation in those instances where taxation is the most effective way to achieve a 
specific regulatory goal.  
317 With reference to the research of S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-
being of Nations’, Psychological Science, January 2012, 23(1) and A. Akay, O. Bargain, M. Dolls, D. Neumann, A. Peichl 
& S. Siegloch, ‘Happy Taxpayers? Income Taxation and Well-being’, Discussion Paper No. 6999, November 2012, IZA.   
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taxation is considered hereafter, resulting in the conclusion that taxation may not always be the most 

effective or efficient tool available to states to achieve well-being aims.  

It was briefly discussed earlier in section 3.2.1 of this research that Oishi, Schimmack, and Diener 

examined whether progressive taxation is associated with the subjective well-being of nations and if so, 

whether such a link is explained by citizens’ satisfaction with public and common goods.318 This was 

primarily discussed as an example of the indirect importance of taxation for well-being, namely as a 

means to finance the provision of public goods. In the current section, the research of Oishi, Schimmack, 

and Diener is discussed in light of the question whether taxation itself is an efficient and effective 

instrument to achieve states’ well-being aims. In order to examine whether progressive taxation is 

associated with subjective well-being, they used data from the Gallup World Poll, where subjective 

well-being was assessed by asking respondents to evaluate their current life, and by asking respondents 

about their positive or negative daily experiences.319 The research from Oishi, Schimmack, and Diener 

is therefore concerned with a specific conception of well-being in which well-being is constituted by 

individual experiences, feelings, self-evaluation, and satisfactions (and not, for instance, by objective 

indicators that are assessed independent from the attitude of the individual concerned towards those 

indicators).320 Oishi, Schimmack, and Diener found that residents of states with more progressive 

taxation policies on average reported higher levels of subjective well-being than residents of states with 

less progressive taxation policies.321 While they found that it is the degree of progressive taxation, and 

not large government spending or high average tax rates per se, that is associated with higher levels of 

national subjective well-being, they also found that this relation is explained by citizens’ satisfaction 

with public and common goods such as the quality of education and the availability of health care.322 

As discussed in section 3.2.1, their research suggests that it is the use of states’ funds to provide quality 

public and common goods that results in increased well-being, rather than the progressive taxation 

                                                             
318 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), p. 86.  
319 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), p. 87.  
320 In their article, Oishi, Schimmack, and Diener often seemed to equate their conception of well-being with (or 
summarise it as) happiness. See for example S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the 
Subjective Well-being of Nations’, Psychological Science, January 2012, 23(1), p. 91: “Our interpretation of the present 
findings is that a fair redistribution of wealth via progressive taxation increases the mean happiness of a nation’s 
citizens.” The subjective well-being concept used for instance shows in the finding that, once the positive subjective 
effects of higher income and public and common goods were eliminated, the residents of rich nations reported higher 
levels of negativity of daily experiences than did residents of poorer nations (ibid., p. 90).  
321 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), p. 91.  
322 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), pp. 89-92.  
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policy in itself.323 Finally, Oishi, Schimmack, and Diener remarked that, after a certain point, more-

progressive taxation might no longer be associated with higher levels of subjective well-being.324 

Therefore, rather than suggesting that taxation is an effective or efficient tool to aim for well-being, the 

research from Oishi, Schimmack, and Diener suggests that how states use the funds collected via 

taxation matters more for subjective well-being than the way in which taxes are levied.  

Research from Akay et al. tested how taxes affect subjective well-being.325 For this, they assumed that 

the net resources available to a person matter for individual well-being (or more concretely, they 

assumed that individuals with a higher living standard experience higher subjective well-being 

levels).326 The subjective well-being concept used by Akay et al. therefore is measured differently from 

the approach employed by Oishi, Schimmack, and Diener that was discussed before. Akay et al. used 

survey data from the German Socio-Economic Panel on individual life-satisfaction as a specific 

approach to well-being.327 Akay et al. found that the tax effect on subjective well-being is significant, 

robust, and positive (meaning that individuals have higher subjective well-being when paying taxes) 

when holding individual life standards constant, and suggested that this could be because of increased 

public goods consumption (financed through tax), because of redistributive preferences, and/or because 

of tax morale motivations.328 The research from Akay et al. therefore does not address the efficiency 

side of taxation, yet suggests that taxes levied in a certain way (e.g. redistributive or tax morale 

stimulating taxation) can contribute to increasing subjective well-being in the form of life-satisfaction, 

possibly next to increases in subjective well-being brought by how states use the funds collected via 

taxation.  

Gerritsen generated a corrective well-being argument for taxation, arguing that workers who work too 

much (and therefore do not maximise their well-being) should be encouraged to work less through 

                                                             
323 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), p. 92.  
324 S. Oishi, U. Schimmack & E. Diener, ‘Progressive Taxation and the Subjective Well-being of Nations’, Psychological 
Science, January 2012, 23(1), p. 91.  
325 A. Akay, O. Bargain, M. Dolls, D. Neumann, A. Peichl & S. Siegloch, ‘Happy Taxpayers? Income Taxation and Well-
being’, Discussion Paper No. 6999, November 2012, IZA.  
326 A. Akay, O. Bargain, M. Dolls, D. Neumann, A. Peichl & S. Siegloch, ‘Happy Taxpayers? Income Taxation and Well-
being’, Discussion Paper No. 6999, November 2012, IZA, p. 4.  
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being’, Discussion Paper No. 6999, November 2012, IZA, p. 8 and 12. On the topic of tax morale and subjective well-
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happier. See D. Lubian & L. Zarri, ‘Happiness and tax morale: An empirical analysis’, Journal of Economic Behavior & 
Organization 80(1), 2011, pp. 223-243.   



3. Challenging the case for states to aim for well-being through taxation 

75 
 

higher marginal tax rates, and that workers who work too little (to achieve maximum well-being) should 

be encouraged to work more through lower marginal tax rates.329 Gerritsen combined optimal taxation 

theory with empirical research on subjective well-being, using questionnaire data on people’s life 

satisfaction as a direct measure of well-being.330 Gerritsen’s research did not address whether taxation 

would be an efficient tool to achieve states’ well-being aims (for instance: how can such a system of 

corrective taxation based on individual work elasticities be applied? What would be the related 

(administrative and other) costs?), yet did remark that the corrective argument for taxation is weaker if 

people are less responsive to relative prices and thus taxes are less effective in influencing the behaviour 

of “those in need of correction.”331 Likewise, Gerritsen remarked that, where firms in part determine 

workers’ labour supply (e.g. if there is less demand from firms due to minimum wages that are above 

market wage levels), workers might be less responsive to taxes, and other instruments, such as wage 

subsidies to firms, might then be more effective in raising the well-being of those workers.332  

Wijtvliet’s research focused on objective (rather than subjective) well-being, using a concept of well-

being that includes key dimensions such as material living standards, health, education, environment, 

insecurity, et cetera.333 Wijtvliet concluded that a tax shift from direct to indirect taxes (and any other 

instrumental measure or tax expenditure that results in an unequal treatment of income) can affect well-

being and its various dimensions through increasing economic inequality.334 In addressing instrumental 

use of taxation and tax expenditures, Wijtvliet noted that more often than not, their effectiveness is 

lacking or cannot be established at all.335 He called attention to inequality enhancing effects of tax 

                                                             
329 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, pp. 
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expenditures and tax instrumentalism, as well as to their potentially adverse effects on investment 

decisions.336  

Concerns regarding the effectiveness and efficiency of taxation as a tool to achieve state aims are voiced 

on a wider scale (not specifically regarding well-being) in literature. Non-exhaustive references to such 

literature are reflected here.  

A consequence of taxation that is often recalled is that it is prone to cause deadweight losses, or social 

costs: the sum of the losses imposed by taxes on consumers and producers resulting from increased 

prices and reduced quantities bought and sold almost always exceeds the revenue that the taxes raise.337 

The actual size of such deadweight losses depends for instance on price elasticities.338 Kleinbard 

referred to a calculated deadweight loss of 4 per cent of the tax collected for a certain income tax.339 

Feldstein pointed to econometric work implying that the deadweight loss caused by incremental taxation 

may even exceed one dollar per dollar of revenue raised (or in other words, a deadweight loss of more 

than 100 per cent), which would make the cost of incremental government spending more than two 

dollars for each dollar of government spending.340 Browning and Liu argued that there are always 

alternatives to income taxes that are better suited to achieve Pareto optimality as regards the effects on 

the well-being of people and that therefore, income taxes are always distortionary.341 Shaviro remarked 

that all sorts of taxes penalise preferences that have no obvious distributional relevance, and burden 

behaviour that does not impose obvious external burdens on others.342 Aaron and Galper described that 

the social costs of tax-related distortions can be enormous, and that tax measures taken in isolation may 

actually partially offset each other and taken together produce unrecognised and unintended side effects 

that may bewilder taxpayers and erode the faith in the law of ordinary citizens.343 Slemrod addressed 
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how the efficiency costs of taxation (including costs associated to administration and the coercive nature 

of taxation) are potentially large,344 and remarked how any tax system inevitably causes some distortions 

as individuals substitute away from relatively high-taxed goods to relatively low-taxed goods.345 Pigou 

wrote that, although there may be a presumption in favour of state intervention through taxes where 

such intervention would increase societal results, the lines of arguments used “do not, of course, create 

a presumption in favour of fiscal interference with industries selected at haphazard or operated through 

rates of bounty or tax so selected. It is true that particular drugs consumed in particular quantities at 

particular times may cure diseases; but it is no less true that the consumption of drugs in general in a 

miscellaneous manner is highly injurious to health.”346 Further on, Pigou concluded that “The sphere 

of usefulness that could belong, even under a perfectly wise and perfectly virtuous Government, to these 

fiscal devices is, therefore, probably smaller than it might appear to be at first sight.”347 Easson and 

Zolt recalled the conventional wisdom that tax incentives, particularly for foreign direct investment, are 

bad in theory and in practice, as they distort investment decisions and are often ineffective, inefficient, 

and prone to abuse and corruption.348 Tax incentives cannot compensate for deficiencies inherent in the 

design of a tax system or for inadequate physical, financial, legal, or institutional infrastructure, and are 

likely a poor response to economic or political problems already existing in a state.349 If properly 

designed, implemented, and monitored however, Easson and Zolt concluded that tax incentives can play 

a useful role in encouraging both domestic and foreign investment.350 Dorsey summarised how, even 

with regard to taxes on activities with inelastic demand (for instance because of the addictive nature of 

such activities such as with smoking), consumers might find lower taxed substitutes, or activities may 

be shifted to criminal black markets and outside the grasp of government altogether.351 Ogus argued 

that taxes, as a means to achieve efficient solutions to instances of market failures, are more problematic 

than typically recognised in economic models.352 There may for instance be a mismatch between the 

outcome intended by instrumental use of taxation and the particular aspect of behaviour to which the 
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tax attaches or can attach.353 Then there are the issues of elasticity (as discussed earlier in this section 

3.3.1) and incidence (can the tax be passed on to someone else? Who really bears the tax burden in the 

end?).354 Furthermore, taxpayers may change their behaviour as a result of targeted taxation, yet the 

substitute adopted may generate consequences as bad as those arising from the taxed activity.355 Ogus 

concluded that, whilst the enthusiasm shown by advocates of regulation via fiscal instruments may 

therefore be misplaced, the identification of such difficulties and shortcomings should also not lead to 

undervaluing these instruments relative to the other available alternatives.356 Tamanaha and Gribnau 

have both called attention to the limited potency of the law to prompt desired social and economic 

changes.357 

From a consequential normative perspective therefore, assuming that states ought to care about well-

being,358 aiming for well-being through taxation can be positively considered when taxation is the best-

suited instrument for the job. However, research indicates that taxation may not always be the most 

effective or efficient tool available to states to achieve well-being aims, or that its effects may be 

insufficiently determinable.   

 

3.3.2. Deontological normative reasoning 

From a deontological perspective, aiming for well-being through taxation increases the risk of 

‘injustice’ in taxation, in the sense that using taxation to achieve states’ well-being aims may create 

conflict with rules, norms, principles, and procedures that, as we have seen in section 3.2.2 of this 

research, are often held to govern (or are considered desirable in governing) taxation.  
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Use of taxation, in the light of well-being aims, not only needs to be consistent with applicable laws (as 

a matter of legality). Deontological reasoning also requires such use of taxation to be compatible with 

basic values (such as transposed in principles) of those laws, as a matter of legitimacy.359 The latter 

aspect is addressed in more detail in this section. 

An example of how aiming for well-being through taxation may conflict with aspects of fairness in 

taxation can be derived from the article of Gerritsen discussed earlier in sections 1.4.1.1 and 3.3.1 of 

this research. To recall, Gerritsen generated a corrective well-being argument for taxation, arguing that 

workers who work too much (and therefore do not maximise their well-being) should be encouraged to 

work less through higher marginal rates, and that workers who work too little (to achieve maximum 

well-being) should be encouraged to work more through lower rates.360 He based his reasoning on the 

assumption that government ought to care about people’s well-being, and noted that individuals’ 

consumption decisions do not always maximise their well-being.361 Furthermore, Gerritsen took the 

position that states should maximise a sum of individuals’ well-being even if those individuals do not 

maximise well-being themselves (thus allowing states to deviate from revealed individual preferences 

as a normative guide), provided that any deviation be based on solid empirical evidence on how people 

make suboptimal decisions for themselves.362 Ultimately, this line of reasoning generated the suggestion 

from Gerritsen that there could be an argument for setting higher marginal taxes for male workers than 

for female workers: as men seem to be more prone to working too much to achieve maximum well-

being, men should be subject to higher, discouraging, wage taxes (next to the already existing argument 

for higher marginal taxes for men because women tend to have higher labour supply elasticities).363 

From a deontological perspective, such arguments raise concerns with concepts such as autonomy or 

freedom from external control (for instance: why should the state be allowed to force a certain concept 

of maximised well-being upon those who choose not to maximise said conception of well-being?), and 

equality (for instance: does a difference between men and women in tendency to work more, or in labour 

supply elasticities, justify a difference in tax treatment between men and women?).   
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Another example is provided by Dorsey, who described how taxes on disfavoured goods and services 

have raised concerns of unfairness and discrimination from a deontological perspective, as such taxes 

infringe on individual freedom, can be seen to prescribe a ‘good’ way of living, and can be seen to 

single out the persons who consume the related goods and services.364 Potential issues with equal 

treatment demand careful consideration of whether well-being is a proper yardstick for distinguishing 

in tax treatment between people.    

Many deontological concerns raised in general with regard to instrumental use of taxation are relevant 

for situations where states aim for well-being through taxation. Steinmo remarked that “Whether tax 

incentives had the general economic effects their sponsors claim or not, they clearly had the specific 

effect of complicating tax codes, making it easier for sophisticated taxpayers to avoid paying taxes and, 

finally, radically reducing taxes for some taxpayers.”365 He summarised that “In short, tax policies 

justified with reference to the goal of promoting economic growth had the direct effect of undermining 

another widely accepted goal for tax policy – equity. Taxes were increasingly felt to be ‘unfair’.”366 

Kalven and Blum described how deliberate departures in taxation from equal treatment, dictated by 

policies that lie outside taxation itself, furnish fuel for debate about the fairness of the tax system, for 

instance in the form of discrimination resulting from arbitrariness.367 With regard to instrumental use of 

the law in general, Tamanaha warned that such instrumental use deprives law of its own integrity, 

potentially resulting in a situation where the legitimacy of law then only rides on the ends pursued.368 

Tamanaha therefore urged for setting limits and restraints on instrumental use of law without rejecting 

its possibilities, and for recognising that in certain situations instrumental use of law may be 

inappropriate and dangerous.369 Gribnau described how the levying of taxes is governed by the law, and 

how the law itself aims to realise justice.370 The law establishes norms for legislation and administration 

to abide by, and provides taxpayers protection from arbitrary interference. The system of the law 

embodies values such as legality, equality, predictability, transparency, impartiality, and a fair 
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opportunity to be heard, and therefore according to Gribnau cannot be understood only as a means to 

direct society.371 Gribnau also described how instrumentalism may result in increasing uncertainty and 

risk of unequal treatment.372 Similarly, Boer recommended that the use of taxation to influence or steer 

behaviour should be thoroughly assessed within a framework of principles such as, notably, equality, 

certainty, and expediency or purposiveness, as such influencing or steering will actually always cause 

friction with those principles.373 Boer noted in this regard that expediency should be interpreted as the 

law being aimed at the realisation of political and societal justice, the ‘general well-being’.374 

Under deontological reasoning, principles that should govern taxation are typically not considered to be 

exclusive or absolute but rather are held to carry a dimension of importance, or weight.375 Different 

principles for instance can and do collide, and the application of one principle does not necessarily 

preclude the application of another principle. Principles are often considered to compete and overlap 

with each other, and the art of taxation design may then be to balance the principles most effectively in 

achieving the intended purpose.376 In case of competing principles, it needs to be determined on a case-

by-case basis which principle has priority over others and to what extent. In that sense, principles also 

function as optimisation requirements: requiring something to be realised as much as possible, taking 

into account factual and legal constraints (which may include competing principles).377 This dimension 

of weight or value attributed to tax principles should however, under deontological reasoning, not be 

taken to mean that those principles are conditional on or subordinated to ends pursued such as, possibly, 

well-being.378  

Deontological reasoning also raises as a concern that aiming for well-being through taxation (or more 

in general, instrumental use of taxation) may result in decisions that are not duly arrived at, due to for 
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instance undesirable employment of state powers or improper procedural processes. Such issues are of 

course dependent upon states’ constitutional and administrative law and doctrines of legal interpretation, 

which might substantially differ.379 However, as democracies generally adhere to a separation of state 

powers in legislative, executive, and judicial branches,380 some more general remarks may nevertheless 

be made. 

Tamanaha described how legal process proposed to safeguard legitimacy and fairness by funnelling 

decisions to appropriate institutions (covering powers of states concerning legislation, administration, 

and the judiciary) that use fair procedures.381   

Legislatures, as democratic bodies, are best placed to gather information, decide on a course of action, 

and enact comprehensive programs in matters of social policy that are by their nature up for debate. 

“But overarching consistency is not a strength of the legislative process.”382 Independent courts, on the 

other hand, are best suited to resolve disputes after a reasoned assessment of legal concepts and their 

development. “But judges are generalists who lack expertise in particular subjects, they have limited 

information gathering and monitoring ability, they have no special insight or legitimacy to make policy 

choices that have complex social ramifications, the binary structure of court cases does not work well 

with polycentric issues, and their piecemeal, case-specific decisions are not suitable for the declaration 

of comprehensive legal regimes.”383 Administrative agencies, or executive branches, through their 

practical experiences and monitoring of situations, can flexibly react with policy actions and operations 

of enforcement and effectuation. “But they should not make fundamental policy decisions that entail 

matters of choice rather than expertise, especially when the decision goes beyond, or conflicts with, the 

implementation of legislatively determined policies.”384 

Aiming for well-being through taxation may upset balanced allocations of state powers between 

different institutions in various ways. Described earlier in section 3.2.2 was how the pursuit of well-

being aims through tax legislation may for instance be lacking in transparency or political visibility and 
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accountability, and may be susceptible to pressure from special interest groups, depending on the exact 

systems of operation of states.385 Additional issues caused by instrumental legislation are for instance 

increasing complexity, and failure to respect fundamental legal principles.386 Instrumental use of 

taxation may also increase the power and role attributed to tax administrations, for instance in applying 

and concretising open norms formulated by the legislator.387 Snape described how history has shown 

that states’ allocation of competences as between legislature, executive, and judiciary can transform into 

bureaucratically-enhanced executive states, or even into business-enhanced regulatory states.388 

Deontological concerns about the administrative role in taxation have also been raised in respect of tax 

nudging, which is about steering taxpayer behaviour through influencing the choices available to 

taxpayers.389 It can be agreed with Sunstein that, when the ends are legitimate and when nudges are 

fully transparent and subject to public scrutiny, a convincing ethical objection is less likely to be 

available.390 Notwithstanding, influencing behaviour still clashes with autonomy, and there is a fine line 

between tax nudging and manipulation.391 Furthermore, tax nudges introduced by executive bodies can 

typically be introduced without legislative review or debate, in which case such nudges can be lacking 

in democratic legitimation.392 Likewise, using tax law in an instrumental way, and especially with regard 

to well-being, will increase the cases coming before courts involving policy choices that have complex 

social implications, which may put pressure on judicial restraint.  

From a deontological perspective, therefore, aiming for well-being through taxation increases the risk 

of ‘injustice’ in taxation, in the sense that using taxation to achieve states’ well-being aims is likely to 

                                                             
385 Issues of lacking transparency and political invisibility are addressed by S.S. Surrey & E.M. Sunley Jr., ‘General 
Report’, p. 29 in Tax incentives as an instrument for achievement of governmental goals, International Fiscal Association, 
Cahiers de droit fiscal international 1976, Vol. LXIa. 
386 J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, pp. 97-98.  
387 J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 98.  
388 J. Snape, ‘The ‘Sinews of the State’: Historical Justifications for Taxes and Tax Laws’, p. 29 in Philosophical 
Foundations of Tax Law, edited by M. Bhandari, First Edition, Oxford University Press 2017. 
389 See J.P. Boer, Sturende belastingheffer een monster? Juridische kanttekeningen bij fiscaal instrumentalisme en ‘tax 
nudging’, Sdu uitgevers, 2013, p. 49 and 69.  
390 C.R. Sunstein, ‘Nudging and choice architecture: ethical considerations’, Discussion Paper No. 809, 01/2015, Harvard 
Law School, p. 1, publicly available online via 
http://www.law.harvard.edu/programs/olin_center/papers/pdf/Sunstein_809.pdf. Accessed 12 August 2019. Boer argued in 
this regard that the determination of such aims should feature more prominently than is currently the case. See J.P. Boer, 
Sturende belastingheffer een monster? Juridische kanttekeningen bij fiscaal instrumentalisme en ‘tax nudging’, Sdu 
uitgevers, 2013, p. 25 and 41. 
391 See P.H.J. Essers, ‘Nudging’, Weekblad Fiscaal Recht 7192/105, who wrote that a government technically capable of 
psychologically manipulating its citizens like a second hand car salesman in order to focus policy on good or bad taxpayer 
behaviour should be subject to strict supervision and to the rule of law.  
392 See J.P. Boer & J.L.M. Gribnau, ‘‘Tax Nudges’: Legal Aspects of Behaviourally Informed Strategies to Enhance Tax 
Compliance’, SSRN, 4 December 2018, p. 5.  
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create conflict with norms, principles, and procedures that should, in the deontological view, govern 

taxation. 

 

3.3.3. Virtue ethics normative reasoning 

From a virtue ethics perspective, the main issues arising regarding the question whether states should 

aim for well-being through taxation are similar to those issues discussed in light of the pursuit of well-

being aims by states in general (see section 3.1.2.3 of this research) and in light of the alignment of 

taxation with such well-being aims (see section 3.2.3 of this research). To briefly summarise: 

instrumental use of taxation to promote different and possibly competing self-interests under the header 

of well-being may conflict with the core idea of virtue ethics, that there is a shared common good to be 

pursued, in the form of virtues or excellence or human flourishing. In addition, aiming for well-being 

through taxation may undermine people’s faith in and respect for tax law, and thus might detract from 

virtuous behaviour.  

Kalven and Blum equated instrumental use of taxation in the form of tax expenditures to political 

irresponsibility: “it will blunt or deflect confrontation over the merits of the specific policy, its duration, 

its magnitude, and the assessment of how well the tax incentive is achieving the avowed purpose.”393 

This, as such instrumental use is hidden and may to some extent escape notice, involves uncertain and 

fluctuating amounts, may not come up for periodic review, and tends to slip into a state of more or less 

permanency, and because it usually will be difficult to know who is actually receiving the benefit 

conferred.394 Furthermore, discretionary powers in, or difficulties with enforcement and policing of, tax 

incentives or disincentives may actually give taxpayers the impression that the tax system “permits the 

dishonesty of other taxpayers to flourish”,395 which seems exactly contrary to what virtue ethics theories 

set out to achieve. In a similar vein, Gribnau remarked that tax incentives can be criticised because such 

incentives encourage people to only focus on what is in it for them.396 Surrey and Sunley concluded that 

political invisibility, in the sense of being hidden and unscrutinised, may be a prime reason why tax 

                                                             
393 H. Kalven Jr. & W.J. Blum, ‘The Anatomy of Justice in Taxation’, University of Chicago Law Occasional Paper, No. 
7, 1973, pp. 28-29. 
394 H. Kalven Jr. & W.J. Blum, ‘The Anatomy of Justice in Taxation’, University of Chicago Law Occasional Paper, No. 
7, 1973, p. 28. 
395 H. Kalven Jr. & W.J. Blum, ‘The Anatomy of Justice in Taxation’, University of Chicago Law Occasional Paper, No. 
7, 1973, p. 31.  
396 J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 91. 
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incentives are used and favoured in practice.397 “Stability in the sense of not to be reviewed is likewise 

scarcely a virtue.”398 It is also sometimes argued that special interest lobby groups may find a softer 

target in instrumental taxation, which would make it less plausible that aiming for well-being through 

taxation would contribute to the flourishing of virtuous behaviour and characteristics.399 A reason why 

lobby groups could find a softer target in instrumental taxation when compared to other governmental 

instruments may be that tax incentives are often drafted as general provisions, whereas for instance 

subsidies are specifically targeted towards the recipients.400 Lobbying that results in tax incentives in 

the form of general provisions may politically be less visible, and therefore less scrutinised, than 

lobbying that results in direct state intervention.401 Schizer remarked that the nondirective approach of 

tax expenditures enables governments to fund causes that would not (yet) be supported by the median 

voter, which also causes the risk that undeserving activities are funded.402 However, whether or not tax 

legislation is especially vulnerable to lobbying depends to a large extent on how the legislative and 

administrative processes of a particular state work.403  

                                                             
397 S.S. Surrey & E.M. Sunley Jr., ‘General Report’, p. 29 in Tax incentives as an instrument for achievement of 
governmental goals, International Fiscal Association, Cahiers de droit fiscal international 1976, Vol. LXIa. 
398 S.S. Surrey & E.M. Sunley Jr., ‘General Report’, p. 29 in Tax incentives as an instrument for achievement of 
governmental goals, International Fiscal Association, Cahiers de droit fiscal international 1976, Vol. LXIa. 
399 S.S. Surrey & E.M. Sunley Jr., ‘General Report’, p. 29 in Tax incentives as an instrument for achievement of 
governmental goals, International Fiscal Association, Cahiers de droit fiscal international 1976, Vol. LXIa. Also see B.Z. 
Tamanaha, Laws as a means to an end: threat to the rule of law, Cambridge University Press 2006, p. 223; J.L.M. 
Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, pp. 100-102, and; H. 
Vording, ‘The concept of instrumentalism in tax law’, Coventry Law Journal, May 2013, pp. 41-60, and the references 
included there.  
400 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35. 
401 In the Netherlands, for instance, a 2017 proposal to abolish dividend withholding tax came under scrutiny when internal 
governmental documents emerged that, on the one hand, questioned the pay-off for the Netherlands of such abolition and, 
on the other hand, showed that certain large Dutch multinational companies were actively involved in the political decision 
making process regarding this proposal. See, for instance, T. Sterling & B.H. Meijer, ‘Dutch PM defends tax cut seen 
benefiting Shell, Unilever, UK investors’, Reuters Business News, 15 November 2017. Available online via 
https://www.reuters.com/article/us-netherlands-tax/dutch-pm-defends-tax-cut-seen-benefiting-shell-unilever-uk-investors-
idUSKBN1DF2HQ. Accessed 12 August 2019. Also see B.B. Jacobs, ‘Blind gokken met de dividendbelasting’, 
TPEdigitaal, March 2018, Vol. 12, No. 1, pp. 8-27, who concluded that it is theoretically possible, yet empirically 
unlikely, that abolition of the Dutch dividend withholding tax would have a positive effect on investments and 
employment in the Netherlands. Rather, Jacobs concluded that such abolition likely increases international tax arbitrage, 
resulting in increased global income and wealth inequalities, and possibly undermines the tax morale (ibid., p. 8). In 
October 2018, the Dutch government’s 2017 proposal to abolish dividend withholding tax was abandoned following, 
among other things, the announcement that Unilever would not move its headquarters to the Netherlands after all. See, for 
instance, https://nos.nl/artikel/2254925-afschaffing-dividendbelasting-definitief-van-tafel-geld-naar-bedrijfsleven.html. 
Accessed 12 August 2019.     
402 D.M. Schizer, ‘Limiting Tax Expenditures’, Tax Law Review Vol. 68, 2015, p. 17.  
403 H. Vording, ‘The concept of instrumentalism in tax law’, Coventry Law Journal, May 2013, pp. 41-60. Also see E.A. 
Zelinsky, ‘James Madison and Public Choice at Gucci Gulch: A Procedural Defense of Tax Expenditures and Tax 
Institutions’, The Yale Law Journal, March 1993, Vol. 102, No. 5, pp. 1165-1207, where it is argued that organisations 
that design and administer tax expenditures are actually less prone to capture by lobby groups, as they are subjected to 
numerous and diverse interests and as they have greater visibility to the public (ibid., p. 1194).  
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Summary and conclusions of chapter 3 

Chapter 3 revisits and critically scrutinises the case for states to aim for well-being through taxation 

under plural reasoning and argues that, in concretisation, the concepts of well-being, taxation, and their 

purposeful combination by states, raise many intricate and important issues that may often not be 

resolvable if one is looking for broad support.  

 

States and their concern for well-being (section 3.1) 

Under plural reasoning, the normative force (or importance) of well-being seems more limited than 

initially thought. While reasoning may allow, under certain conceptions, for states to aim for well-being, 

this initially considered case does not find a broad basis of support in reasoning from a consequential, 

deontological, and virtue ethics perspective. Rather, such plural reasoning calls attention to the many 

intricate questions and difficult issues that arise if states aim for well-being. It seems difficult to accord 

much importance to well-being as such, and even more difficult to reach agreement on what constitutes 

or contributes to well-being.  

It is however argued that this does not mean that we should dismiss well-being as a state aim altogether. 

For one thing, the consideration of well-being as an aim for states seems valuable in that it obliges states 

to consider in a broad way what is good for people, and thus calls for further discussion of the more 

traditional emphasis from states on, for instance, economic production, income or other money-oriented 

measurement items. In addition, use of a concept such as well-being obliges states to consider the effects 

of their policies not in isolation (for instance only with regard to income, or only with regard to health) 

but in integration, taking into account how different government policies affect each other and, 

ultimately, how such policies impact the way life is going for the individuals concerned. Well-being as 

a state aim may therefore have its relevance and practical use. This notwithstanding the findings that 

the importance of well-being as such may be more limited than originally anticipated, and that states 

aiming for well-being best exercise caution and restraint considering the weak normative foundations 

and the accompanying intricate questions and difficult issues that may often not be resolvable if one is 

looking for broad support. Plural reasoning recommends that states are careful in using a single notion, 

such as well-being, that homogenises different goods. We may be better served by focusing on things 

that make (or contribute to making) our lives go well, rather than on the notion of well-being itself.  

 



3. Challenging the case for states to aim for well-being through taxation 

87 
 

Aligning taxation with states’ well-being aims (section 3.2) 

Plural reasoning recommends states to exercise restraint when considering whether taxation should be 

aligned with states’ well-being aims. From a consequential perspective, tax policy is just one of the 

alternatives available to governments, and the question whether taxes should be aligned with states’ 

well-being aims boils down to the question whether taxation is the most efficient and effective 

instrument to achieve those aims. Deontological reasoning predominantly considers the alignment of 

taxation with well-being aims as an exercise of public policy that is extrinsic to, rather than inherent in, 

the norms, principles, and procedures that should govern taxation. And from a virtue ethics perspective, 

well-being may be too self-centred or self-interested to properly reflect all virtues held dear by virtue 

ethics theories. Aligning taxation with states’ well-being aims might not always result in honouring or 

cultivating virtuous behaviour, or may sometimes even stimulate vicious behaviour.  

 

Aiming for well-being through taxation (section 3.3) 

It is argued that plural reasoning prescribes caution and restraint for states aiming for well-being through 

taxation. From a consequential normative perspective, taxation often will not be the most efficient or 

effective instrument available to states to achieve their well-being aims. Furthermore, deontological 

reasoning warns us that aiming for well-being through taxation increases the risk of injustice in taxation. 

Finally, when viewed from the perspective of virtue ethics reasoning, aiming for well-being through 

taxation may conflict with the core idea of virtue ethics that there is a shared common good to be 

pursued, in the form of virtues or excellence or human flourishing. In addition, aiming for well-being 

through taxation may undermine people’s faith in and respect for tax law, and thus might detract from 

virtuous behaviour.  

 

Thus, notwithstanding that use of taxation to pursue well-being may sometimes be desirable, plural 

reasoning prescribes caution and restraint for states aiming for well-being through taxation.  

In answer to the first main research question of whether states should aim for well-being through 

taxation, and on the basis of the reasoning documented in chapter 2 and chapter 3 of this research, it is 

concluded that, while there is a case to be made for states to aim for well-being through taxation, plural 

reasoning suggests that such a case does not find a broad basis of normative support and brings with it 

many intricate and important issues to which states need to be very sensitive.   
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Therefore, if states choose to aim for well-being through taxation, it is argued that they should do so 

within a framework of assessment that instils caution and restraint in states, a framework that is set out 

and explained in chapter 4.  
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4. Aiming for well-being through taxation: assessment framework  

 

Introduction  

In chapter 3 it was concluded, in answer to the first main research question, that, while there is a case 

to be made for states to aim for well-being through taxation, plural reasoning suggests that such a case 

cannot find a broad basis of normative support and brings with it many intricate and important issues to 

which states need to be very sensitive. It was therefore recommended that states choosing to aim for 

well-being through taxation should do so taking into account a framework of assessment that instils 

caution and restraint in states.  

In the current chapter, and in answer to the second main research question, namely the question of what 

should be the framework for assessing taxation that aims for well-being, this assessment framework for 

states aiming for well-being through taxation is proposed and explained. Section 4.1 addresses the 

purpose and design of said assessment framework. The proposed assessment framework itself is 

included in section 4.2. Section 4.3 shortly explains the application of the assessment framework to, 

respectively, tax incentives for innovation, environmental taxes, and tax incentives for employment, as 

included in chapters 5 to 7.  
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4.1. Purpose and design of assessment framework 

In this chapter 4, and in answer to the second main research question, namely the question of what 

should be the framework for assessing taxation that aims for well-being, a framework of assessment 

that instils caution and restraint in states is proposed and explained. The current section 4.1 addresses 

the purpose and design of said assessment framework.  

The proposed framework of assessment is designed for assessing individual governmental measures in 

the field of taxation.404 At the same time, it includes questions that also require the state to consider, 

through integral assessment, the broader impact of state functioning, when contemplating such 

individual tax measures.  

The proposed framework is intended to function as an essential supporting structure in assessment, to 

facilitate that states choosing to aim for well-being through taxation do so in a way that can find 

sufficient support under one or, preferably, more normative theories. Thus, it provides a tool for states 

to enhance the quality and acceptability of taxation aimed at well-being.405 Whichever normative 

approach is adopted (be that consequential, deontological, or virtue ethics reasoning, or some other form 

of reasoning that is not easily classified under one of these broad types of normative theories), the results 

following from this assessment framework are expected to provide a basis for recommendations and 

improvements.  

Furthermore, considering the conclusion that a broad basis of normative support is lacking, and that 

aiming for well-being through taxation brings with it many intricate and important issues to which states 

need to be very sensitive, observance of this framework is intended and expected to instil caution and 

restraint in states that choose to use taxation to aim for well-being. That is, the framework consists of 

ten questions to be answered by states, questions that are straightforward to ask yet require thoroughness 

to answer. The answers to the questions may often pinpoint aspects that are open to discussion, criticism, 

or improvement. This is illustrated in chapters 5, 6, and 7, where the proposed assessment framework 

is applied in three case studies of topics that may attract states to aim for well-being through taxation.  

                                                             
404 Compare C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer und Wirtschaft 2017, Vol. 4, p. 
305 and 318, where the position is taken that law needs to develop suitable criteria for assessing individual governmental 
actions, and not for assessing society, the state or the legal system as a whole.  
405 The provided framework for assessment also covers aspects of legality of the tested tax measures, for instance in the 
form of conformity with applicable law (including constitutions, international agreements, supranational rules, and case 
law) and regulations. While these are basic requirements, it is outside the scope and intent of the normative focus of this 
research to elaborate in detail on the assessment of (non-)compliance with applicable law and regulations.  
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In order to enhance the quality and acceptability of taxation aimed at well-being, it is recommended that 

the answers to the questions contained in the proposed assessment framework are published by states 

as part of their legislative or other tax policymaking processes. The provided answers can then also 

provide guidance for the motivation of a decision or ruling (insofar it concerns the role of the 

administrator respectively the judiciary), next to being part of the explanatory documentation to 

legislation or public policymaking by the government. Such publication incentivises states to engage in 

critical examination and in proper motivation of the measures taken. Publication increases transparency, 

the possibilities for scrutiny, and with that, state accountability. Preferably, the answers to the questions 

contained in the proposed assessment framework are subsequently reviewed and results following 

therefrom are regularly evaluated by institutions that are independent of the institutions that design and 

apply the tax in question, to increase objective scrutiny.406 The framework is therefore intended to be 

relevant in the first place in the assessment of current or proposed legislation and policy - for instance 

for civil servants, lawyers, ministers, or members of parliament - to enhance the quality and 

acceptability of well-being aims set for taxation through legislation and legislative policy. Therefore, 

the proposed assessment framework on various occasions refers to governments, meaning the state 

authorities responsible for legislation and policymaking. While the proposed framework is therefore 

drafted to be answered as part of legislative or policymaking processes, it can in the second place be of 

relevance in administrative and judicial matters of taxation aimed at well-being, as the answers provided 

during the tax law policymaking process to the questions contained in the assessment framework can 

provide clarity as to the meaning and intent of the law. That said, and with reference to the earlier 

discussion of (separation of) institutional powers of states in sections 1.2, 1.5, and 3.3.2 of this research, 

the purpose and suggested usage of the proposed framework of assessment is different in matters of 

legislation, administration, and the judiciary. Judicially, legislators are typically accorded a wide margin 

of appreciation so as to not detract from the democratic legitimacy of the law, which places the 

usefulness of the proposed framework more in the corner of cautious, yet critical, judicial review, and 

                                                             
406 Currently existing examples are for instance the Congressional Budget Office (scorekeeper of the national budget) and 
Joint Committee on Taxation (tasked with estimating revenue consequences and explaining tax law proposals), that are 
both nonpartisan arms of the United States’ Congress. For instance see E.D. Kleinbard, We Are Better Than This: How 
Government Should Spend Our Money, Oxford University Press 2016, p. 65-67. In the Netherlands, an example is the 
Court of Audit, which is an independent institution with statutory powers to audit the revenue and expenditure of central 
government (see https://english.rekenkamer.nl/organisation/position-and-powers. Accessed 12 August 2019). Another 
example is Statistics Netherlands (CBS), an independent Dutch institution that provides statistical information and data to 
produce insight into social issues, to support the public debate, policy development, and decision-making while 
contributing to prosperity, well-being, and democracy (see https://www.cbs.nl/en-gb/about-us/organisation. Accessed 12 
August 2019). Reference can also be made to the CPB Netherlands Bureau for Economic Policy Analysis 
(https://www.cpb.nl/en/node. Accessed 12 August 2019), as well as to the Dutch Council of State 
(https://www.raadvanstate.nl/talen/artikel/. Accessed 12 August 2019).  
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of dispute settlement.407 Answers provided during the tax law policymaking process to the questions 

contained in the assessment framework can provide clarity and guidance to judiciaries as to the meaning 

and intent of the law. Furthermore, answers provided by policymakers to the questions contained in the 

assessment framework can stimulate for instance consistency of enforcement, as well as efficiency and 

effectiveness in execution and administration of the law. The answers provided by policymakers to the 

questions contained in the assessment framework can therefore give practical guidance to judiciaries 

and executives or administrators.  

The framework of assessment starts with four general questions, the answers to which should be of 

relevance under any normative theory, and then moves to six questions that can be placed under the 

headers of those types of normative theories for which they are expected to be primarily important.408 

In order to achieve a broad basis of support, and to contribute to the robustness of the tax measure under 

consideration, all ten questions should be answered.409  

The proposed framework and the questions contained therein follow from the analysis performed and 

the conclusions drawn in chapters 2 and 3. The questions to be answered match the topics addressed in 

those chapters, such as the concept and importance of well-being, the aims and roles of states, and the 

use of taxation therein. Furthermore, the build-up of the framework follows the line of reasoning from 

the perspective of three main types of normative theories (consequential, deontological, and virtue ethics 

reasoning), as applied in chapters 2 and 3 as well.410  

In line with the applied approach of plural reasoning, this research does not prescribe a certain normative 

ranking or difference in weight to be accorded to the (answers to the) questions contained in the 

framework of assessment.411 This also means that, while the results following from this assessment 

framework may not always produce clear, evident, or obvious courses of actions, such results are 

nonetheless expected to indicate which aspects of an assessed tax measure are potentially problematic 

and require careful and cautious consideration.412 The assessment framework is intended to contribute 

                                                             
407 Compare J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 
104. 
408 The order of the questions was further explained in section 1.4.3 of this research.  
409 Questions could be added to increase the comprehensiveness and level of detail of the framework of assessment. The 
framework of assessment provided is meant to serve as a basis to work with in this regard.  
410 Reference can be made to section 1.4.3 of this research for a further explanation of the determination of these questions. 
411 From a positive law perspective, assessment at least in terms of legality is a minimum standard to be observed.  
412 Compare J.L.M. Gribnau, ‘Rechtsbeginselen en evaluatie van belastingwetgeving: rechtvaardigheid hanteerbaar 
gemaakt’, pp. 27-66, in Vijf jaar Wet IB 2001, edited by A.C. Rijkers & H. Vording, Deventer Kluwer 2006, where it is 
remarked that those with thorough knowledge of the field, and with the suggested framework in mind, should notice which 
elements may be at stake when a certain measure is assessed.  



4. Aiming for well-being through taxation: assessment framework 

93 
 

to decision making processes regarding taxation aimed at well-being, amongst other things through 

providing insight into the considerations made. Ultimately, a government’s choice, on behalf of a state, 

for one or the other course of action as concerns well-being and taxation, is a political choice to make 

that will require taking a normative stance and will involve trade-offs between the different aspects and 

issues involved. As discussed in section 1.2 of this research, the scope and meaning of the public interest 

is dependent for instance upon time, place, social developments, and political convictions,413 and state 

actions regarding well-being within the sphere of the public interest typically are the result of a process 

aimed at achieving political compromise.414 Taking into account such dynamics, the proposed 

framework of assessment does not (and does not aspire to) explicitly prescribe a certain direction for 

governmental measures in the field of taxation and well-being. Rather, and as mentioned earlier in this 

section 4.1, the proposed framework provides a tool to enhance the quality and acceptability of taxation 

aimed at well-being.   

The proposed framework takes some inspiration from, although it is not confined to, certain suggested 

frameworks for assessment of instrumental use of taxation. Notably, Boer discussed and assessed 

different Dutch legal frameworks of assessment for instrumental use of taxation, and recommended that 

the use of taxation to influence or steer behaviour should be thoroughly assessed within a (primarily 

deontological oriented) framework of principles such as, notably, equality, certainty, and expediency or 

purposiveness.415 Furthermore, Gribnau discussed how the exercise of authority should be compatible 

with an overall (primarily deontological oriented) framework of basic values of a legal order, such as 

legal equality and legal certainty, in order to be legitimate. Gribnau operationalised such principles to 

contribute to a framework of assessment that uses concretised (sub)principles of legal certainty (for 

instance simplicity, clarity, and sustainability), equality (for instance neutrality, consistency, and unity), 

transparency, subsidiarity and proportionality, and ability-to-pay.416 And Kaplow and Shavell argued 

for a (consequential) framework in which legal policy analysis should be guided exclusively by 

                                                             
413 S.A. Stevens, De belaste overheid, Kluwer 2003, pp. 25-26. Also see J. Snape, ‘The ‘Sinews of the State’: Historical 
Justifications for Taxes and Tax Laws’, in Philosophical Foundations of Tax Law, edited by M. Bhandari, First Edition, 
Oxford University Press 2017. 
414 Compare Cohen, who described taxation as a hard game of class politics, often resulting in compromise. See S.S. 
Cohen, ‘The Erwin N. Griswold Lecture’, American College of Tax Counsel, 10 January 1997, pp. 1-3.    
415 J.P. Boer, Sturende belastingheffer een monster? Juridische kanttekeningen bij fiscaal instrumentalisme en ‘tax 
nudging’, Sdu uitgevers, 2013. Also see J.P. Boer & J.L.M. Gribnau, ‘‘Tax Nudges’: Legal Aspects of Behaviourally 
Informed Strategies to Enhance Tax Compliance’, SSRN, 4 December 2018.   
416 See J.L.M. Gribnau, ‘Legislative instrumentalism vs. legal principles in tax’, Coventry Law Journal 16, 2013, p. 108, 
and J.L.M. Gribnau, ‘Rechtsbeginselen en evaluatie van belastingwetgeving: rechtvaardigheid hanteerbaar gemaakt’, pp. 
27-66 in Vijf jaar Wet IB 2001, edited by A.C. Rijkers & H. Vording, Deventer Kluwer 2006. Also see J.P. Boer & J.L.M. 
Gribnau, ‘‘Tax Nudges’: Legal Aspects of Behaviourally Informed Strategies to Enhance Tax Compliance’, SSRN, 4 
December 2018. 
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reference to some way of aggregating individuals’ well-being.417 Where such suggested frameworks for 

assessment of instrumental use of (tax) law often depart primarily from one of the main normative 

theories (i.e. consequential, deontological, or virtue ethics reasoning), the framework of assessment 

proposed in this research combines those main theories into one framework. In addition, the framework 

of assessment proposed in this research is concerned specifically with taxation used to aim for well-

being, whereas applicable or suggested frameworks concern assessment of instrumental use of law or 

taxation more in general.418 

The proposed assessment framework is included hereafter in section 4.2.   

                                                             
417 L. Kaplow & S.M Shavell, Fairness versus welfare, Cambridge, Harvard University Press 2002. 
418 Similarities with existing and applicable frameworks for assessment of (tax) law are coincidental yet not unlikely, 
insofar such existing and applicable frameworks for assessment also aim to improve the quality of law. For instance, the 
Dutch integrated assessment framework for policy and legislation is intended to provide structure for formulating sound 
policy and legislation, through seven questions (all with subquestions) to be answered at the start of a policy or legislation 
process: 1. What is the cause? 2. Which parties are involved? 3. What is the problem? 4. What is the goal? 5. What 
justifies government intervention? 6. Which intervention is the best? 7. What is the impact? See 
https://www.kcwj.nl/sites/default/files/iak_english_incl_corrections_02-11-2017.pdf. Accessed 12 August 2019. 
Similarities exist with the assessment framework for states aiming for well-being through taxation proposed in this 
research, most notably with regard to questions 2, 4, 5, 6, and 7 of the Dutch integrated assessment framework for policy 
and legislation. Different from the Dutch integrated assessment framework for policy and legislation, however, the 
assessment framework for states aiming for well-being through taxation proposed in this research requires explicit 
normative assessment from the perspective of consequential, deontological, and virtue ethics reasoning, and is concerned 
specifically with taxation used to aim for well-being. Another example can be found in the impact assessments carried out 
and published by the European Commission before a new law proposal is finalised, which are intended to provide 
evidence to inform and support the decision-making process. See https://ec.europa.eu/info/law/law-making-
process/planning-and-proposing-law/impact-assessments_en#better-law-making. Accessed 12 August 2019.  
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4.2. Assessment framework for states aiming for well-being through taxation 

The proposed assessment framework is included in this section 4.2. In general, and as mentioned in 

section 4.1, the purpose of requiring these questions to be answered is i) to instil caution and restraint 

in states that choose to use taxation to aim for well-being, ii) to stimulate critical assessment and 

motivation by states doing so, iii) to enhance the quality and acceptability of taxation aimed at well-

being, and iv) to increase transparency, the possibilities for scrutiny, and with that, state accountability. 

The answers provided by policymakers to the questions contained in the assessment framework can for 

instance give practical guidance to judiciaries and executives or administrators. For each question, a 

short illustrative explanation is provided as to the reason for inclusion, and as to the usefulness of the 

expected answer thereto. The short illustrative explanations provided per question below are not meant 

to be exhaustive. For each question, a reference is included to the sections of this research where a 

further, more detailed, discussion of the matters covered by that question can be found. 

 

1. What is the well-being aim, and why that particular aim?  

As a first step, and as the first of four general questions, question 1 requires states to clarify which 

particular well-being aim is pursued, and why, not in the least place so that ex ante assessment, 

continuous monitoring, and ex post evaluation can be as concrete and specific as possible.419  

Clarity should for instance be provided on the choice for a particular concept of well-being out of the 

many different concepts of well-being that reasonably could be used, which is highly relevant for 

determining the scope of well-being, and allows for concrete scrutiny (e.g. measurement). States should 

explain what concept of well-being is used and how well-being is defined under that concept.420 

Furthermore, states should explicitly confirm what constitutes or contributes to well-being under the 

concept of well-being used (e.g. happiness, health, or income), and why. A meaningful assessment or 

evaluation can only be made when it is clear what states mean when they refer to well-being, and why 

particular constituents or contributors to well-being are considered appropriate.421   

                                                             
419 See sections 1.2 and 3.1.2.1 of this research on particular aims of protecting or promoting well-being, as well as a 
discussion of maximising versus optimising well-being. 
420 Reference can be made to sections 3.1.2.1 and 3.1.2.2 of this research for a discussion of (the choice between) different 
possible concepts of well-being. 
421 See, notably, sections 3.1.1 and 3.1.2 of this research for a discussion of divergent views on what constitutes or 
contributes to well-being. 
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The before mentioned scoping of the well-being concept used is a matter of normative choice, which 

can substantially determine the way taxes are implemented and play out. States should provide clarity 

on these choices made as to who or what are within scope of the well-being concept used, for instance 

from a geographical perspective (e.g., which borders are chosen for well-being demarcation purposes?), 

from a territorial perspective (e.g., does the consideration go beyond the well-being of residents?), or 

from a generational perspective (e.g., is the well-being of future generations also covered?).422   

Clearly stipulating what well-being means is one thing; measuring well-being is another. If proxies or 

assumptions are used in measurement (e.g., if reported life satisfaction is equated to well-being, or if 

income is taken to reflect well-being), then states should be transparent in their usage. Measurement 

will, to a large extent, determine assessment and evaluation, and is therefore crucial to be properly 

understood.423 If individuals’ well-being is taken together for purposes of the concept of well-being 

used, states should explain which function is used to do so, and why that function. Choosing a certain 

way of aggregating well-being necessarily involves taking a position on desirable distribution (and with 

that, on considerations of equality). Explaining the function used for taking together individuals’ well-

being requires states to make such distributive aspects of their well-being aims explicit.424  

If states can achieve and show that their well-being aims are specific, measurable, achievable, realistic, 

and time-bound, this increases the possibilities for ex ante assessment, continuous monitoring, and ex 

post evaluation, and should increase chances for effective and efficient state intervention.425 

 

2. What is the relative importance of well-being in this matter?    

States should not assume, but rather properly assess and substantiate, why well-being is important in a 

certain matter, before taking it on as an aim to be pursued through taxation. The purpose of question 2 

is to require such assessment and substantiation to be performed.426 Requiring reflection on how 

important other things are besides well-being necessitates from states an integrated rather than an 

isolated view on state aims in a particular matter. It allows to put into perspective the relative importance 

                                                             
422 Section 3.1.2.2 of this research outlined the normative choices involved in scoping of well-being concepts. 
423 Aspects of well-being measurement were addressed in sections 3.1.2.1 and 3.3.1 of this research. 
424 See, notably, sections 3.1.2.1 and 3.1.2.2 of this research for a discussion of the distributive aspects involved in 
choosing a particular well-being function. 
425 Reference is made to sections 1.2 and 3.1.2.1 of this research on the particulars of well-being aims. 
426 Sections 2.1, 3.1.1, and 3.1.2 of this research discussed the relative importance of well-being. Sections 2.2 and 2.3 
addressed the importance of the pursuit of well-being through taxation.   
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attributed to well-being, and the potential trade-offs inherent in attributing such importance to well-

being.427 

 

3. Why should the state intervene in the matter?   

When states need to make explicit, in response to question 3, why they view that state intervention is 

desired, this allows for a discussion of the proper aims and roles of states, and of the desirable level of 

state intervention.428  

 

4. How is the tax measure assessed in comparison to alternatives?  

Integrated assessment of the pursuit of well-being aims by states necessitates taking stock of the 

different policy instruments available to government, including yet not limited to taxation. Question 4 

requires such consideration of alternatives by states.429 States should perform and reflect a comparative 

assessment of a tax measure to other possible governmental instruments, to identify advantages and 

drawbacks, and to facilitate a substantiated choice for one or the other.430  

 

5. What is the (predicted or actual) net well-being impact of government spending and taxing 

in the matter?  

Question 5 is the first of two questions that are particularly driven by consequential normative 

reasoning, questions that require states to assess and elaborate on the consequences of state intervention. 

Specifically, question 5 requires an integrated rather than an isolated assessment (in prediction (ex ante) 

and/or in actuality (ex post)) of the well-being impacts of state intervention, taking into account the 

                                                             
427 See, notably, sections 2.1, 3.1.1, and 3.1.2 of this research for a discussion of the relative importance of well-being, and 
sections 2.2 and 2.3 for a discussion of the importance of the pursuit of well-being through taxation. 
428 Section 2.1 of this research placed well-being in the context of state policy goals. Sections 3.1.2.1 and 3.1.2.2 addressed 
the different possible roles of states, and the extent of intervention connected to those roles. 
429 See sections 3.2.1 and 3.3.1 of this research on alternatives to tax measures. 
430 Section 3.3.1 of this research encompassed the comparison of tax measures to other policy instruments. 
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totality of consequences of both government spending and taxing in the matter.431 Proper substantiation 

by states is needed to allow thorough assessment and evaluation in this regard.432  

If the relative contribution of the taxing impact to the overall well-being result is minor, this calls into 

question the use of taxation to achieve particular well-being aims. States should therefore not only assess 

and outline the overall well-being impact of government spending and taxing, but also the relative 

contribution of the taxing impact to this overall well-being impact, if taxation is employed to achieve 

particular well-being aims.433  

Part of the assessment to be performed by states should concern the incidence of taxation, or, in other 

words, the question of who ultimately bears the tax in question. Likewise, the assessment should take 

into account not only first order effects of the tax measure, but should also address the question of whose 

well-being is ultimately affected, for instance via second order (or other) effects.434  

 

6. How effective and efficient is the tax measure (in prediction or in actuality) in achieving its 

well-being aims?  

Question 6, the second of the two questions that are particularly driven by consequential normative 

reasoning, requires states to substantiate the predicted or actual effectiveness and efficiency of the tax 

measure in achieving its well-being aims.435 The necessity of proper substantiation lies in enabling 

assessment and evaluation of effectiveness and efficiency.436 

Assessment and substantiation of effectiveness and efficiency should not only be provided prior to 

introduction of a tax measure, but should also be performed on a regular and pre-determined basis after 

implementation to allow monitoring and evaluation. Governments therefore need to indicate how, and 

how often, the effectiveness and efficiency of the tax measure are monitored and evaluated.437 If, upon 

monitoring or evaluation, a tax measure shows ineffectiveness or inefficiency, states need to deal with 

                                                             
431 Sections 3.2.1 and 3.3.1 stressed that it is the overall well-being impact of government spending and taxing that matters. 
432 Section 3.3.1 of this research discussed points of attention in determining the well-being effects of tax measures. 
433 See section 3.3.1 of this research on the relative impact of taxes on well-being. 
434 The incidence of taxation and the order effects of tax measures were discussed in section 3.3.1 of this research. 
435 See sections 3.2.1 and 3.3.1 of this research on the effectiveness and efficiency of tax measures in well-being matters.  
436 Section 3.3.1 of this research discussed measuring the effectiveness and efficiency of tax measures in well-being 
matters.  
437 See section 3.3.1 of this research on monitoring the effectiveness and efficiency of tax measures in well-being matters. 
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that in a proper way. This may not always mean that immediate alteration or abolition is desired, as 

certain effects involve, or require, longer time horizons.438  

 

7. How is the tax measure assessed in terms of legality and legitimacy?   

Question 7 is the first of two questions that are particularly motivated by deontological normative 

reasoning. Stressing the importance of rights and duties, question 7 obliges states to verify and 

substantiate whether the tax measure at hand is in conformity with applicable law and regulations (which 

is what is meant here when reference is made to performing an assessment in terms of legality).439 Use 

of taxation in the light of well-being aims, however, not only needs to be consistent with applicable 

laws, as a matter of legality. Deontological reasoning moreover requires such use of taxation to be 

compatible with basic values and regulative ideals of those laws, reflected in principles, as a matter of 

legitimacy.440 Question 7 therefore furthermore obliges states to assess and explain to what extent the 

tax measure at hand poses conflict with tax or other principles of law, such as certainty or equality (i.e., 

to perform an assessment in terms of legitimacy).441 In case principles are weighed in view of conflicting 

well-being considerations, states should provide insight into the weighing performed.442  

 

8. Which risks are associated with the tax measure in terms of political processes?  

The second question primarily generated by deontological normative reasoning, namely question 8, 

calls specific attention to political processes, and requires assessment of potential risks posed to those 

                                                             
438 See section 3.3.1 of this research on dealing with ineffectiveness or inefficiency of tax measures in well-being matters. 
439 See sections 3.1.1.2, 3.1.2.2, 3.2.2, and 3.3.2 of this research for a discussion of rights, duties, and legality in relation to 
aiming for well-being through taxation. Section 3.1.2.2 for instance discussed enforcing norms in the face of potential 
detrimental well-being effects.  
440 The order of assessment in terms of legality and legitimacy was chosen here to reflect that deontological reasoning 
typically does not consider it sufficient if legislation (aimed at well-being) complies with existing rules or norms, but 
moreover requires legislation to aim at realising principles that embody a dimension of morality in law. This chosen order 
does not detract from deontological reasoning typically requiring a legislator to develop a tax system and its rules on the 
basis of principles. See for instance J.L.M. Gribnau & S.M.H. Dusarduijn, ‘Principles-Based Legislation in Context: A 
Dworkinian Perspective’, 7 October 2018, pp. 1-7, and E.C.C.M. Kemmeren, 'If We Need a Destination-Based Corporate 
Income Tax, Do We Also Need a Production-Based Consumption Tax?', p. 150 in J. Monsenego and J. Bjuvberg (eds.), 
International Taxation in a Changing Landscape - Liber Amicorum in Honour of Bertil Wiman, Kluwer Law International 
2019.      
441 A discussion of rights or duties related to well-being can be found in section 3.1.1.2 of this research. See section 3.2.2 
on the (low) normative priority, accorded under tax principles or procedures, to aligning taxation with well-being. And 
section 3.3.2 further addressed risks of conflict with tax principles. 
442 Section 3.3.2 of this research addressed the weighing of different principles in view of well-being considerations. 
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processes by the pursuit of well-being through taxation.443 In case of potential risks posed, for instance, 

to the institutional allocation of legislative, administrative, and judicial powers by the pursuit of well-

being through taxation, states need to indicate what is done to properly manage and mitigate those 

risks.444  

 

9. Which character traits are stimulated by the tax measure?  

The final set of two questions is primarily focused from a virtue ethics normative perspective. Question 

9 requires states to identify and point out which character traits are stimulated by the tax measure, to 

enable a discussion on the desirability (or virtuousness) thereof.445  

 

10. To what extent does the tax measure find public support?  

Question 10, the second of two questions motivated primarily by virtue ethics normative reasoning, asks 

states to form a substantiated view on the extent to which the tax measure finds public support. If tax 

measures reduce such support and, with that, reduce people’s trust in and respect for the state, 

governments need to carefully consider their course of action and the behavioural impact thereof.446 

                                                             
443 Section 3.1.2.2 of this research discussed the risk of turning people into simple well-being metric stations, reducing 
democratic processes. Sections 3.2.2 and 3.3.2 stipulated concerns regarding transparency, political visibility, lobbying, 
and accountability when well-being aims are pursued through taxation. Section 3.3.2 further addressed the risk of unduly 
arriving at decisions, and the potential for tax measures that aim for well-being to upset balanced allocations of state 
powers. 
444 See section 3.3.2 of this research on the proper balancing of allocations of state powers. 
445 Sections 3.1.1.3 and 3.1.2.3 of this research discussed well-being in the context of virtuous or vicious character traits, 
and the potential conflicts between virtuous behaviour and well-being aims.  
446 Sections 3.2.3 and 3.3.3 of this research discussed how aligning taxation with states’ well-being aims may undermine 
people’s faith in, and respect for, tax law, and thus might detract from virtuous behaviour. Section 3.3.3 pointed out that 
the nondirective approach of tax expenditures may enable states to fund causes that would not (yet) be supported by the 
median voter. 
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4.3. Illustrative application of assessment framework to selected tax topics 

In the following chapters 5, 6, and 7, and for illustrative purposes, the assessment framework as 

described and outlined in section 4.2 of this research is applied to, respectively, tax incentives for 

innovation, environmental taxes, and tax incentives for employment, to identify practices, issues, and 

recommendations to be made.  

For each of these topics, the link with well-being and the role of the state is explored. Furthermore, for 

each of these case studies, assessments are discussed concerning for instance effectivity, efficiency, and 

consistency with rules and principles, and recommendations are made. The starting point is a broad 

assessment of the topic under consideration, in the course of which the assessment addresses aspects of 

tax measures concerning the respective topic.  

The application, in the following chapters 5, 6, and 7, of the assessment framework to, respectively, tax 

incentives for innovation, environmental taxes, and tax incentives for employment, illustrates how that 

framework can serve as an essential supporting structure in assessment of taxation aimed at well-being, 

to enhance its quality and acceptability. The results documented hereafter underline that aiming for 

well-being through taxation brings with it many intricate and important issues, to which states need to 

be very sensitive. Not all questions are easily answered, and the answers to these questions often 

pinpoint aspects that are open to discussion, criticism, or improvement. The case studies addressed 

hereafter also demonstrate that a plurality of normative aspects can be assessed via an integrated 

framework, rather than in isolation. A further reflective discussion on the results following from 

application of the assessment framework in chapters 5 to 7 can be found in chapter 8 of this research.  
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Summary and conclusions of chapter 4  

In chapter 4, following the conclusions from chapter 3 and in answer to the second main research 

question, a framework that instils caution and restraint in states is proposed and explained for purposes 

of assessing tax measures undertaken by states in their aim for well-being through taxation.  

This framework, outlined here and discussed in the previous sections, consists of ten questions to be 

answered by states as part of their legislative or other tax policymaking processes, questions that are 

easy to ask yet require thoroughness to answer. Section 4.1 discusses that publication of those answers 

not only incentivises states to engage in critical examination and in proper motivation of the measures 

taken, but also increases transparency, the possibilities for scrutiny, and with that, state accountability. 

The answers to the questions allow to pinpoint aspects that are open to discussion, criticism, or 

improvement. The proposed assessment framework can thus serve as an essential supporting structure 

in assessment of taxation aimed at well-being, to enhance its quality and acceptability, and is intended 

to be answered in legislative or policymaking processes, whereby the answers provided can also be of 

use in administrative, executive, and judicial matters of taxation aimed at well-being, for instance for 

purposes of cautious, yet critical, judicial review, and of consistency of administrative enforcement.  

The framework of assessment, outlined below and discussed in more detail in section 4.2 of this 

research, starts with four general questions, and then moves to six questions that are placed under the 

headers of consequentialist, deontological, and virtue ethics normative theories, to allow integrated 

plural assessment.  

 

Assessment framework for states aiming for well-being through taxation 

1. What is the well-being aim, and why that particular aim?  

2. What is the relative importance of well-being in this matter?    

3. Why should the state intervene in the matter?   

4. How is the tax measure assessed in comparison to alternatives?  

5. (Consequential:) What is the (predicted or actual) net well-being impact of government 

spending and taxing in the matter?  
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6. (Consequential:) How effective and efficient is the tax measure (in prediction or in actuality) 

in achieving its well-being aims? 

7. (Deontological:) How is the tax measure assessed in terms of legality and legitimacy?   

8. (Deontological:) Which risks are associated with the tax measure in terms of political 

processes? 

9. (Virtue ethics:) Which character traits are stimulated by the tax measure?  

10. (Virtue ethics:) To what extent does the tax measure find public support?  

 

Section 4.3 explains how, in the following chapters 5, 6, and 7, and for illustrative purposes, the above 

described assessment framework is applied to, respectively, tax incentives for innovation, 

environmental taxes, and tax incentives for employment, to identify practices and issues. For each of 

these topics, the link with well-being and the role of the state is explored. Furthermore, for each of these 

topics, assessments are discussed concerning for instance effectivity, efficiency, and consistency with 

rules and principles, and recommendations are made. 
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5. Well-being and tax incentives for innovation  

 

Introduction 

In this chapter 5, the framework for assessing tax measures undertaken by states in their aim for well-

being through taxation, as established in chapter 4, is applied to tax incentives for innovation. The topic 

of tax incentives for innovation is the first of three case studies, provided in this research in the chapters 

5, 6, and 7, of topics that may attract states to aim for well-being through taxation, and serves to illustrate 

the application of the proposed framework of assessment, and to identify issues to be addressed, and 

recommendations to be made.  

For purposes of this chapter, innovation can be defined as the implementation of a new or significantly 

improved product (good or service), or process, a new marketing method, or a new organisational 

method in business practices, workplace organisation, or external relations.447 There can therefore be 

different channels of innovation, such as R&D, technological transfers, and entrepreneurship.448  

The OECD remarked that there is a growing awareness among policymakers that innovation is the main 

driver, not only for economic progress, but also for well-being.449 The generation, exploitation, and 

diffusion of knowledge through innovation are considered to be fundamental to economic growth, 

development, and the well-being of nations.450 With regard to tax incentives for innovation addressed 

in this chapter, the classic market failure argument entails that states should have a role in innovation 

considering the long time horizons necessary for, and the public good nature of, certain investments 

(making it difficult for businesses to appropriate returns).451 Companies invest less than optimal in R&D 

when viewed from a societal perspective: knowledge spillovers, which can also be to the benefit of 

other enterprises and of society as a whole, are not fully factored into R&D decisions by companies. 

                                                             
447 OECD & Eurostat, Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data, third edition, 2005, p. 
46. Available online via https://www.oecd-ilibrary.org/science-and-technology/oslo-manual_9789264013100-en. 
Accessed 12 August 2019. 
448 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. x, available online via 
http://www.imf.org/en/Publications/FM/Issues/2016/12/31/Acting-Now-Acting-Together. Accessed 12 August 2019. 
449 OECD, Innovation and Growth: Rationale for an Innovation Strategy, 2007, p. 3. Available online via 
https://www.oecd.org/science/inno/39374789.pdf. Accessed 12 August 2019.   
450 OECD & Eurostat, Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data, third edition, 2005, p. 3. 
Also see OECD, Data-Driven Innovation: Big Data for Growth and Well-being, October 2015, p. 17, where it is remarked 
that data-driven innovation has the potential to enhance social well-being as it begins to transform all sectors in the 
economy. Available online via http://www.oecd.org/innovation/data-driven-innovation-9789264229358-en.htm. Accessed 
12 August 2019.   
451 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 48.  
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The societal return of R&D is almost always estimated to be substantially greater than the private 

return.452 And IP intensive industries are a key driver of growth and employment.453 States have 

therefore gladly taken up tax measures as a way to stimulate innovation, for instance ‘front-end’ tax 

regimes that apply to expenditures incurred in the creation of IP (such as R&D tax credits or special 

depreciation regimes), and ‘back-end’ tax regimes that apply to the income earned after the creation and 

exploitation of IP (such as IP box tax regimes or free tax zones).454 Such tax innovation stimulation in 

part also drives tax competition between states, and is one of the centre points of current discussions on 

countering harmful tax competition. Yet, while innovation such as through science and technology 

clearly affects our lives, this is not necessarily only positive.455 Furthermore, there is little robust 

evidence on the causal relationship between innovation and (subjective) well-being.456 Tax incentives 

for innovation thus raise questions on, for instance, their intersection with well-being, their effectiveness 

and efficiency, and the role of the state therein.457  

This chapter 5 applies the determined assessment framework to tax incentives for innovation, to identify 

issues to be addressed and recommendations to be made. In order to do so, the established framework 

with the questions contained therein is used as an essential supporting structure in the assessment 

performed in the ten sections hereafter. The starting point is a broad assessment of the topic under 

consideration, in the course of which the research addresses aspects of certain tax measures concerning 

the respective topic. 

 

  

                                                             
452 B. Hall et al., ‘Measuring the returns to R&D’, November 2009, p. 33, in Handbook of the Economics of Innovation, 
B.H. Hall & N. Rosenberg. Also see B. Lucking, N. Bloom & J. Van Reenen, ‘Have R&D Spillovers Changed?’, National 
Bureau of Economic Research Working Paper No. w24622, 25 May 2018.  
453 OECD/G20 Base Erosion and Profit Shifting Project, Countering Harmful Tax Practices More Effectively, Taking into 
Account Transparency and Substance, Action 5: 2015 Final Report, p. 24, para. 26.  
454 OECD/G20 Base Erosion and Profit Shifting Project, Countering Harmful Tax Practices More Effectively, Taking into 
Account Transparency and Substance, Action 5: 2015 Final Report, p. 24, para. 28.  
455 R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 78 and 
further, described how science and technological developments can explain deteriorated family relationships, deteriorated 
communities, and the prevalence of selfish values, and thus brings discontent.      
456 P. Dolan, R. Metcalfe, N. Powdthavee, A. Beale & D. Pritchard, ‘Innovation and Well-being: Innovation Index 
Working Paper’, National Endowment for Science Technology and the Arts, Working Paper September 2008, pp. 2-3.  
457 Reference is made for instance to J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, 
Applied Economics, 2011, 43, pp. 1787-1800, and the Consortium’s A Study on R&D Tax Incentives: Final Report, 
TAXUD/2013/DE/315, 2014.  
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5.1. Well-being aims in tax incentives for innovation 

Question 1 of the assessment framework, as outlined in chapter 4 of this research, asks which particular 

well-being aim is pursued by states in relation to tax incentives for innovation, and why. Aspects such 

as the concept and scoping of well-being, its contributors or constituents, and measurement issues are 

addressed below.   

If and when tax measures to stimulate innovation are related to well-being, states should make clear 

what concept of well-being is at stake, which is highly relevant for scoping purposes, and allows for 

concrete scrutiny (e.g. measurement).458 That said, and notwithstanding the increasing policy focus on 

the connections between innovation and well-being,459 it seems uncommon for tax measures that aim 

to stimulate innovation to be expressly related, in their wording or goal setting, to well-being,460 let 

alone that clarity on the well-being concept used is provided. Quite often the links made between 

innovation and well-being are unspecific (e.g. as to the concept of well-being used, or as to the way in 

which innovation is to impact said concept of well-being), and thus seem difficult (or impossible) to 

measure. For instance, where the OECD remarked that innovation is the main driver for well-being,461 

that the generation, exploitation, and diffusion of knowledge are considered to be fundamental to the 

well-being of nations,462 and that data-driven innovation has the potential to enhance social well-

being,463 no concrete explanation, substantiation, or clarification of (the impact on) well-being was 

provided.  

Typically, tax stimulation of innovation is specifically targeted towards promoting R&D.464 Tax 

incentives for R&D are intended to reward firms for societal benefits from innovation that firms 

                                                             
458 This should not be read as a recommendation to necessarily relate tax measures that stimulate innovation to well-being. 
As argued in chapter 3 of this research, the importance of well-being as such may be limited, and states aiming for well-
being best exercise caution and restraint considering the weak normative foundations and the accompanying intricate 
questions and difficult issues that may often not be resolvable if one is looking for broad support. Plural reasoning 
recommends that states are careful in using a single notion, such as well-being, that homogenises different goods. We may 
be better served by focusing primarily on things that make (or contribute to making) our lives go well, rather than on the 
notion of well-being itself. 
459 Documented in OECD, Innovation and Growth: Rationale for an Innovation Strategy, 2007, p. 3. 
460 In the course of this research no examples were found of currently existing tax measures, aiming to stimulate 
innovation, that are expressly related in their wording or goal setting to well-being.  
461 OECD, Innovation and Growth: Rationale for an Innovation Strategy, 2007, p. 3.  
462 OECD & Eurostat, Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data, third edition, 2005, p. 3.  
463 OECD, Data-Driven Innovation: Big Data for Growth and Well-being, October 2015, p. 17 and 29 and further.    
464 Reference is made to the discussion of tax measures in the Consortium’s A Study on R&D Tax Incentives: Final Report, 
TAXUD/2013/DE/315, 2014, and in International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting 
Together. 
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themselves are unable to appropriate.465 The idea then is that promoting R&D will stimulate 

innovation,466 which in turn is meant to spur economic growth, increase international competitiveness, 

and to address societal and environmental challenges.467 This makes that the most obvious connection 

is between those R&D tax incentives on the one hand, and R&D activities or expenditures on the other 

hand (as a first order effect), notwithstanding that the measurement of such a connection already 

presents various challenges to overcome.468 A follow-up question is whether R&D tax incentives also 

stimulate innovation and economic growth or productivity (as a second order effect). This is less studied, 

but the limited research seems to indicate a positive impact.469 Innovation and economic growth, 

however, are not the same thing as well-being. Tax incentives for innovation therefore may not be the 

most obvious way if states would specifically want to target their efforts towards well-being. As an 

example, Cornet analysed that the social return of technology subsidies, such as the Dutch reduction of 

wage tax and social insurance contributions related to R&D, can be negative, positive, or very positive, 

depending on the parameters chosen.470 

At the most, therefore, existing tax measures that aim to stimulate innovation seem to be indirectly, 

perhaps implicitly, targeted towards well-being. Tax measures that aim to stimulate innovation can for 

instance include objectives of protection (e.g. the retaining of innovative activities or income) or 

promotion (e.g. attracting or increasing innovative activities or income),471 with associated well-being 

consequences. Such objectives of protection and promotion may increase tax competition between 

countries, possibly resulting in negative spillover effects.472 Insofar tax incentives for innovation only 

result in relocation of already existing innovative activities or income, protection and promotion on a 

national level may equate a ‘beggar-thy-neighbour’ tax policy that leaves all countries competing for 

                                                             
465 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 6.  
466 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. x.  
467 OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 5.  
468 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 27. As a specific example, 
also see T. Poot, P. den Hertog, T. Grosfeld & E. Bouwer, ‘Evaluation of a major Dutch Tax Credit Scheme (WBSO) 
aimed at promoting R&D’, 2003, p. 2. Reference is also made to N. Bloom, R. Griffith & J. Van Reenen, ‘Do R&D tax 
credits work? Evidence from a panel of countries 1979-1997’, Journal of Public Economics 85, 2002, pp. 1-31, where it is 
estimated that tax incentives increase R&D intensity, with a short-term 1 per cent rise in R&D levels if the R&D costs fall 
with 10 per cent, and just short of a long-term 10 per cent rise in R&D.  
469 See Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 37 and further, and 
the research discussed there. As a specific example, also see T. Poot, P. den Hertog, T. Grosfeld & E. Bouwer, ‘Evaluation 
of a major Dutch Tax Credit Scheme (WBSO) aimed at promoting R&D’, 2003, p. 2.  
470 M. Cornet, ‘De maatschappelijke kosten en baten van technologiesubsidies zoals de WBSO’, CPB Document, July 
2001, No. 008, pp. 29-31.  
471 L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, 
doctoral thesis 2014, p. 151.  
472 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 466; International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 39.  
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innovation ultimately worse off,473 also from a well-being perspective. These risks of harmful tax 

competition, negative spillover effects, and ‘beggar-thy-neighbour’ tax policies, seem especially present 

in tax incentives for innovation in the form of IP boxes or low-taxed enterprise zones.474  

Assessments of tax measures that aim to stimulate innovation often focus on concepts such as welfare,475 

or economic well-being.476 Outside the realm of taxation, however, innovation is more often related to 

well-being.477 Insofar innovation is related to well-being, oftentimes a connection with a concept of 

subjective well-being is made.478 Under such subjective well-being concepts, innovation impact 

measurements are typically performed on the basis of self-reports or surveys, with questions regarding 

satisfaction, happiness, or pleasure/displeasure levels.479 Connections between innovation and concepts 

                                                             
473 See L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, 
doctoral thesis 2014, p. 153, and the research referenced there; Consortium, A Study on R&D Tax Incentives: Final Report, 
TAXUD/2013/DE/315, 2014, p. 97; M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 25. Such aspects of 
potentially harmful competition are further discussed in section 5.9 of this research.  
474 See L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, 
doctoral thesis 2014, p. 153, and the research referenced there; Consortium, A Study on R&D Tax Incentives: Final Report, 
TAXUD/2013/DE/315, 2014, p. 97; M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 25. 
475 See, for instance, Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 40 and 
further, on the general welfare effects of R&D tax incentives. Also see T. Takalo, T. Tanayama & O. Toivanen, 
‘Estimating the benefits of targeted R&D subsidies’, The Review of Economics and Statistics, March 2013, 95(1), pp. 
255-272, who studied the welfare effects of targeted R&D subsidies using project-level data from Finland, and B. Lokshin 
& P. Mohnen, ‘How effective are level-based R&D tax credits? Evidence from the Netherlands’, United Nations 
University Working Paper Series, 2010, No. 2010-040, p. 25, where it is observed that even with a substantial (50 per 
cent) social rate of return there can still be a net welfare loss as a result of introducing level based tax incentives, if 
administration, compliance, and distortion costs are considered.  
476 Parsons and Phillips, in their evaluation of the welfare impact of Canadian Federal R&D tax incentives, found a welfare 
gain in the form of economic well-being created each year as a result of ongoing scientific research and experimental 
development. For their evaluation, economic well-being was derived from a model assuming full employment, and putting 
a value on leisure as part of well-being. M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific 
Research and Experimental Development’, Department of Finance Working Paper 2007-08, p. 24.  
477 See for instance OECD, Data-Driven Innovation: Big Data for Growth and Well-being, October 2015, p. 17; OECD, 
Innovation and Growth: Rationale for an Innovation Strategy, 2007, p. 3; OECD & Eurostat, Oslo Manual: Guidelines for 
Collecting and Interpreting Innovation Data, third edition, 2005, p. 3.  
478 See for instance H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being 
impacts as an additional assessment metric of technological and social innovations’, Innovation: The European Journal of 
Social Science Research, April 2017; P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-
being’, Research Policy 41, 2012, pp. 1489-1498; P. Dolan, R. Metcalfe, N. Powdthavee, A. Beale & D. Pritchard, 
‘Innovation and Well-being: Innovation Index Working Paper’, National Endowment for Science Technology and the 
Arts, Working Paper September 2008; A. Bryson, H. Dale-Olsen & E. Barth, ‘How Does Innovation Affect Worker Well-
being?’, Centre for Economic Performance, 2009, Discussion Paper No. 953.  
479 See for instance H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being 
impacts as an additional assessment metric of technological and social innovations’, Innovation: The European Journal of 
Social Science Research, April 2017; P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-
being’, Research Policy 41, 2012, pp. 1489-1498; P. Dolan, R. Metcalfe, N. Powdthavee, A. Beale & D. Pritchard, 
‘Innovation and Well-being: Innovation Index Working Paper’, National Endowment for Science Technology and the 
Arts, Working Paper September 2008; A. Bryson, H. Dale-Olsen & E. Barth, ‘How Does Innovation Affect Worker Well-
being?’, Centre for Economic Performance, 2009, Discussion Paper No. 953. 
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of objective well-being seem less often researched.480 Measurements of objective well-being attempt to 

determine how innovation enhances (or decreases) objective indicators of well-being.481 For example, 

how innovations in the medical sector (such as in the treatment of heart attacks or breast cancer) may 

or may not lead to increased longevity.482 Each of these measures appears to be indirect, in the sense 

that these measures are an approximation of well-being via elements or conditions that are assumed to 

represent well-being impacts. In such cases, the added value or importance of well-being in itself, above 

and beyond the elements or conditions measured, is however not obvious.483   

Explaining the concept of well-being used in relation to tax incentives for innovation thus also involves 

explaining what constitutes or contributes to well-being under the well-being concept applied, and why. 

Dolan and Metcalfe outlined the following ways in which innovation could be seen and valued in terms 

of different concepts of well-being.484 Under objective list theories of well-being,485 innovation could 

be incorporated through its impact on for instance health, education, income, or whatever items are on 

the list.486 Under preference satisfaction accounts of well-being,487 innovation can be related to people’s 

willingness to pay for innovative goods or the income increase that allows further preference 

satisfaction.488 Under mental state theories of well-being,489 innovation can be related to the impact that 

innovation has on people’s self-experienced (or: subjective) well-being.490 In addition, Steiner may have 

linked innovation to nature-fulfilment or perfectionist theories of well-being,491 as Steiner argued that 

                                                             
480 See P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 
2012, p. 1491, and the research discussed there on how innovation can impact objective indicators of well-being, and H.-J. 
Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as an additional 
assessment metric of technological and social innovations’, Innovation: The European Journal of Social Science Research, 
April 2017, p. 5 and further.  
481 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1491.  
482 See P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 
2012, p. 1491, and the research discussed there.  
483 Reference is made to section 3.1 of this research for an extensive discussion of the importance of well-being.    
484 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1489.  
485 Reference is made to section 3.1.2.2 of this research, where objective list theories of well-being were further discussed.  
486 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1489.  
487 Discussed in section 3.1.2.2 of this research in relation to desire-satisfaction theories of well-being.  
488 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1489. 
489 Reference is made to section 3.1.2.2 of this research, where mental state theories of well-being were further discussed.  
490 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1489. 
491 Reference is made to section 3.1.2.2 of this research, where nature-fulfilment or perfectionist theories of well-being 
were further discussed. 
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innovation is valuable in itself as a perfect example of human endeavour, in that innovation revolves 

around the importance of individual experience, unconventional (free) interpretations, and respect for 

individual uniqueness.492 In what can be seen as a partial combination of the above mentioned, 

Engelbrecht proposed a conceptual and multifaceted framework in which (social) innovation is 

associated with both objective well-being (via objective quality of life measures) and subjective well-

being (via life evaluations et cetera).493 Engelbrecht’s framework intends to account for innovation 

impacts on the many facets of quality of life, and contains other variables (besides innovation and 

objective and subjective well-being) such as workplace, product market, natural environment, economic 

performance, invention, R&D, entrepreneurship, creativity, and luck.494 While exploration of a 

multitude of potential direct and indirect well-being impacts of innovation may provide better insight 

in innovation’s social value destruction and creation, this simultaneously means that there are “unlikely 

to be any easy answers”, as determining the value of innovation will “remain a judgement to be made 

by policymakers and society at large.”495  

A further issue is who or what are within the scope of the well-being concept used. Scoping of the well-

being concept used can substantially determine the way that tax incentives for innovation are 

implemented and play out, which is why states should provide clarity on the scoping choices made. The 

following observations can be made in that regard.  

A recurring secondary goal of many tax measures that aim to stimulate innovation is to improve the 

international competitiveness of the states employing those tax measures.496 This signals that the 

                                                             
492 C.J. Steiner, ‘A Philosophy for Innovation: The Role of Unconventional Individuals in Innovation Success’, Elsevier, 
Journal of Product Innovation Management, Vol. 12, Issue 5, November 1995, p. 435. 
493 H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as an 
additional assessment metric of technological and social innovations’, Innovation: The European Journal of Social Science 
Research, April 2017, p. 5 and further.  
494 Engelbrecht conceded that the selection of these elements or categories of variables is a question of (contestable) 
judgment. See H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as 
an additional assessment metric of technological and social innovations’, Innovation: The European Journal of Social 
Science Research, April 2017, p. 5 and further. 
495 H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as an 
additional assessment metric of technological and social innovations’, Innovation: The European Journal of Social Science 
Research, April 2017, p. 12.  
496 See for instance L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax 
Policy Options, doctoral thesis 2014, p. 151, where it is noted that IP Box regimes’ tax policy objectives are, most notably, 
incentivising R&D activity and retaining or attracting IP income (whereby the second objective relates to tax competition). 
In a similar vein, Sanz-Goméz remarked that it might be more realistic to say that the actual motive for the introduction of 
IP boxes is tax competition. See R. Sanz-Goméz, ‘The OECD’s Nexus Approach to IP Boxes: A European Union Law 
Perspective’, Wirtschafts Universität Wien International Taxation Research Paper Series, 2015, No. 12, p. 3. Owens 
discussed various competitiveness arguments for a tax regime that brings about a conductive climate for innovation, in J. 
Owens, ‘The David H. Tillinghast Lecture – Tax Competition: To Welcome or Not?’, Tax Law Review Vol. 65, 2012, pp. 
103-108.   
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primary interest of such tax measures is domestic benefits from innovation in the form of the domestic 

private and external rate of return.497 More in general, innovation is often related to the international 

competitiveness of states. The OECD stated that the capacity to innovate and to bring innovation 

successfully to market is a crucial determinant of global competitiveness of nations in the current 

decade.498 Globalisation not only increases international spillovers, but is also a powerful driving force 

for innovation through international competition.499 Ciocanel and Pavelescu remarked how it is almost 

unanimously accepted that the path to competitiveness, for economies exposed to international 

competition, goes through innovation.500  

This primary domestic focus does not take away from the presence of the before mentioned international 

spillover effects, which can be substantial.501 For instance, international R&D spillovers from R&D 

undertaken in the Group of Seven (“G7”) countries yielded productivity gains in other countries of 

approximately 25 per cent of the G7’s own return.502 Yet, international spillover effects in the form of 

tax competition can also be negative.503 This raises the question whether states should also be concerned 

with cross-border (or international) effects of their tax measures that aim to stimulate innovation. The 

International Monetary Fund (“IMF”) in this regard remarked that regional coordination can help to 

curb negative spillover effects from such tax incentive policies.504 For instance within the EU, that aims 

to promote the well-being of its peoples, investment in R&D is put forward as one of the priorities for 

Europe to become more competitive.505 When viewed from an EU perspective therefore, there is much 

to say for EU Member States to also be concerned with the EU internal market effects of their tax 

                                                             
497 Compare M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 10, where it is remarked that international spillovers, in 
the forms of benefits to other countries of R&D performed in Canada and in the form of benefits to Canada of R&D 
performed outside of Canada, may be of economic importance but are not relevant to an evaluation of the Canadian 
Scientific Research and Experimental Development tax credit.  
498 OECD, Innovation and Growth: Rationale for an Innovation Strategy, 2007, p. 3. Also see OECD, OECD Reviews of 
Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 5. 
499 OECD & Eurostat, Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data, third edition, 2005, p. 
39. 
500 A.B. Ciocanel & F.M. Pavelescu, ‘Innovation and competitiveness in European context’, Procedia Economics and 
Finance 32, 2015, p. 728.  
501 See for instance L. Bettendorf, J. Gorter & A. van der Horst, ‘Who benefits from tax competition in the European 
Union?’, CPB Document No 125, August 2006, p. 9.  
502 See International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 34, and the research 
referenced there.  
503 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 39.  
504 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 39. 
505 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 17. 
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measures that aim to stimulate innovation, or put otherwise, to extend their well-being scope to the 

people of Europe rather than limiting their well-being scope to the people within their territory.  

Such a discussion to a certain extent also finds reflection in the scoping of tax measures that aim to 

stimulate innovation.  

For example, a key part of Action 5 of the OECD’s Action Plan on Base Erosion and Profit Shifting 

involved strengthening substantial activity requirements in preferential IP tax regimes, under the so-

called nexus approach.506 Simply put, this nexus approach aims to only allow a taxpayer to benefit from 

an IP regime to the extent that the taxpayer itself has incurred expenditures (such as R&D costs) which 

(presumably) gave rise to the IP income.507 The nexus approach therefore aims to link tax benefits to 

activities undertaken in the territory of the state providing the tax benefits, and when viewed from a 

national perspective it seems inconsistent with the nexus approach to grant benefits if no relevant R&D 

activities are undertaken within a state’s territory. However, if viewed from an EU perspective, a system 

that grants tax benefits even if R&D activities have been undertaken abroad in another EU Member 

State can make perfect sense:508 IP regimes that grant tax benefits when R&D activities are undertaken 

within the EU internal market can help make Europe more competitive and may thus contribute to the 

well-being of people within the EU.509 Moreover, European law in certain circumstances limits the 

possibilities for EU Member States to engage in tax incentives for innovation on a strict territorial 

basis.510   

Furthermore, the granting of tax benefits for innovation typically has a novelty requirement as one of 

the entry conditions, as innovation in essence concerns the bringing to market of new ideas.511 The 

concept of ‘novel’ or ‘new’, however, may differ from measure to measure or from country to country. 

Novelty requirements can for instance be met when something is new to the firm, new to the product 

market, new to the country, or new to the world.512 If ‘novel’ is defined as ‘new to the country’, then 

                                                             
506 OECD, Explanatory paper: Agreement on Modified Nexus Approach for IP Regimes, available online via 
https://www.oecd.org/ctp/explanatory-paper-beps-action-5-agreement-on-modified-nexus-approach-for-ip-regimes.pdf. 
Accessed 12 August 2019.   
507 OECD, Explanatory paper: Agreement on Modified Nexus Approach for IP Regimes.  
508 See R. Sanz-Goméz, ‘The OECD’s Nexus Approach to IP Boxes: A European Union Law Perspective’, Wirtschafts 
Universität Wien International Taxation Research Paper Series, 2015, No. 12, p. 12. In this article, Sanz-Goméz also 
reflected on the assessment of the nexus approach under EU law (notably from the perspective of the fundamental 
freedoms and State aid regulations), a topic that is briefly addressed in section 5.7 of this research.  
509 Under a comparable line of reasoning, the relevance of innovation can also be argued on a global level.  
510 EU law considerations regarding tax incentives for innovation are discussed in section 5.7 of this research. 
511 See Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 59 and further, for an 
overview of the novelty requirements for R&D tax incentives across countries.  
512 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 59.  
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the tax incentive also stimulates imitation from abroad (with potential negative international spillover 

effects).513 ‘New to the world’, on the other hand, promotes innovation with the potentially largest social 

returns, contributing to the world-wide stock of knowledge, and has therefore been recommended as a 

best practice.514 Setting a certain novelty requirement for tax incentives for innovation therefore can 

have an impact on whose well-being is affected, and in which way.    

All of the before discussed aspects regarding the concept and scoping of well-being, and its contributors 

or constituents, translate into questions of measurement. How measurement is performed impacts the 

possibilities for assessment and evaluation of tax incentives for innovation, and therefore should be 

properly motivated by states. If states can achieve and show that their well-being aims are specific, 

measurable, achievable, realistic, and time-bound, this increases the possibilities for ex ante assessment, 

continuous monitoring, and ex post evaluation, and should increase chances for effective and efficient 

state intervention through tax incentives for innovation. As to measurability, however, Dolan et al. 

concluded that there is little robust evidence on causal relationships between (subjective) well-being 

and innovation.515 Hall et al. found that social returns to R&D are variable and, in many cases, 

imprecisely measured.516 Also regarding tax measures that aim to stimulate innovation (or, as a subset 

thereof, to stimulate R&D), measurability is hampered by a considerable time lag between the moment 

of the incentive or innovation, and the moment of materialisation of the innovation’s pay-off.517  

And for those situations where individuals’ well-being is taken together for purposes of the concept of 

well-being used, the question is which function is used to do so, and why that particular function is at 

stake. Explaining the function used for taking together individuals’ well-being requires states to make 

such distributive aspects explicit, when tax incentives for innovation are employed to achieve well-

being aims. In well-being impact assessments of innovation, oftentimes individuals’ well-being is taken 

together by way of simple aggregation, with each individual counting equally.518 Whether or not such 

                                                             
513 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 60 and 76. 
514 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 22 and 76. 
515 P. Dolan, R. Metcalfe, N. Powdthavee, A. Beale & D. Pritchard, ‘Innovation and Well-being: Innovation Index 
Working Paper’, National Endowment for Science Technology and the Arts, Working Paper September 2008, p. 3.  
516 B.H. Hall, J. Mairesse & P. Mohnen, ‘Measuring the Returns to R&D’, 2009, p. 1, in Handbook of the Economics of 
Innovation, edited by B.H. Hall & N. Rosenberg.  
517 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 97; M. Mazzucato, The 
Entrepreneurial State, Demos 2011, p. 44. 
518 See, for instance, A. Bryson, H. Dale-Olsen & E. Barth, ‘How Does Innovation Affect Worker Well-being?’, Centre for 
Economic Performance, 2009, Discussion Paper No. 953. 
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a function leads to desirable results depends on one’s views on equality and (re)distribution, which 

views are by their nature contestable.519     

 

  

                                                             
519 Compare C. Osterloh-Konrad, ‘Zur Legitimation steuerlicher Umverteilung’, Steuer und Wirtschaft 2017, Vol. 4, pp. 
315-316.  
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5.2. Relative importance of well-being in tax incentives for innovation     

Question 2 of the assessment framework asks states to explain the relative importance of well-being in 

tax incentives for innovation.  

Dolan and Metcalfe argued for the importance of well-being in matters of innovation, as “Innovation 

should improve people’s lives.”520 They referred in this regard to the consideration by Stiglitz, Sen, and 

Fitoussi of subjective well-being as encompassing different aspects, such as cognitive evaluations of 

one’s life, happiness, satisfaction, and positive and negative emotions, which allow to come to a more 

comprehensive appreciation of people’s lives.521 Dolan and Metcalfe considered subjective well-being 

especially important to individuals and policymakers, as “we should like to see the effects of 

interventions – and innovation – show up in someone’s SWB [subjective well-being – Mart van Hulten], 

somewhere and at some point.”522 Dolan and Metcalfe demonstrated a strong link between innovation 

and subjective well-being, although they could not find, and did not claim, whether or not such a link 

represented a causal connection.523  

This is not to say, of course, that innovation only has positive impacts on well-being. Engelbrecht argued 

that technological and social innovations cannot be assumed to be desirable per se, considering that 

innovations usually have both positive as well as negative impacts on people.524 Dolan et al. remarked 

that hardly any analysis has been done to determine whether the benefits of innovation outweigh the 

costs in terms of well-being impacts, and recommended longitudinal data research to consider the 

impacts of, for example, labour-saving or time-saving goods or services, such as microwaves or fast 

food, on the happiness, healthiness, and length of people’s lives.525 Bryson, Dale-Olsen, and Barth found 

that management innovations are associated with lower worker well-being, for instance due to labour 

                                                             
520 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1489.  
521 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Report by the Commission on the Measurement of Economic Performance and 
Social Progress, 2009, p. 16, para. 34.  
522 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
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523 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
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524 H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as an 
additional assessment metric of technological and social innovations’, Innovation: The European Journal of Social Science 
Research, April 2017, p. 1.  
525 See P. Dolan, R. Metcalfe, N. Powdthavee, A. Beale & D. Pritchard, ‘Innovation and Well-being: Innovation Index 
Working Paper’, National Endowment for Science Technology and the Arts, Working Paper September 2008, p. 3. 
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intensification, job insecurity, stress, and dissatisfaction.526 Layard also described how science and 

technology are prime sources affecting our lives (particularly our attitudes and feelings), and not always 

for the better.527 For instance, innovations in the form of television, internet, and smartphones affect our 

social life and our standards of comparison.528 Innovation, and the change and novelty that it comes 

with, can have a major negative impact on feelings of personal security and trust.529 As an example in 

the field of taxation, Cornet analysed that the social return of technology subsidies, such as the Dutch 

reduction of wage tax and social insurance contributions related to R&D, can be negative, positive, or 

very positive, depending on the parameters chosen.530   

Furthermore, Dolan and Metcalfe argued that well-being may be important for innovation as well, as 

(subjective) well-being precedes creativity.531 People with low subjective well-being are significantly 

less likely to be original and creative, whereas people with higher subjective well-being report 

themselves to be more original and more imaginative than others, on average.532 That said, the link 

between subjective well-being and innovation may not be straightforward, as evidence is lacking (for 

instance with regard to causality).533 If the relationship between subjective well-being and innovation 

is causal, then, Dolan and Metcalfe suggested, improving people’s subjective well-being may be a very 

effective way of increasing productivity and economic growth.534  

Well-being can therefore be considered important as a factor to take into account in the assessment of 

(the impact of) innovation and, in the case at hand, the assessment of tax incentives for innovation.535  
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527 R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 78.  
528 See R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 86 and 
further, on the adverse impacts of television on social life and on the happiness of people.  
529 R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, pp. 164-165.  
530 M. Cornet, ‘De maatschappelijke kosten en baten van technologiesubsidies zoals de WBSO’, CPB Document, July 
2001, No. 008, pp. 29-31.  
531 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1490. 
532 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1492. 
533 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1490. 
534 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1497. 
535 Engelbrecht for example suggested that well-being impacts should be used as an additional metric in the assessment of 
innovation, in order to complement other assessment approaches. H.-J. Engelbrecht, ‘The (social) innovation – subjective 
well-being nexus: subjective well-being impacts as an additional assessment metric of technological and social 
innovations’, Innovation: The European Journal of Social Science Research, April 2017, p. 1. 
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Notwithstanding, it is argued here that the importance of well-being in this matter should not be 

overstated. Next to well-being, and more often, innovation is associated with economic growth and 

development, employment, productivity, international competitiveness, and meeting global challenges 

in domains such as sustainability, resource efficiency, the environment, and health.536 Tax (or other) 

stimulation of innovation also raises questions of, for instance, fair competition and equal treatment.537 

All of these things may reasonably be of importance in matters of (tax stimulation of) innovation, and 

it seems questionable whether an overarching concept of well-being is necessarily important or 

sufficient in order to be able to properly take into account the value of these things. Here again, the 

question comes up as to the added value or importance of well-being in itself, as something in addition 

to the value or importance of those matters that are often considered constituents or contributors to well-

being (e.g. happiness, pleasure, health, wealth, et cetera).538 Moreover, matters such as fairness and 

equal treatment can carry importance also outside the sphere of their impact on well-being. 

Well-being may therefore mostly be important in matters of (tax incentives for) innovation to ensure a 

consideration that goes beyond economic (welfare) aspects, and to call for further discussion of the 

more traditional emphasis from states on, for instance, economic production, or income, or other money-

oriented measurement items. In addition, use of a concept such as well-being obliges states to consider 

the effects of their innovation policies not in isolation but in integration, taking into account how 

different government policies affect each other and ultimately, how such policies impact the way life is 

going for the individuals concerned. 

 

  

                                                             
536 OECD, Innovation and Growth: Rationale for an Innovation Strategy, 2007, p. 3; OECD & Eurostat, Oslo Manual: 
Guidelines for Collecting and Interpreting Innovation Data, third edition, 2005, p. 3; OECD, Data-Driven Innovation: Big 
Data for Growth and Well-being, October 2015, p. 17; A.B. Ciocanel & F.M. Pavelescu, ‘Innovation and competitiveness 
in European context’, Procedia Economics and Finance 32, 2015, p. 728. 
537 R. Sanz-Goméz, ‘The OECD’s Nexus Approach to IP Boxes: A European Union Law Perspective’, Wirtschafts 
Universität Wien International Taxation Research Paper Series, 2015, No. 12.  
538 Reference is made to section 3.1 of this research for an extensive discussion of this question.    



5. Well-being and tax incentives for innovation 

119 
 

5.3. State intervention in innovation  

Question 3 of the assessment framework requires states to explain why their intervention in matters of 

innovation is needed. This to allow for a discussion of the proper aims and roles of states, and of the 

desirable level of state intervention in matters of (tax stimulation of) innovation. 

As mentioned in section 1.6 and in the introduction to chapter 5 of this research, the classic market 

failure argument entails that states should have a role in innovation considering the long time horizons 

necessary for, and the public good nature of, certain investments (making it difficult for businesses to 

appropriate returns).539 Companies invest less than optimal in R&D when viewed from a societal 

perspective: knowledge spillovers, which can also be to the benefit of other companies and society, are 

not fully factored into R&D decisions by companies.540 As knowledge is not always completely 

excludable (e.g. in case of lack of enforceable property rights), this discourages firms to invest in 

research if the returns on investments do not entirely accrue to the firm.541 Moreover, innovation is 

risky, and information asymmetry between investors and innovators may create obstacles to obtaining 

proper funding.542 The societal return of R&D is therefore almost always estimated to be substantially 

greater than the private return.543 Owens in this regard mentioned a well-designed tax to correct 

externalities where market prices do not reflect spillover benefits from R&D, as an important exception 

to the main rule that taxes should distort market prices as little as possible.544  

Mazzucato argued that the role of the state should not only be about fixing such types of market 

failures.545 She argued that, more importantly, states should be actively involved in creating markets for 

new technologies “by envisioning the opportunity space and allowing the right network of private and 

public actors to meet in order for radical innovation to occur.”546 

                                                             
539 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 48.  
540 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 18; L.K. Evers, 
Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, doctoral thesis 
2014, p. 152.  
541 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 18; P. Stoneman & P. 
Diederen, ‘Technology Diffusion and Public Policy’, The Economic Journal, July 1994, Vol. 104, No. 425, pp. 920-925.  
542 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 18. 
543 B. Hall et al., ‘Measuring the returns to R&D’, November 2009, p. 33, in Handbook of the Economics of Innovation, 
B.H. Hall & N. Rosenberg; M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research 
and Experimental Development’, Department of Finance Working Paper 2007-08, p. 1. 
544 J. Owens, ‘The David H. Tillinghast Lecture – Tax Competition: To Welcome or Not?’, Tax Law Review Vol. 65, 
2012, p. 105.  
545 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 91. 
546 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 91. 
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A potential drawback in case of active state involvement in innovation is explained by Baldwin and 

Robert-Nicoud: governments tend to pick losers.547 They found that this could be explained by looking 

at the hard lobbying that is done on behalf of companies with sunk market-entry costs (such as 

unrecoverable investments in product development or training) in declining industries, under the 

presumption that those firms that spend the most on lobbying or other political activities are the ones 

that get the most government support.548 Furthermore, companies may have an information advantage 

over states as to which projects are most likely to succeed, or potentially bring the highest social 

returns.549    

These potential drawbacks are not necessarily arguments for the state not to intervene. Rather, they can 

inform states how to intervene. These aspects for instance point to an important difference between 

direct state intervention in innovation (e.g. in the form of R&D subsidies), and indirect state intervention 

in innovation (e.g. in the form of tax incentives such as tax credits, enhanced allowances, accelerated 

depreciation, special deductions for labour taxes or social security contributions, or IP box tax 

regimes).550 Direct state intervention often is provided in the form of specific support to targeted 

innovation projects and, if states can get the targeting right, can be more efficient than tax incentives.551 

Indirect state intervention in the form of tax incentives for R&D, on the other hand, is usually available 

to all firms engaging in R&D, thus leaving the pick of R&D up to the companies involved (and with 

that, to the marketplace).552 One of the potential drawbacks of the indirect approach, however, is that 

companies may not always pick the projects that have the highest social returns, as companies are 

typically more inclined to first pick the projects with the highest private returns.553 The assessment of 

tax incentives for innovation in comparison to other governmental instruments is discussed in more 

detail up next in section 5.4 of this research.  

                                                             
547 R.E. Baldwin & F. Robert-Nicoud, ‘Entry and asymmetric lobbying: why governments pick losers’, Journal of the 
European Economic Association, September 2007, Vol. 5(5), pp. 1064-1093. In a similar vein, see A. Easson & E.M. Zolt, 
‘Tax Incentives’, World Bank Institute 2002, p. 15, and D.M. Schizer, ‘Limiting Tax Expenditures’, Tax Law Review Vol. 
68, 2015.  
548 R.E. Baldwin & F. Robert-Nicoud, ‘Entry and asymmetric lobbying: why governments pick losers’, Journal of the 
European Economic Association, September 2007, Vol. 5(5), pp. 1064-1065. Also see Consortium, A Study on R&D Tax 
Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 19, where it is mentioned that direct state intervention may be 
hampered by short-term political goals or lobbying.  
549 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 19. 
550 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 34.  
551 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35. 
552 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35; B. Hall & J. Van 
Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 2000, Vol. 29, p. 449.  
553 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 449; International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35.  
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5.4. Tax incentives for innovation compared to alternatives 

Question 4 of the assessment framework focuses on the comparison of tax incentives for innovation 

against alternatives available to governments that pursue well-being aims.  

Before discussed were different ways in which states can intervene in innovation, such as direct state 

intervention (e.g. in the form of R&D subsidies or grants), and indirect state intervention (e.g. in the 

form of tax incentives such as tax credits, enhanced allowances, accelerated depreciation, special 

deductions for labour taxes or social security contributions, or IP box tax regimes).554 By way of 

example, the Netherlands’ Bureau for Economic Policy Analysis (in Dutch: Centraal Planbureau, or 

“CPB”) observed that direct financing of private R&D by the Netherlands in 2016 amounted to 156 

million euro, whereas indirect financing via two notable Dutch tax incentives for innovation (i.e. via the 

Dutch innovation box and the Dutch Wet Bevordering Speur en Ontwikkelingswerk (“WBSO”) R&D 

tax credit) amounted to almost 4 billion euro in that same year.555  

As an example of direct state intervention, the state can for instance actively contribute to, and 

participate in, creating markets for new technologies, for instance via commissioning a multitude of 

contracts for particular advances or technological solutions,556 and via public-private partnerships.557 

Innovation in any case requires a general institutional framework covering the right education, 

legislation (e.g. patent protection, bankruptcy laws, permits, licenses et cetera), financing, market, 

macroeconomic stability, industry structure, openness to international trade and foreign direct 

investment, competition, tax et cetera, because in the end, demand factors and the availability of skilled 

people shape innovation.558 States can play an important role in this. People development, for instance, 

is crucial to achieving economic growth, employment, and social cohesion.559 While research suggests 

that education does not necessarily have a big effect on how we feel, it has been shown to affect how 

we fare in life.560 Higher education is associated with higher life evaluations, albeit not with greater 

                                                             
554 Reference is made to section 5.3 of this research, and the sources mentioned there.  
555 M. Bijlsma & B. Overvest, ‘R&D meer datagedreven: Toegang data onderdeel innovatiebeleid’, CPB Policy Brief 
2018/13, p. 14.  
556 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 75. 
557 OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 5. 
558 OECD & Eurostat, Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data, third edition, 2005, p. 
20; OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 13; 
International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 37. 
559 Reference is made for instance to the report Using tax incentives to promote education and training, from the European 
Centre for the Development of Vocational Training CEDEFOP, Panorama series 2009, Luxembourg.  
560 R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 62, and K.C. 
Post, ‘Higher education tax incentives: Why current reform is necessary’, Southern Law Journal 2013, Vol. XXIII, p. 73. 
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experienced well-being.561 And, for purposes of innovation, higher education is associated (although 

not necessarily causally) with higher originality and imagination.562  

And innovation itself is not the end of it. States may also play a role in the subsequent diffusion of such 

innovation, or in other words, in the spread of innovation across its potential market.563  

Question 4 of the assessment framework asks states to elaborate on how tax incentives for innovation 

are assessed in comparison to such alternative governmental measures, to identify advantages and 

drawbacks, and to facilitate a substantiated choice for one or the other in the pursuit of well-being aims. 

Next up, some examples of such assessments are discussed. Of course, and notwithstanding that general 

issues and recommendations can be identified, assessment of alternatives requires comparison of the 

specifics of a certain tax measure for innovation versus other means of state intervention, taking into 

account also country characteristics and other influences, on a case by case basis.564  

Direct state intervention often is provided in the form of specific support to targeted innovation projects 

and, if states can get the targeting right, can be more efficient than tax incentives.565 Indirect state 

intervention, in the form of for instance tax incentives for R&D, on the other hand, is usually available 

to all firms engaging in R&D, and thus, as mentioned before in section 5.3, leaves the pick of R&D up 

to the companies involved.566 One of the before discussed potential drawbacks of such an indirect 

approach is that companies may not always pick the projects that have the highest social returns, as 

companies are typically more inclined to first pick the projects with the highest private returns.567 

Nondirective tax incentives for innovation, designed to be imprecise because states lack the expertise 

                                                             
Education is also indicated as one of the key dimensions of well-being in J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, 
Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New York Press 2010, p. 15 and pp. 67-86.   
561 D. Kahneman, Thinking, Fast and Slow, Penguin Books 2012, p. 396.  
562 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, p. 
1493. 
563 P. Stoneman & P. Diederen, ‘Technology Diffusion and Public Policy’, The Economic Journal, July 1994, Vol. 104, 
No. 425, p. 918 and further. 
564 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 39, and J.W. Fedderke & 
B.G. Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 1799. 
565 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35. 
566 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35; B. Hall & J. Van 
Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 2000, Vol. 29, p. 449.  
567 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 449; International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35. There 
may also be a mismatch between the outcome intended by instrumental use of taxation and the particular aspect of 
behaviour to which the tax attaches or can attach. See A. Ogus, ‘Nudging and Rectifying: The Use of Fiscal Instruments 
for Regulatory Purposes’, Legal Studies 19, 1999, p. 253. 
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or independence needed to develop precise funding parameters, harbour the risk that activities are 

funded that do not (optimally) contribute to innovation.568  

In its review of innovation policy in the Netherlands, the OECD observed how the Dutch system of 

R&D tax credits, while well-designed, does not serve all the varying needs of the business sector, and 

how the Netherlands would be better off, innovation-wise, by rebalancing the system with sufficient 

focus on direct support instruments, such as joint R&D projects with knowledge institutes.569 According 

to the OECD, direct state intervention can be better targeted towards those parts of the economy, towards 

those firms, and towards those activities, that specifically need support.570 Less-targeted tax incentives 

for innovation, such as tax credits for R&D activities, logically are less attuned to the particular needs 

of a specific society, and are less suited to support longer-term and riskier innovations that are less likely 

to be pursued by private enterprises, while the latter innovations may yield the greatest promises in 

terms of societal and economic effect.571 The OECD spoke of an imbalance in favour of tax credits, 

which may constrain starting innovators that typically struggle to get sufficient funding.572  

Fedderke and Teubes summarised empirical evidence suggesting that tax incentives are not necessarily 

the most successful means of stimulating R&D activity.573 Best practices, according to the IMF, include 

payroll tax relief for researchers, refundable R&D tax credits (to aid new firms that experience start-up 

losses), and other tax incentives targeted towards small and new firms (that may struggle to obtain 

sufficient financing).574 IP box tax regimes, on the other hand, often are a less efficient way to encourage 

R&D when compared to other fiscal instruments, for instance because of such IP box tax regimes 

typically being limited to innovations protected by IP rights (which generate less knowledge 

spillovers).575     

Parsons and Phillips observed that, with respect to Canada, the Canadian R&D tax credit is likely to 

generate a somewhat larger welfare gain than a revenue neutral reduction of tax would.576 Direct 

                                                             
568 D.M. Schizer, ‘Limiting Tax Expenditures’, Tax Law Review Vol. 68, 2015, p. 17.  
569 OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 6. 
570 OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 22. 
571 OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 23. 
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576 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
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assistance (grants) appeared likely to leverage more research, but also appeared likely to generate lower 

spillovers than tax credits, whereby the net welfare effect proved ambiguous.577 Parsons and Phillips 

concluded that there is no evidence-based reason to choose between tax credits, grants, or publicly 

performed R&D.578  

In their study on R&D tax incentives, a consortium of bureaus for economic policy analysis reflected 

the long standing discussion on the effectiveness of tax incentives versus direct subsidies for the 

purposes of generating additional R&D activities, a discussion that also does not seem to provide 

definitive outcomes.579 The comparison of different governmental instruments is to a large extent 

dependent on country characteristics (e.g. responsiveness to tax incentives, and the proportion of GDP 

allocated to R&D) and instrument specifics.580   

Mazzucato proposed that innovation is more likely to be achieved if states commission specific 

advances or solutions, instead of granting general incentives such as tax credits for R&D.581  

The Netherlands Bureau for Economic Policy Analysis performed a meta-analysis of literature on the 

effectiveness of R&D tax incentives, and concluded with a finding that suggests that such incentives 

help to increase the private R&D level but are probably not a major determinant of a country’s 

innovativeness.582  

Taking into account the research discussed above, considerations of efficiency and effectiveness may 

not always explain the preference for tax incentives for innovation over other alternatives available to 

the state. In many cases, direct and indirect forms of state intervention should provide for similar 

possibilities and limitations, with similar benefits and drawbacks.583    
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A before discussed ground for using tax incentives over other state means may be that states are not 

best positioned to determine which innovations are most promising, and that therefore a more general, 

or nondirective, approach is favoured over a more targeted, or directive, approach.584  

Furthermore, tax incentives are currently considered an important instrument for competition between 

states. As elasticities of foreign investment seem to have increased over the last decade, international 

competition for such investment, and for the profits associated with it, is fierce, and states are using 

their tax regimes to foster conductive climates for investment and innovation.585 The IMF however 

concluded in this regard that tax incentives commonly used to attract foreign direct investment are 

largely ineffective and inefficient (costly).586 In addition, competition for innovation may not 

necessarily generate additional innovation, or in other words, may equate a ‘beggar-thy-neighbour’ tax 

policy that leaves all countries, competing for innovation, ultimately worse off.587 From a well-being 

perspective, these tax competition aspects raise the before discussed questions as to the proper scoping 

of such tax incentives for innovation.588  

Another reason for choosing for tax incentives over other governmental instruments may have to do 

with susceptibility to lobbying.589 As discussed in section 3.3.3 of this research, lobby groups could find 

a softer target in instrumental taxation when compared to other governmental instruments insofar tax 

incentives are drafted as general provisions, as general provisions may politically be less visible, and 

therefore less scrutinised, than lobbying that results in direct state intervention.590 Schizer remarked that 

the nondirective approach of tax expenditures enables governments to fund causes that would not (yet) 

                                                             
584 D.M. Schizer, ‘Limiting Tax Expenditures’, Tax Law Review Vol. 68, 2015, p. 17. 
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be supported by the median voter.591 Susceptibility to lobbying raises concerns regarding transparency, 

political visibility, and accountability, when well-being aims are pursued through taxation.592 
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592 See sections 3.2.2 and 3.3.2 of this research for a discussion of such issues of transparency, political visibility, 
lobbying, and accountability that can arise as a result of taxation being used to pursue well-being aims. Furthermore, such 
risks in relation specifically to tax incentives for innovation are further discussed in section 5.8.  



5. Well-being and tax incentives for innovation 

127 
 

5.5. Overall net well-being impact of tax incentives for innovation 

Question 5 of the assessment framework requires states to describe the (predicted or actual) net impact 

on well-being of government spending and taxing in relation to tax incentives for innovation. If the 

relative contribution of the taxing effect to the overall well-being result is minor, this calls into question 

the use of taxation to achieve particular well-being aims via innovation. Part of the assessment to be 

performed by states should also concern the incidence of taxation, or, in other words, the question of 

who ultimately bears the tax in question. Likewise, the assessment should take into account not only 

first order effects of the tax measure, but should also address the question of whose well-being is 

ultimately affected, for instance via second order (or other) effects. 

Analysis that comprehensively assesses the net effect on well-being of government spending and taxing 

in relation to innovation was not found in the course of this research. Inferences in this section 5.5 are 

therefore drawn from research that, more generally, considered the impact of tax incentives for 

innovation not in insolation, but within a broader frame involving for instance other taxes, state 

revenues, and government spending.593   

Tax incentives for innovation have an opportunity cost, in the form of the tax revenue that is forgone 

because of the tax incentives, which could otherwise have been used for other state purposes (in the 

form of lowering other taxes, or raising direct government spending).594 For purposes of this research 

and as a requirement to states, the well-being opportunity costs of the funds used for tax incentives for 

innovation would need to be considered, or in other words, the well-being gains that could have been 

achieved had the funds been used otherwise.    

Parsons and Phillips took, as the opportunity cost of a Canadian R&D tax credit, the benefit associated 

with a general reduction in taxes.595 This opportunity cost included an additional efficiency benefit, in 

the form of a mitigation of distortive effects of taxation on economic behaviour, as a result of which 

they concluded that, in order for the opportunity costs to be compensated, the state would need to earn 

a larger return from the R&D tax credit than the return that could be earned through a general reduction 

                                                             
593 Integrated assessments of the effects of tax incentives for innovation can reasonably be expected to be relevant, 
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of taxes.596 As the tax revenue forgone via tax incentives for innovation is often substantial, innovation 

policies would have to be very effective if they aim to reduce budget deficits.597 And while tax incentives 

for innovation may to a certain extent reduce distortions present in the overall tax system (under the 

reasoning that any tax reduction may reduce distortions in certain dimensions), such tax incentives may 

also introduce new distortions that need to be weighed against any benefits generated by those tax 

incentives.598 If taxes need to be raised in order to finance tax incentives for innovation, such a raise 

creates a welfare cost by distorting economic behaviour (for instance the choice to save, work, or 

invest).599 Notwithstanding these observations, Parsons and Phillips concluded that, with respect to 

Canada, the Canadian R&D tax credit is likely to generate a somewhat larger welfare gain than a revenue 

neutral reduction of tax would.600 

Specifically with regard to IP box tax regimes, Evers discussed mixed research results regarding the 

potential negative effects on corporate income tax revenues.601 It seems that such IP box tax regimes 

would have to result in a substantial increase in other sources of tax revenue through an increase in real 

activities (for instance via wage taxes or higher corporate taxes on other income), in order to offset the 

forgone tax revenue and result in an overall revenue gain.602   

Fedderke and Teubes argued under a simplified model that, if there are R&D sufficient spillover effects 

(which need not be especially large), then the application of at least some level of tax incentives is 

desirable if the aim is to increase social welfare.603 If such spillover effects are insufficient however (for 

instance because of lacking responsiveness on the part of firms), states are looking at a loss in tax 

revenues that may detract from states’ other (e.g. well-being related) goals.604  

                                                             
596 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 14.  
597 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, pp. 17-18. 
598 L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, 
doctoral thesis 2014, p. 160.  
599 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 35. 
600 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 2.  
601 L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, 
doctoral thesis 2014, p. 161.  
602 L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, Effective Tax Burdens, and Tax Policy Options, 
doctoral thesis 2014, p. 161. 
603 J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 
1794.  
604 J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 1794 
and 1799.  
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Research from Lokshin and Mohnen into the Dutch tax incentive related to the R&D wage bill assessed 

that social rates of return to the R&D (including spillovers) would have to be substantial in order to 

positively counterbalance inefficiencies in the tax incentives.605 They concluded: “Even with a social 

rate of return as large as 50% there can be a net welfare loss when introducing level-based tax 

incentives if administration and compliance costs and the costs associated with tax distortion are 

considered.”606 

It is unusual to see tax incentives for innovation applied in isolation, as usually such tax incentives are 

accompanied by other policy instruments targeted at innovation.607 A proper assessment of the net effect 

on well-being of government spending and taxing in the matter would need to take into account the 

effects of all governmental policy instruments for innovation, as well as their interactions.608 This 

includes, but is not limited to, a measurement of the merits of tax incentives for innovation within the 

context of the rest of the tax system.609 For instance, stimulation of innovation could be hampered if 

there are restrictions on the recovery of value added tax on R&D expenditure.610 

Hall and Van Reenen remarked that assessments of the effects of tax incentives for innovation most 

often are done in the form of social cost-benefit analyses, based on the implicit assumption that the size 

of state support for innovation is a given, and that the question to be answered is whether this support 

is best achieved via direct or indirect state means.611 Such cost-benefit analyses are based on 

assumptions regarding the social rate of return of (tax incentives for) innovation which needs to be quite 

substantial, because otherwise tax revenue would have been better spent on some other activity with a 

higher social return.612 As such, the outcomes of cost-benefit analyses of tax incentives for innovation 

                                                             
605 B. Lokshin & P. Mohnen, ‘How effective are level-based R&D tax credits? Evidence from the Netherlands’, United 
Nations University Working Paper Series, 2010, No. 2010-040, p. 25.  
606 B. Lokshin & P. Mohnen, ‘How effective are level-based R&D tax credits? Evidence from the Netherlands’, United 
Nations University Working Paper Series, 2010, No. 2010-040, p. 25.  
607 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 49. 
608 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 49. 
609 Compare V. Mercer-Blackman, ‘The Impact of Research and Development Tax Incentives on Colombia’s 
Manufacturing Sector: What Difference Do They Make?’, IMF Working Paper 2008, WP/08/178, p. 11.  
610 EC, Communication from the Commission to the Council, the European Parliament and the European Economic and 
Social Committee: Towards a more effective use of tax incentives in favour of R&D, 22 November 2006, COM(2006) 728 
final, {SEC(2006)1515}, p. 11.  
611 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 457.  
612 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 457. 



Aiming for well-being through taxation 
 

130 
 

are highly sensitive to assumptions.613 Furthermore, cost-benefit analyses are, simply put, only 

concerned with whether the benefits outweigh the costs, and are in principle not concerned with who 

are the beneficiaries and who bear the burdens, or in other words, with distribution aspects that may 

well impact well-being.614 A different approach to evaluating the effects of tax incentives for innovation 

would compare the societal marginal return of the tax incentive with the opportunity costs of using those 

funds in another way. As such a comparison is no easy task, policy evaluations usually fall back on the 

before mentioned cost-benefit assessments.615 Alternatively, to produce such a comparative welfare 

analysis, researchers use simplified models and strong (yet standard) assumptions.616 

Tracing the effects of tax incentives for innovation requires consideration of the economic incidence of 

taxation, or in other words, of the question who ultimately bears the tax.617 This may be difficult to 

identity. For instance, tax incentives for innovation may translate into higher input prices, such as wages 

paid to R&D workers.618 Part or all of the direct effect of such tax incentives may ultimately be offset 

by indirect responses, which highlights the relevance of incidence.619 Secondly, companies receiving 

tax incentives for innovation, and performing innovation, arguably enjoy no well-being beyond the well-

being represented by their stakeholders such as customers, employees, and shareholders.620 This makes 

tracing the effects of tax incentives for innovation all the more relevant.  

Therefore, in order to determine who ultimately bears the tax and whose well-being is ultimately 

affected, the direct effects together with societal externalities (such as spillover effects) would have to 

be considered. This seems challenging (to say the least), considering that even measurement of the first 

order effects of tax incentives for innovation is difficult. As to achievability, it was mentioned in section 

                                                             
613 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 96; M. Parsons & N. 
Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental Development’, Department of 
Finance Working Paper 2007-08, p. 35.  
614 K. Mathis, Efficiency Instead of Justice?, Law and Philosophy Library 84, Springer Science + Business Media B.V. 
2009, pp. 205-206. 
615 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, pp. 456-457. Also see Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 
2014, p. 96, and the social cost-benefit analyses discussed there. 
616 See for instance T. Takalo, T. Tanayama & O. Toivanen, ‘Estimating the benefits of targeted R&D subsidies’, The 
Review of Economics and Statistics, March 2013, 95(1), p. 271.  
617 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 27.  
618 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 49; M. Parsons & N. 
Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental Development’, Department of 
Finance Working Paper 2007-08, p. 30; International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting 
Together, p. 36.  
619 Compare P. Stoneman & P. Diederen, ‘Technology Diffusion and Public Policy’, The Economic Journal, July 1994, 
Vol. 104, No. 425, p. 925. 
620 Compare Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 
28. 
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5.1 of this research that many of the current tax incentives for innovation come in the form of R&D tax 

incentives, whereby measurement of the first order effect of those R&D tax incentives on R&D 

activities or expenditures already presents various challenges to overcome.621 Whether R&D tax 

incentives also stimulate innovation and economic growth or productivity (as a second order effect) is 

less studied, but the limited research seems to indicate a positive impact.622 Whether R&D tax incentives 

also stimulate well-being is a further, and in principle distinct yet interlinked, question.  

  

                                                             
621 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 27. As a specific example, 
also see T. Poot, P. den Hertog, T. Grosfeld & E. Bouwer, ‘Evaluation of a major Dutch Tax Credit Scheme (WBSO) 
aimed at promoting R&D’, 2003, p. 2.  
622 See Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 37 and further, and 
the research discussed there. As a specific example, also see T. Poot, P. den Hertog, T. Grosfeld & E. Bouwer, ‘Evaluation 
of a major Dutch Tax Credit Scheme (WBSO) aimed at promoting R&D’, 2003, p. 2.  
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5.6. Effectiveness and efficiency of tax incentives for innovation 

Question 6 of the assessment framework requires states to substantiate the predicted or actual 

effectiveness and efficiency of tax incentives for innovation in achieving their well-being aims.  

As it seems uncommon for tax measures that aim to stimulate innovation to be expressly related, in their 

wording or goal setting, to well-being,623 assessments of tax measures that aim to stimulate innovation 

often focus on concepts of welfare,624 or of economic well-being.625 Inferences regarding generic design 

and implementation issues, and recommendations as concerns the effectiveness and efficiency of tax 

incentives for innovation are drawn here from such research.626 That said, there is of course no single 

way in which tax incentives for innovation should be designed, implemented, or evaluated.627  

Hall and Van Reenen discussed advantages and disadvantages of the following methods to assess the 

effects of R&D support.628 Event studies, as methods to assess effectivity, involve comparing behaviour 

before and after the legislation introducing the tax incentive, although such studies do not condition out 

other events that may have possibly also influenced innovation.629 A variation involves retrospective 

event studies, or case studies, often a combination of surveys and econometric analysis, so as to control 

for other factors. However, in the case of surveys, answers may not always be wholly reliable.630 

Another method uses natural experiments, whereby an equation is constructed that attempts to predict 

the level of innovation, time as a function of innovation, output, expected demand, price variables et 

cetera. A downside to such natural experiments is that the measurement is relatively imprecise, as the 

                                                             
623 See the observations made in sections 5.1 and 5.4 of this research in this regard.   
624 See, for instance, Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 40; T. 
Takalo, T. Tanayama & O. Toivanen, ‘Estimating the benefits of targeted R&D subsidies’, The Review of Economics and 
Statistics, March 2013, 95(1), pp. 255-272, and; B. Lokshin & P. Mohnen, ‘How effective are level-based R&D tax 
credits? Evidence from the Netherlands’, United Nations University Working Paper Series, 2010, No. 2010-040, p. 25.  
625 See M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 24.  
626 Considerations of the typically more narrowly interpreted concept of welfare can reasonably be expected to be relevant, 
although not all-encompassing and therefore second-best, for concepts of well-being. For distinctions often made between 
welfare and well-being, reference can be made to section 1.3 of this research.   
627 EC, Communication from the Commission to the Council, the European Parliament and the European Economic and 
Social Committee: Towards a more effective use of tax incentives in favour of R&D, 22 November 2006, COM(2006) 728 
final, {SEC(2006)1515}, p. 8.  
628 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, pp. 458-460. 
629 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 458. 
630 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, p. 458. 
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equation may not capture all relevant forces at play.631 Finally, Hall and Van Reenen discussed quasi-

experiments, as variations to natural experiments that include price elasticity estimations. Such quasi-

experiments however suffer from vulnerability of, for instance, overestimations.632 When focusing on 

the efficiency of tax incentives for innovation, such can for instance be substantiated through desk 

studies (e.g. literature reviews, for the more factual aspects), interviews and online surveys (for more 

subjective input), or econometric analyses.633   

Governments should explain how, and how often, the effectiveness and efficiency of tax incentives for 

innovation are monitored and evaluated. Tax incentives for innovation should be subject to systematic, 

rigorous evaluations, with high-quality firm-level data collected according to international standards,634 

which may in some cases be far removed from current political reality. It is agreed with Wijtvliet that, 

for a tax expenditure, the necessity, suitability, effectiveness, and proportionality not only need to be 

substantiated and supported by figures before introduction of said tax expenditure, but must also be 

borne out continually, with statistical interim evaluations.635 Fedderke and Teubes remarked that 

monitoring is as important in the context of R&D incentives as it is in any situation of conflict between 

self-interests and others’ interests.636 Routine public consultation has for instance been suggested as a 

way to help states gather the information necessary for effective design and organisation of tax 

incentives for innovation.637  

Tax incentives for innovation should be reconsidered for amendment or abolition if they are shown to 

be ineffective or inefficient. That said, it is recalled that stability and predictability are conductive 

framework conditions for both innovation and well-being, and that states should therefore have a long-

term view to changes to innovation policies and instruments.638 Larger policy and instrument changes 

                                                             
631 B. Hall & J. Van Reenen, ‘How effective are fiscal incentives for R&D? A review of the evidence’, Research Policy, 
2000, Vol. 29, pp. 458-459. 
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Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 364. 
636 J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 
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could for instance be linked to pre-agreed system evaluation cycles (for instance over periods of 5 years) 

to improve predictability and stability.639  

From existing research, a number of issues that concern the effectiveness of tax incentives for 

innovation can be identified (listed in random order):  

 IP box tax regimes are often ranked as least effective means of incentivising innovation through 

taxation, for a number of reasons.640 IP box tax regimes typically concern already protected IP, 

which IP is less likely to generate innovation spillovers.641 IP box tax regimes are often targeted 

at IP and related income instead of at research, and are therefore assessed to include large 

deadweight losses (i.e. reduced taxes for activities that would have occurred anyway, or for 

already existing or acquired IP).642 Interconnected patent systems for IP may slow the diffusion 

path of innovation to less than optimal from a well-being perspective (notwithstanding that, in 

some circumstances, patent systems may in fact reduce an otherwise too fast, and thus 

suboptimal, diffusion path).643 Furthermore, IP box tax regimes are difficult to evaluate because 

of tax planning and tax competition.644 IP box tax regimes may, all things considered, result in 

overall (global) lower welfare, depending on the tax competition between states.645 And while 

on a regional scale, IP box tax regimes may be successful in attracting IP activities or income in 

the short run, in the long run such advantages from a tax competition perspective are not likely 

to last, as other countries are likely to introduce similar benefits.646  

 Tax incentives for innovation that use as novelty requirement, for gaining access to such 

incentives, a requirement that the innovation is ‘new to the firm’, may stimulate imitation rather 

                                                             
639 OECD, OECD Reviews of Innovation Policy: Netherlands – Overall Assessment and Recommendations, 2014, p. 24. 
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than innovation.647 Likewise, a novelty requirement ‘new to the country’ to a certain extent 

results in competition between states for innovation that would have already occurred 

elsewhere.648 

 Depending on elasticities, which differ across countries, industries, and time, tax incentives for 

innovation may for instance translate into increased input prices (such as R&D wages). On the 

one hand, such increased prices may stimulate innovation that would otherwise not have been 

performed, or not in the region concerned. On the other hand, an increase in input prices may 

also partially or wholly relate to innovation that would have been performed anyway, and thus 

not (fully) achieve the generation of additional innovation.649 

 Stimulating R&D alone may not be enough for incentives to translate into innovation and/or 

well-being. It is, for instance, uncertain whether causal relations exist between R&D and 

innovation, or between innovation and well-being.650  

 The importance of small and medium sized firms for innovation is debated. Although small 

firms seem more sensitive to tax incentives,651 spillover effects appear larger when it concerns 

multinational enterprises.652 More in general, research suggests that innovation may be more 

related to firm age than to firm size, whereby younger firms are more likely to innovate.653 Size-

based preferential tax treatment can furthermore create distorting (dis)incentives to firm 

growth.654  

                                                             
647 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 60.  
648 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 6 and 97.  
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654 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 42.  
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 Tax incentives generally leave the choice of which innovation to pursue up to markets, while 

markets are not likely to take up risky, long-term innovation (that may actually generate most 

social return).655  

 More generous tax incentives may lead to lower productivity and employment growth if their 

benefits go to incumbent firms (i.e. firms that already have an established position in the market), 

raising barriers for innovative entrants, and reducing competitive pressure for those incumbent 

firms.656  

 The positive effects of tax incentives for innovation may be largely diminished if such incentives 

are frequently subject to change (considering for instance the long-term investment horizons 

involved in, or needed for, innovation).657 Uncertainty and instability are bad for both innovation 

and well-being.658 

 Level-based (or volume-based) tax incentives for innovation, whereby firms can apply for such 

incentives regardless of their past innovation activities, face deadweight losses (in the form of 

supporting already existing innovation activities) that may overshadow the additional innovation 

generated by such incentives.659 Incremental tax incentives (whereby benefits are only applied 

for the increase in innovation, and not for the totality) face less deadweight losses, but may 

distort innovation investment planning.660  

                                                             
655 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 37-39. The desirable degree in governmental direction in 
innovation stimulation was further discussed in section 5.4 of this research. 
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658 Compare E.C.C.M. Kemmeren, ‘The Netherlands I: Fiscal Unity, Groupe Steria’s Per-Element Approach and Currency 
Losses relating to a Non-Resident Subsidiary (C-399/16[X NV]); Starbucks and State Aid (T-760/15 and T-636/16)’, pp. 
117-162 in M. Lang, P. Pistone, A. Rust, J. Schuch, C. Staringer, & A. Storck (eds.), CJEU - Recent Developments in 
Direct Taxation 2016, Series on International Tax Law, Vienna: Linde Verlag, Vol. 103, 2017, who argued that legal 
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 Tax incentives for innovation may create perverse incentives for firms with regard to the 

monetisation or timing of profits and investment planning, as many of such incentives cannot 

be used if firms do not have sufficient profits, or have a cap on the maximum benefit.661   

Likewise, a number of recommendations concerning the effectiveness of tax incentives for innovation 

can be identified (again listed in random order):  

 Improving the effectiveness of IP box tax regimes in stimulating innovation has recently, and in 

a number of countries, been taken up via implementation of the nexus approach (before 

discussed in section 5.1). This nexus approach aims to only allow a taxpayer to benefit from an 

IP box tax regime to the extent that the taxpayer itself has incurred expenditures (such as R&D) 

which (presumably) gave rise to the IP income.662 Innovative effectiveness, when viewed from 

a state’s perspective, can thus perhaps be improved through limiting beneficial treatment to 

intangibles created or activities conducted in a state’s own territory, through excluding 

marketing intangibles and trade names, through excluding windfall gains in the form of benefits 

for acquired, existing, or foreign IP, and through stricter active ownership and tighter substance 

requirements.663 Perhaps, as there is not necessarily a causal connection between R&D expenses 

and innovation or income. In addition, IP box tax regimes may become more effective in 

stimulating innovation if such regimes also include income from internal use of IP (as such 

internal use may also generate positive spillovers).664  

 To stimulate innovation diffusion, tax incentives can aim at early adaptors and be granted for a 

limited period of time rather than indefinite.665  
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665 P. Stoneman & P. Diederen, ‘Technology Diffusion and Public Policy’, The Economic Journal, July 1994, Vol. 104, 
No. 425, p. 925. 



Aiming for well-being through taxation 
 

138 
 

 Tax incentives that promote the development of people (such as wage tax credits for R&D 

workers, or tax incentives for education) can help build a strong base for innovation, considering 

the importance of people for innovation.666  

 Tax incentives that aim for new innovation starters, or young firms, are relatively more effective 

in bringing about innovation.667 Ways to aid new firms that experience start-up losses are for 

instance to offer refundable, or alternatively carry-over, R&D tax credits.668 

 Tax incentives for innovation that use as novelty requirement ‘new to the world’ stimulate true 

innovation, when viewed from a global perspective.669   

 While tax incentives for innovation are in many cases targeted towards technological 

innovations, it is often that the more mundane innovations (e.g. innovations that lift people from 

poverty, that take away undesirable consequences for the environment, or that improve working 

conditions) generate more well-being.670   

 Empirical and theoretical research suggests that tax incentives for innovation that are related to 

the input side (e.g. to R&D expenditure, or to wages) are more likely to be effective in 

stimulating innovation than tax incentives for innovation that are related to the output side (e.g. 

IP box tax regimes).671 

                                                             
666 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 29, 31, 33, 37, 44. Also see 
M. Cornet, ‘De maatschappelijke kosten en baten van technologiesubsidies zoals de WBSO’, CPB Document, July 2001, 
No. 008, p. 36.  
667 See B. Lokshin & P. Mohnen, ‘How effective are level-based R&D tax credits? Evidence from the Netherlands’, 
United Nations University Working Paper Series, 2010, No. 2010-040, p. 27, where it is remarked that bringing firms to 
become R&D performers is arguably the most important goal of R&D tax incentives, and that targeting incentives towards 
such firms prevents deadweight losses. Also see International Monetary Fund, Fiscal Monitor April 2016: Acting Now, 
Acting Together, p. 35, where the targeting of new firms is proposed.   
668 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. x and pp. 35-36; 
Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 79. 
669 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 59.  
670 H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as an 
additional assessment metric of technological and social innovations’, Innovation: The European Journal of Social Science 
Research, April 2017, p. 3. Also see T. Schmidt & C. Rammer, ‘Non-technological and technological innovation: Strange 
Bedfellows?’, Centre for European Economic Research, Discussion Paper No. 07-052.  
671 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 75. 
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 Tax incentives for innovation should be simple, stable, and predictable, with a fixed design and 

benefit for at least a number of years (e.g. at least 5 years), in order for firms to be able to fully 

take such incentives into account in their innovation investment decisions.672  

 Tax incentives for innovation are best combined with, and attuned to, complementary 

governmental policy instruments that promote innovation,673 such as policies that reduce 

business cycle volatility in economically challenging times, investments in education, 

infrastructure, and institutions (partnerships), legal frameworks (including patent protection and 

bankruptcy systems) et cetera.674  

 Gradually expanding tax incentives for innovation, rather than implementing large immediate 

increases, may reduce the risk that the additionally provided benefits translate into increased 

input prices (such as R&D wages) rather than into additional innovation.675 Granting innovation 

support in stages, available for successive phases after submission of new applications, increases 

monitoring possibilities, and reduces moral hazard risks (e.g. firms undertaking second best or 

very risky projects).676  

With respect to the efficiency of tax measures that aim to stimulate innovation, certain general 

observations on issues and recommendations can also be made (listed in random order below):  

 If additional taxes need to be raised in order to finance tax incentives for innovation, such a raise 

creates a potential welfare and well-being cost by distorting economic behaviour (for instance 

distorting the choice to save, work, or invest).677  

 Next to the distortive aspects of taxes, tax incentives for innovation can come with relatively 

large additional administrative and compliance costs (e.g. due to increased bureaucracy). Some 

                                                             
672 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 79; International 
Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 43.  
673 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 81; J.W. Fedderke & B.G. 
Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 1798; M. Mazzucato, The 
Entrepreneurial State, Demos 2011, p. 25.  
674 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 29, 33, 44.  
675 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 36.  
676 J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 
1798. 
677 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 35; B. Lokshin & P. Mohnen, ‘How effective are level-
based R&D tax credits? Evidence from the Netherlands’, United Nations University Working Paper Series, 2010, No. 
2010-040, p. 25. 
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estimate total business compliance costs and state administrative costs to be around 10 per cent 

of the total benefit claimed.678 This, as tax incentives for innovation typically involve technical 

assessments, strict documentation requirements, and complex determinations of which 

expenditures or activities qualify.679 There is an interplay here between effectiveness and 

efficiency: incentives with more strictly defined conditions (e.g. more targeted, and with stricter 

novelty requirements) come with higher administrative and compliance costs, which may as a 

side effect deter new starters or young firms.680 Administrative procedures can reduce 

administrative and compliance costs for instance via offering one-stop-shop and/or online 

applications.681 Of course, the administrative capacities of states also play a role in determining 

operational efficiency.682  

 Incremental schemes appear less efficient than volume-based schemes, as incremental schemes 

may distort optimal investment planning, and likely require higher administrative and 

compliance costs.683 The before discussed increased effectiveness of incremental schemes over 

volume-based schemes may not be sufficient to make up for such efficiency losses.684   

 Private enterprises are assessed to make more efficient allocations of investments than states 

(thus pleading for more generally framed tax incentives), save for situations where states can 

precisely target desired innovations based on appropriate information regarding the size and 

nature of spillovers.685   

 Different tax treatment of different legal forms (e.g. where IP box tax regimes are only available 

for entities subject to corporate income tax) may distort organisational efficiency.686  

                                                             
678 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 16. Also see M. Cornet, ‘De maatschappelijke kosten 
en baten van technologiesubsidies zoals de WBSO’, CPB Document, July 2001, No. 008, p. 27.  
679 M. Parsons & N. Phillips, ‘An Evaluation of the Federal Tax Credit for Scientific Research and Experimental 
Development’, Department of Finance Working Paper 2007-08, p. 15.  
680 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, pp. 76-77.  
681 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 23. 
682 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 64.  
683 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 22; International 
Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 36. As discussed earlier in this section, 
incremental tax incentives provide benefits for the increase in innovation (not for the totality), whereas volume-based tax 
incentives for innovation apply also to already existing innovation activities. 
684 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 22. 
685 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 35; Consortium, A Study on 
R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 19.  
686 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 43.  
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 Research suggests that many existing tax incentives for innovation reduce the marginal cost of 

innovation by too little to achieve socially efficient corrections (some estimate the breaking point 

to be around 50 per cent of innovation costs).687  

 Overlap of different tax incentives for innovation (for instance, carry-over of R&D tax credits 

in combination with application of an IP box tax regime) can reduce overall policy efficiency if 

not properly coordinated.688 

 

  

                                                             
687 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 34. 
688 R.J. Danon, ‘General Report’, p. 33 and pp. 41-43, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on 
Research and Development (R&D), 2015, International Fiscal Association. 
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5.7. Legality and legitimacy of tax incentives for innovation 

Question 7 of the assessment framework requires states to verify and substantiate whether their tax 

incentives for innovation are in conformity with applicable laws and regulations, as well as with the 

principles underlying such laws and regulations.  

There are various international, supranational, and national bodies of rules or laws that may impose 

restrictions on measures that involve tax incentives for innovation. Without trying to provide an 

exhaustive overview, some ways in which tax incentives for innovation may conflict with applicable 

laws or regulations are highlighted here.689  

Within the EU, for instance, Member States must conform to the equal treatment and non-discrimination 

principles enshrined in the fundamental freedoms and in the State aid rules.690 A territorial approach to 

tax incentives may be precluded under the fundamental freedoms if it results in discrimination of 

foreigners.691 Such a territorial approach can be explicit (for instance, by restricting benefits to activities 

carried out, or IP owned, in one’s own territory) or implicit (for instance, administrative approval 

requirements favouring domestic R&D performers, or tax incentives limiting the proportion of R&D 

that can be subcontracted to non-resident entities).692  

The European Court of Justice (“ECJ”) has on a number of occasions ruled that territorially restricted 

tax incentives for innovation breach European fundamental freedoms, such as the freedom of 

establishment, the free movement of capital, and the freedom to provide services. In 1999, a French tax 

                                                             
689 An exhaustive and in-depth discussion of the conformity with applicable law and regulations is outside the scope of this 
(predominantly normatively oriented) research.   
690 EC, Communication from the Commission to the Council, the European Parliament and the European Economic and 
Social Committee: Towards a more effective use of tax incentives in favour of R&D, 22 November 2006, COM(2006) 728 
final, {SEC(2006)1515}, p. 4. Examples of literature discussing EU law aspects of tax incentives for innovation are: R. 
Sanz-Goméz, ‘The OECD’s Nexus Approach to IP Boxes: A European Union Law Perspective’, Wirtschafts Universität 
Wien International Taxation Research Paper Series, 2015, No. 12; I. Zammit, ‘Centralized Intellectual Property Business 
Models – Tax Implications of EU Patent Box Regimes’, Bulletin for International Taxation, September 2015; J. Luts, 
‘Compatibility of IP Box Regimes with EU State Aid Rules and Code of Conduct’ EC Tax Review, 2014, Vol. 23, Issue 5; 
C. Shi, ‘IP Boxes in Light of the BEPS Project and EU Law – Part I and II’, European Taxation, 2016, Vol. 56, No. 8 and 
No. 9; C. H.J.I. Panayi, ‘The Compatibility of the OECD/G20 Base Erosion and Profit Shifting Proposals with EU Law’, 
Bulletin for International Taxation, 2016, Vol. 70, No. 1/2; B.P. Bernabeu, ‘R&D&I Tax Incentives in the European Union 
and State Aid Rules’, European Taxation, May 2014; L.K. Evers, Intellectual Property (IP) Box Regimes: Tax Planning, 
Effective Tax Burdens, and Tax Policy Options, doctoral thesis 2014; E. Traversa, ‘Tax Incentives and Territoriality within 
the European Union: Balancing the Internal Market with the Tax Sovereignty of Member States’, World Tax Journal, 
2014, Vol. 6, No. 3.    
691 R.J. Danon, ‘General Report’, p. 19, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association.  
692 EC, Communication from the Commission to the Council, the European Parliament and the European Economic and 
Social Committee: Towards a more effective use of tax incentives in favour of R&D, 22 November 2006, COM(2006) 728 
final, {SEC(2006)1515}, pp. 4-5.  
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regime, under which undertakings exploiting proprietary medicinal products in France were charged a 

special levy on their pre-tax turnover, and were only allowed to deduct expenditure incurred on 

scientific and technical research carried out in France, was considered to likely work to the detriment 

of undertakings having their principal place of business in other Member States and operating in France 

through secondary places of business.693 In 2005, the ECJ ruled that the freedom of establishment also 

precluded French legislation which provided for a tax credit solely for research activities carried out in 

France, and therefore was liable to restrict cross-border activities.694 Although the promotion of R&D 

may, according to the ECJ, be an overriding reason relating to the public interest, such cannot justify a 

national measure which refuses the benefit of a tax credit for any research not carried out in the Member 

State concerned, which is directly contrary to the objective of the EU to strengthen EU research and 

technological development, and to encourage the EU to become more competitive at the international 

level.695 In 2008 and under similar reasoning, Spanish legislation that provided for a tax deduction for 

R&D and innovation costs incurred in other Member States that was less favourable than the tax 

deduction granted for such costs incurred in Spain was held by the ECJ to violate the freedom of 

establishment and the freedom to provide services.696 And in 2011, the ECJ ruled that Austria failed to 

fulfil its obligations under the free movement of capital by authorising a deduction from tax for gifts to 

research and teaching institutions exclusively where those institutions were established in Austria.697 

Austria’s objective in the public interest pursued, which was to promote Austria as a centre of learning 

and teaching, was found to be defined in such a way that almost all research and teaching institutions 

with an Austrian seat complied, whereas institutions established in other EU Member States were 

automatically excluded from the tax advantage at issue.698  

                                                             
693 ECJ, 8 July 1999, C-254/97 (Société Baxter, B. Braun Médical SA, Société Fresenius France and Laboratoires Bristol-
Myers-Squibb SA v Premier Ministre, Ministère du Travail et des Affaires sociales, Ministère de l’Economie et des 
Finances and Ministère de l’Agriculture, de la Pêche et de l’Alimentation). The breach of the freedom of establishment 
could not be justified by the effectiveness of fiscal supervision, as taxpayers were absolutely prevented from submitting 
evidence that R&D expenditure carried out in other Member States had actually been incurred. 
694 ECJ, 10 March 2005, C-39/04 (Laboratoires Fournier SA v Direction des vérifications nationales et internationales). 
695 ECJ, 10 March 2005, C-39/04 (Laboratoires Fournier SA v Direction des vérifications nationales et internationales), 
para. 23. For reasons similar to those discussed in ECJ case C-254/97 (8 July 1999, Société Baxter), the violation of 
freedom of establishment could also not be justified by the effectiveness of fiscal supervision. Reference is also made to 
Article 179 of the Treaty on the Functioning of the European Union (“TFEU”), where the research and scientific 
development objectives of the EU are codified, and to the Europe 2020 strategy target of increasing combined public and 
private investments in R&D to 3 per cent of GDP (see, for instance, http://ec.europa.eu/eurostat/web/europe-2020-
indicators. Accessed 12 August 2019).     
696 ECJ, 13 March 2008, C-248/06 (Commission des Communautés européennes v Royaume d’Espagne).  
697 ECJ, 16 June 2011, C-10/10 (European Commission v Republic of Austria), para. 44.  
698 ECJ, 16 June 2011, C-10/10 (European Commission v Republic of Austria), para. 34. Austria’s call upon the promotion 
of R&D as justification for the restriction of capital movement was rejected with reference to ECJ, 10 March 2005, C-
39/04 (Laboratoires Fournier SA v Direction des vérifications nationales et internationales).  
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From the perspective of the European State aid rules, the more targeted that tax incentives for innovation 

are (for instance in terms of size, sector, location, or legal form of potential beneficiaries, or in terms of 

qualifying IP), the higher the risk that such incentives constitute unlawful State aid.699  

In 2008, the European Commission (“EC”) concluded that a Spanish corporate tax reduction of 50 per 

cent on revenues from patents, designs, models, plans, secret formulas, and processes, did not constitute 

State aid within the meaning of Article 107(1) TFEU, as that reduction was assessed as a general 

measure not targeted at a particular type of company or region.700 In particular, the EC found that the 

tax credit would be open to all companies that develop intangible assets, irrespective of size or sector, 

would not restrict the location of the eligible activities, and that its application did not involve discretion 

from the tax authorities.701 Based on similar reasoning, the European Free Trade Association (“EFTA”) 

Surveillance Authority in 2011 considered that a Liechtenstein tax incentive, which allowed for an 80 

per cent tax deduction of income from intellectual property rights (patents, trademarks, designs, and 

utility models), did not involve State aid within the meaning of Article 61(1) of the European Economic 

Area Agreement.702  

These decisions do however not exclude the possibility that tax incentives for innovation may constitute 

State aid under European rules.703 The EC indicated that State aid for R&D and investment can be 

                                                             
699 EC, Communication from the Commission to the Council, the European Parliament and the European Economic and 
Social Committee: Towards a more effective use of tax incentives in favour of R&D, 22 November 2006, COM(2006) 728 
final, {SEC(2006)1515}, pp. 6-8. Also see R.J. Danon, ‘General Report’, pp. 22-23, and R.H.C. Luja, ‘EU Report’, p. 57, 
both in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and Development (R&D), 2015, 
International Fiscal Association. For an extensive discussion of the European rules surrounding State aid for R&D and 
innovation, reference is made to C. Quigley, European State Aid Law and Policy, Hart Publishing 2015, Third Edition, pp. 
354-370.   
700 EC, 13 February 2008, State aid N 480/2007 - Spain – The Reduction of Tax from Intangible Assets, C(2008)467 final. 
Also see the EC’s Notice on the application of the State aid rules to measures relating to direct business taxation, 98/C 
384/03, para. 13, where it was remarked that measures that apply without distinction to all firms and to the production of 
all goods, and pursue general economic policy objectives through a reduction of the tax burden related to R&D costs, do 
not constitute State aid. The before mentioned notice was repealed by the EC’s Notice on the notion of State aid as 
referred to in Article 107(1) of the Treaty on the Functioning of the European Union, 2016/C 262/1.  
701 EC, ‘State aid: Commission approves Spanish corporate tax credit to promote R&D’, 13 February 2008, IP/08/216.  
702 EFTA Surveillance Authority, 1 June 2011, case No. 69131, Event No. 595539, Decision No. 177/11/COL.  
703 See, for instance, EC, ‘State aid: Commission orders Luxembourg to deliver information on tax practices’, 24 March 
2014, IP/14/309, where it is remarked in relation to IP box tax regimes that the EC has received indications that special tax 
regimes seem to mainly benefit highly mobile businesses, and do not trigger significant additional R&D activity. 
Furthermore, it is clear from the ECJ’s case law that the appropriate criterion for establishing the selectivity of a measure 
consists in determining whether that measure introduces, between operators that are, in the light of the objective pursued 
by the general tax system concerned, in a comparable factual and legal situation, a distinction that is not justified by the 
nature and general structure of that system. In order to establish selectivity, it is not required that a particular category of 
undertakings, who are exclusively favoured by the measure concerned and who can be distinguished by reason of specific 
properties, common to them and characteristic of them, be identified. See, for instance, ECJ, 21 December 2016, joined 
cases C‑20/15 P and C‑21/15 P (European Commission v World Duty Free Group SA, Banco Santander SA, Santusa 
Holding SL), para. 60 and 70.    
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compatible with the internal market (and specifically with the State aid rules) where it can be expected 

to alleviate a market failure (such as imperfect and asymmetric information, coordination difficulties, 

or positive externalities) in promoting projects of common European interest, or facilitating the 

development of certain economic activities, if the ensuing competition and trade distortion is not 

contrary to the common interests of the EU.704 In order to ensure compatibility with the internal market, 

the EC assesses tax incentives for R&D and innovation on their contribution to a well-defined objective 

of common interest (i.e. promoting R&D and innovation in the EU), necessity (i.e. mitigating market 

failures), appropriateness, effectiveness (no windfall gains et cetera), proportionality (limited to the 

amount needed), avoidance of undue negative effects on competition and trade, and transparency.705  

Tax incentives for innovation, applied by World Trade Organization (“WTO”) members, also need to 

conform to the requirements following from the WTO agreements.706 The non-discrimination 

requirements following from these agreements, such as requirements of national and most-favoured-

nation treatment, can affect tax incentives for innovation, notwithstanding that exceptions, carve-outs, 

and lack of use in practice may mitigate their impact.707 For instance, while tax incentives for innovation 

are in principle within scope of the WTO rules on subsidies, and can distort competition, in the sense 

that such incentives are actionable either by dispute settlement or by unilateral countervailing duties, 

they have up to now not been the subject of WTO litigation or enforcement.708    

Furthermore, double tax conventions can impose limits on the possibilities for tax incentives for 

innovation to differentiate between situations on the basis of nationality or residency. For instance, 

double tax convention provisions that are based on Article 24(3) of the OECD Model Tax Convention 

                                                             
704 EC, Communication from the Commission: Framework for State aid for research and development and innovation, 
Official Journal of the European Union, 27 June 2014, 2014/C 198/03.  
705 EC, Communication from the Commission: Framework for State aid for research and development and innovation, 
Official Journal of the European Union, 27 June 2014, 2014/C 198/12-13. 
706 Most notably this concerns the General Agreement on Tariffs and Trade, the General Agreement on Trade in Services, 
the Agreement on Trade-Related Aspects of Intellectual Property Rights, and the Agreement on Subsidies and 
Countervailing Measures. See M. Matsushita, T.J. Schoenbaum, P.C. Mavroidis & M. Hahn, The World Trade 
Organization: Law, Practice, and Policy, Oxford University Press 2015 (Third Edition), p. 11 and further.    
707 Reference is made to M. Lang, J. Herdin-Winter & I. Hofbauer-Steffel, WTO and Direct taxation, Linde 2005; R.H.C. 
Luja, Assessment and recovery of tax incentives in the EC and the WTO: A view on state aids, trade subsidies and direct 
taxation, Intersentia 2003; R.S. Avi-Yonah & J. Slemrod, ‘(How) Should Trade Agreements Deal with Income Tax 
Issues?’, Tax Law Review, 2002, Vol. 55, No. 4, and D. Xu, Interactions between Chinese Tax Incentives and WTO’s 
Subsidy Rules against the Background of EU State Aid, doctoral thesis Tilburg University, 2016.    
708 K. Maskus, ‘Research and Development Subsidies: A Need for WTO Disciplines?’, E15 Task Force on Rethinking 
International Subsidies Disciplines Think Piece, July 2015, p. 1. In her assessment, Xu identified certain Chinese tax 
incentives for high-tech enterprises, for the software and integrated circuit industry, for animation enterprises, and for 
energy-saving services enterprises, that qualify as actionable subsidies under the WTO’s subsidy rules. See D. Xu, 
Interactions between Chinese Tax Incentives and WTO’s Subsidy Rules against the Background of EU State Aid, doctoral 
thesis Tilburg University, 2016, p. 179. For general reference, also see C. Micheau, State Aid, Subsidy and Tax Incentives 
under EU and WTO Law, Wolters Kluwer Series on International Taxation, 2014, Vol. 45.  
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prohibit the source state from imposing less favourable R&D tax treatment on permanent establishments 

of enterprises of the other state in comparison to the tax treatment of enterprises in the source state 

carrying on the same R&D activities.709 And limiting tax incentives for innovation to enterprises owned 

by residents would contravene double tax convention provisions that are based on Article 24(5) of the 

OECD Model Tax Convention.710  

Other restrictions may for instance be imposed through constitutions (e.g. equality requirements), 

international treaties (such as the European Convention on Human Rights, and the International 

Covenant on Civil and Political Rights), (other) trade agreements, or may concern more political, non-

binding restrictions via soft-law instruments (such as the European’s Code of Conduct for business 

taxation, or the reviews conducted by the OECD’s Forum on Harmful Tax Practices711).  

Question 7 furthermore obliges states to assess and explain the extent to which a particular tax incentive 

for innovation conflicts with tax or other principles of law, such as certainty or equality. Notable 

examples of possible conflicts are discussed here.  

State support of innovation involves dynamics of (in)equality, also beyond the (non-)discrimination 

issues discussed earlier in this section.712 Different stakeholders in the process of innovation (such as 

employers, employees, investors, citizens, et cetera) reap different benefits (or sometimes 

disadvantages) from the innovation.713 Tax incentives are typically funded via substantial tax 

contributions, and therefore taxpayers support innovations (via tax credits, innovation boxes and the 

like), while firms that are supported via those incentives are not necessarily returning a significant part 

of the profits to the state, nor are they necessarily investing the benefits received in new innovation.714 

Differential opportunities for capturing productivity gains from innovations may to a certain extent 

                                                             
709 R.J. Danon, ‘General Report’, p. 25, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association. 
710 R.J. Danon, ‘General Report’, p. 25, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association. 
711 The OECD has for instance assessed certain IP regimes as harmful, and has contacted the countries involved to discuss 
amendment or abolition. See, for example, OECD, Harmful Tax Practices - 2017 Progress Report on Preferential 
Regimes: Inclusive Framework on BEPS: Action 5, OECD/G20 Base Erosion and Profit Shifting Project, OECD 
Publishing, Paris, 2017, pp 15-18, http://dx.doi.org/10.1787/9789264283954-en (Accessed 12 August 2019).  
712 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 111.  
713 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 111. 
714 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 110. The substantial amounts of tax funds involved in tax 
incentives for innovation are for instance addressed in N. Bloom, R. Griffith & J. Van Reenen, ‘Do R&D tax credits work? 
Evidence from a panel of countries 1979-1997’, Journal of Public Economics 85, 2002, p. 2, and in Consortium, A Study 
on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 18 and 69.  
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explain income inequalities,715 which, as discussed in section 3.1.2.3 of this research, are likely also 

adverse for well-being.716 In fact, research suggests that new technologies can be associated with 

increasing inequalities at all levels and between different regions.717 Especially, ‘winner take all’ 

outcomes of innovation can contribute to polarisation and growing inequality, and can hence be 

detrimental to well-being.718   

Such inequalities can in turn also disrupt investment processes in innovation, resulting in instability and 

uncertainty of the innovation process.719 Furthermore, instability and uncertainty can result in a 

slowdown, or even in a decline, of economic growth, further affecting well-being.720   

Tax incentives for innovation also may not always fit with tax neutrality, when tax neutrality is 

interpreted as levying tax on a universal and uniform basis.721 For instance, as mentioned in section 5.6 

of this research, some tax incentives for innovation are only available for entities subject to corporate 

income tax, and therefore differentiate treatment between different legal forms.722 Or, some incentives 

are only available in case of innovations protected by IP rights, and not in case of innovations not 

protected by such IP rights (while the latter category may often yield larger spillovers).723 Tax incentives 

                                                             
715 D. Perrons & A. Plomien, ‘Why socio-economic inequalities increase? Facts and policy responses in Europe’, 
Research*eu 2010, EUR 24471 EN, p. 20.   
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B.R. Martin & E. Sloth Andersen, Innovation Studies: Evolution & Future Challenges, Oxford University Press 2013. 
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Brief 2018/13, p. 15, where it is remarked that abolition of the Dutch innovation box would create a more level playing 
field in a winner-takes-all market.   
719 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 112. 
720 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 112. Compare E.C.C.M. Kemmeren, ‘The Netherlands I: 
Fiscal Unity, Groupe Steria’s Per-Element Approach and Currency Losses relating to a Non-Resident Subsidiary (C-
399/16[X NV]); Starbucks and State Aid (T-760/15 and T-636/16)’, pp. 117-162 in M. Lang, P. Pistone, A. Rust, J. 
Schuch, C. Staringer, & A. Storck (eds.), CJEU - Recent Developments in Direct Taxation 2016, Series on International 
Tax Law, Vienna: Linde Verlag, Vol. 103, 2017, who argued that legal uncertainty created by the EC may hamper 
investments in the EU and thus may result in a loss of welfare or well-being. 
721 R.J. Danon, ‘General Report’, p. 20, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association. 
722 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 43.  
723 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. 53. Also see M. Bijlsma & 
B. Overvest, ‘R&D meer datagedreven: Toegang data onderdeel innovatiebeleid’, CPB Policy Brief 2018/13, pp. 14-15, 
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for innovation furthermore differentiate treatment between taxpayers who are, and taxpayers who are 

not, engaged (in some way) in innovation, in a way that might conflict with conceptions of ability-to-

pay.724   

                                                             
where it is remarked that the Dutch innovation box and WBSO R&D tax credit are not fully neutral as regards technology 
and organisation, and favour innovation developed in a self-contained company environment.   
724 R.J. Danon, ‘General Report’, p. 23, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association. 
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5.8. Political process risks associated with tax incentives for innovation 

Question 8 of the assessment framework asks which political process risks are associated with a 

particular tax incentive for innovation, and what is done to manage those risks.   

Utilising tax to incentivise innovation, with a view to well-being, increases the complexity of taxation 

and, connected thereto, leaves room for lobbying by special interest groups for particular treatments or 

allowances.725 Alt, Preston, and Sibieta observed that enacting tax policy through R&D tax credits in 

the United Kingdom created special interest groups and constituencies that continued to lobby in favour 

of that policy, with the risk that the R&D tax credits are distorted over time into something else than 

originally envisaged or intended.726 Spanjers wrote about a ‘shadowy’ increase of the budget available 

in 2019 for the Dutch WBSO R&D tax credit, lacking clear parliamentary argumentation or 

substantiation.727  

In case of risks posed to political processes by a particular tax incentive for innovation, question 8 of 

the assessment framework also requires states to indicate what is done to manage those risks. 

Considering policy drifts (i.e. policy drifting away from its original motivation or justification, for 

instance to meet a quantitative target) and policy creeps (i.e. a shift in policy focus, for instance as a 

result of lobbying) observed with regard to the United Kingdom R&D tax credit, Alt, Preston, and 

Sibieta for instance called for a greater level of pre-legislative scrutiny of tax policy, to increase 

parliamentary accountability.728  

  

                                                             
725 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, pp. 18-19. 
726 J. Alt, I. Preston & L. Sibieta, ‘The Political Economy of Tax Policy’, p. 1205 and pp. 1245-1263 in Institute for Fiscal 
Studies, Dimensions of Tax Design: The Mirrlees Review, chaired by Sir James Mirrlees, Oxford University Press 2010.  
727 M.P.A. Spanjers, ‘Schimmige verruiming S&O-afdrachtvermindering’, Weekblad Fiscaal Recht 2018/214.  
728 J. Alt, I. Preston & L. Sibieta, ‘The Political Economy of Tax Policy’, pp. 1205-1207, pp. 1245-1263, and pp. 1273-
1274 in Institute for Fiscal Studies, Dimensions of Tax Design: The Mirrlees Review, chaired by Sir James Mirrlees, 
Oxford University Press 2010.  
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5.9. Character traits stimulated by tax incentives for innovation 

Question 9 of the assessment framework asks states to indicate which character traits are stimulated by 

their tax incentives for innovation, to enable a discussion on the desirability (or virtuousness) thereof. 

Tax incentives for innovation can stimulate many character traits that are typically positively viewed 

upon, such as creativity (or innovativeness), entrepreneurship, leadership, cooperation, diversity, and 

discipline. Examples of how (tax incentives for) innovation may stimulate such character traits are 

discussed next.  

As Drucker remarked, innovation requires inspiration, but most innovation also involves methodical, 

systematic work, and rigorous discipline.729 Corsi and Neau described how innovation requires a culture 

that cultivates creative performance, for instance via attitudes and managerial behaviour.730 They 

suggested that innovation can be viewed in different maturity levels, depending e.g. on the presence of 

consistent management, cooperation, and coordination.731 Dolan and Metcalfe described the strong 

correlations between innovation, creativity, and (subjective) well-being.732 Another important channel 

for innovation is the fostering of (innovative) entrepreneurship.733 Steiner presented a philosophy of 

innovation that revolves around authenticity, cooperation (rather than competition), and respect for 

individual uniqueness.734 And also, from the perspective of states, the implementation of incentives for 

innovation can be a way for a state to itself stimulate innovation, rather than to free-ride on the 

innovation efforts of other states.735  

Notwithstanding, tax incentives for innovation can also stimulate character traits that may also carry 

negative connotations, such as harmful competitiveness, carelessness (risk-taking), striving for more, 

calculating behaviour, or free-riding.  

For instance, tax incentives for innovation reduce the level of risk involved in innovation, and by doing 

so can invite beneficiaries of tax incentives to (over-)increase their exposure to risk, as part of the costs 

                                                             
729 P.F. Drucker, ‘The Discipline of Innovation’, Harvard Business Review, August 2002, R0208F, p. 5.  
730 P. Corsi & E. Neau, Innovation Capability Maturity Model, John Wiley & Sons, Inc., 2015, pp. 1-4.  
731 P. Corsi & E. Neau, Innovation Capability Maturity Model, John Wiley & Sons, Inc., 2015, pp. 6-7. 
732 P. Dolan & R. Metcalfe, ‘The relationship between innovation and subjective well-being’, Research Policy 41, 2012, 
pp. 1489-1498.  
733 International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, p. x, 39 and further.  
734 C.J. Steiner, ‘A Philosophy for Innovation: The Role of Unconventional Individuals in Innovation Success’, Elsevier, 
Journal of Product Innovation Management, Vol. 12, Issue 5, November 1995, p. 431. 
735 N. Bloom, R. Griffith & J. Van Reenen, ‘Do R&D tax credits work? Evidence from a panel of countries 1979-1997’, 
Journal of Public Economics 85, 2002, p. 22. 
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associated with those risks are borne by others.736 Contributing to such moral hazard situations (e.g. 

firms undertaking second best, or very risky, projects)737 may not stimulate virtuous behaviour. 

Furthermore, while competition is not undesirable in itself, tax incentives for innovation may result in 

zero-sum game competition that is harmful overall.738 Issues with regard to harmful tax competition are 

most notably flagged in relation to IP box tax regimes.739 Such IP box tax regimes are especially prone 

to beggar-thy-neighbour policies that may merely result in relocation of R&D activities, IP, or income 

between states, with the potential of inciting a tax race to the bottom.740 While the nexus approach aims 

to limit the possibilities for compliant states to compete for mobile IP income, namely by only allowing 

a taxpayer to benefit from an IP box tax regime to the extent that the taxpayer itself has incurred 

expenditures (such as R&D) which gave rise to the IP income,741 it does not prevent states from 

competing for existing innovative activities, and might thus still result in relocation of existing activities 

rather than in an addition to worldwide innovation.742 In section 5.1 of this research, for instance, it was 

discussed that novelty requirements can for example be set to be new to the firm, new to the product 

market, new to the country, or new to the world.743 If ‘novel’ is defined as ‘new to the country’, then 

the tax incentive also stimulates imitation from abroad (with potential negative international spillover 

effects).744 ‘New to the world’, on the other hand, promotes innovation with the potentially largest social 

returns, and contributes to the world-wide stock of knowledge, and has therefore been recommended as 

a best practice.745 Setting the novelty requirement for tax incentives for innovation thus impacts whether 

tax incentives for innovation encourage competition for existing well-being, or bring about additional 

                                                             
736 Compare P. Corsi & E. Neau, Innovation Capability Maturity Model, John Wiley & Sons, Inc., 2015, pp. 21-22. 
737 J.W. Fedderke & B.G. Teubes, ‘Fiscal incentives for research and development’, Applied Economics, 2011, 43, p. 
1798. 
738 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 25.  
739 See, for instance, R.J. Donan, ‘General Report’, pp. 43-54, and R.H.C. Luja, ‘EU Report’, pp. 70-74, both in Cahiers de 
droit fiscal international, Vol. 100A, Tax incentives on Research and Development (R&D), 2015, International Fiscal 
Association. Aspects of harmful tax competition and the nexus approach were further discussed in sections 5.1 and 5.7 of 
this research.  
740 R.H.C. Luja, ‘EU Report’, p. 71, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association. See, for more details, sections 5.1, 5.4, and 5.6 of this 
research.  
741 OECD, Explanatory paper: Agreement on Modified Nexus Approach for IP Regimes.  
742 R.H.C. Luja, ‘EU Report’, p. 71, in Cahiers de droit fiscal international, Vol. 100A, Tax incentives on Research and 
Development (R&D), 2015, International Fiscal Association. 
743 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 59.  
744 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 60 and 76. 
745 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 22 and 76. 



Aiming for well-being through taxation 
 

152 
 

well-being. As remarked previously in section 3.1.2.3, forms of competition for existing well-being are 

not always considered proper objects of virtuous endeavour.746  

Authors have suggested, from a subjective well-being perspective, to move from a focus on risky 

innovation to a focus on socially responsible innovation, to move from more to better, and to move from 

‘winner take all’ to ‘fairness for all’ results.747 Related thereto, some theories view well-being as a 

simple, low-tech life, free from acquired desires.748 Such views do not always match with the character 

traits stimulated by tax incentives for innovation.    

 

  

                                                             
746 See A. MacIntyre, After Virtue: A Study in Moral Theory, University of Notre Dame Press, Third Edition 2007, pp. 
190-191, and J. Dobson, ‘Applying virtue ethics to business: The agent-based approach’, Electronic Journal of Business 
Ethics and Organization Studies, 2007, Vol. 12, No. 2.  
747 H.-J. Engelbrecht, ‘The (social) innovation – subjective well-being nexus: subjective well-being impacts as an 
additional assessment metric of technological and social innovations’, Innovation: The European Journal of Social Science 
Research, April 2017, pp. 3-4, and B.R. Martin, ‘Innovation Studies: An Emerging Agenda’, pp. 168-187, in J. Fagerberg, 
B.R. Martin & E. Sloth Andersen, Innovation Studies: Evolution & Future Challenges, Oxford University Press 2013.  
748 J. Tiwald, ‘Well-being and Daoism’, pp. 57-59 in The Routledge Handbook of Philosophy of Well-Being, edited by G. 
Fletcher, Routledge 2016. 
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5.10.  Public support for tax incentives for innovation 

Question 10 of the assessment framework requires states to indicate to what extent their tax incentives 

for innovation find public support. If tax measures reduce such support and, with that, reduce trust and 

respect of people for the state, governments need to carefully consider their course of action, and the 

behavioural impact thereof. 

Taxpayers may for instance not always be aware of how the taxes they paid are used for stimulating 

innovation via tax incentives.749 As such, the nondirective approach of tax expenditures means that 

causes can be funded that would not (yet) be supported by the median voter.750 

Where tax incentives for innovation do come in the public purview, they sometimes meet with mixed 

response. That is, there is an apparent conflict between the need to raise adequate tax revenues and the 

desire to incentivise, via taxes, innovation.751 Where tax incentives for innovation are perceived to result 

in zero-sum game competition that is harmful overall,752 societal debates emerge, and support among 

citizens diminishes. An example is the international debate on harmful tax competition, most notably 

regarding IP box tax regimes, and the nexus approach following therefrom.753   

  

                                                             
749 M. Mazzucato, The Entrepreneurial State, Demos 2011, p. 110. 
750 D.M. Schizer, ‘Limiting Tax Expenditures’, Tax Law Review Vol. 68, 2015, p. 17.  
751 S.J. Ezell & R.D. Atkinson, ‘The Good, The Bad, and The Ugly (and The Self-Destructive) of Innovation Policy: A 
Policymaker’s Guide to Crafting Effective Innovation Policy’, The Information Technology & Innovation Foundation, 
October 2010, p. 59.  
752 Consortium, A Study on R&D Tax Incentives: Final Report, TAXUD/2013/DE/315, 2014, p. 25.  
753 See, for instance, R.J. Donan, ‘General Report’, pp. 43-54, and R.H.C. Luja, ‘EU Report’, pp. 70-74, both in Cahiers de 
droit fiscal international, Vol. 100A, Tax incentives on Research and Development (R&D), 2015, International Fiscal 
Association. Aspects of harmful tax competition and the nexus approach were further discussed in sections 5.1, 5.7, and 
5.9 of this research. 
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Summary and conclusions of chapter 5 

In this chapter 5, the framework for assessing tax measures undertaken by states in their aim for well-

being through taxation, as established in chapter 4, is applied to tax incentives for innovation, whereby 

innovation concerns the implementation of a new or significantly improved product (good or service), 

or process, a new marketing method, or a new organisational method in business practices, workplace 

organisation, or external relations.  

Application of the assessment framework to tax incentives for innovation generates observations, issues, 

and recommendations, a number of which are briefly summarised here.    

Sections 5.1 to 5.4 suggest that there are good arguments for state intervention in innovation in the case 

of clear market failures. A more proactive approach by states, and the choice how to intervene, requires 

careful consideration of the different options available, and of the potential drawbacks pertaining to 

those options. The two-way connections between innovation and well-being also suggest well-being as 

a factor to consider in the assessment of tax incentives for innovation. In practice, though, it seems 

uncommon for taxation to focus on the combination of innovation and well-being. References to well-

being in tax incentives for innovation are not made, or are not thoroughly explained. Innovation is more 

often associated with other matters (such as economic growth and development, employment, 

productivity, international competitiveness and fairness, and meeting global challenges in domains of, 

for instance, sustainability, resource efficiency, the environment, and health), and it seems difficult to 

convincingly establish a dominant importance of well-being. States that do aim for well-being through 

tax incentives for innovation should pay attention to, and properly explain, scoping (for instance in the 

form of territorial targeting, or via the setting of novelty requirements), measurement, distributive 

preferences, and the particular well-being aims pursued. That it is uncommon for tax incentives for 

innovation to be expressly related, in their wording or goal setting, to well-being, may also have to do 

with difficulties of specificity, measurability, and achievability in these matters. These issues make it 

difficult to set realistic and time-bound well-being aims for tax incentives for innovation. Also, various 

alternatives to tax incentives for innovation exist for states that pursue well-being aims, with many of 

those alternatives providing for a more fundamental intervention. Direct state intervention in innovation 

can prove to be a better option than tax incentives for pursuing well-being aims, if states can get the 

targeting right. If proper targeting is difficult, tax incentives for innovation allow for a more general, or 

nondirective, approach. Possibilities for (tax) competition or lobbying may also influence the choice 

between different forms of state intervention, although such considerations come with well-being and 

other concerns. An important potential drawback of indirect state intervention, in the form of tax 
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incentives for innovation, is that companies are not primarily concerned with picking the projects that 

generate the highest social returns. This, whereas in the case of direct state intervention, states are 

expected to focus on those investments that have the best results for society as a whole.  

Consequential reasoning, addressed in sections 5.5 and 5.6, requires that, in considering the net effect 

on well-being of government spending and taxing in relation to tax incentives for innovation, (well-

being) opportunity costs and distortive effects of such tax incentives are considered within a broader 

frame involving for instance other taxes, state revenues, and government spending. Positive spillover 

effects need to be sufficiently substantive to outweigh related inefficiencies, in order to make the 

application of tax incentives for innovation desirable if the aim is to increase well-being. Tracing the 

(well-being and other) effects of tax incentives for innovation is challenging. Part or all of the effects 

of such tax incentives may ultimately be offset by indirect responses, and measurement is difficult. 

Substantiation of the overall net well-being effects, the contribution of the tax measure thereto, and the 

incidence of tax incentives for innovation, is no easy task. A number of issues and recommendations 

that concern the effectiveness and efficiency of tax incentives for innovation are identified in this 

chapter. While assessing the effectiveness and efficiency of tax incentives for innovation is not without 

data and methodological challenges, it is important that such assessment does take place, and not only 

focuses on bang-for-the-buck (for instance in the form of increase in R&D spending compared to 

decrease in tax revenues), but also on the broader societal impact. Tax incentives for innovation should 

be subject to systematic, rigorous evaluations, with high-quality firm-level data collected according to 

international standards. States need to deal with ineffectiveness and inefficiency in tax incentives for 

innovation in a proper way, which does not always mean that immediate alteration or abolition is 

desired, as certain innovation effects involve, or require, longer time horizons. Stability and 

predictability are namely conductive framework conditions for both innovation and well-being.  

Viewed from a deontological perspective in sections 5.7 and 5.8, there are various international, 

supranational, and national bodies of rules or laws that may impose restrictions on tax incentives for 

innovation, such as the European fundamental freedoms and State aid rules, for instance with regard to 

the territorial or sectoral restrictions included in such incentives. States need to verify and substantiate 

whether their tax incentives for innovation are in conformity with such applicable laws and regulations. 

Tax incentives for innovation can furthermore create conflicts with equality, certainty, and neutrality, 

or with other principles that underlie tax systems. In case principles are weighed in view of conflicting 

well-being considerations, states should provide insight into the consideration made. Tax incentives for 

innovation may also pose risks to political processes. Notably, using tax to incentivise innovation, with 
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a view to well-being, can create room for lobbying by special interest groups. Proper substantiation, 

increased transparency, and pre-determined checks and balances, or review procedures, are all examples 

of initiatives that can be undertaken to manage political process risks associated with tax incentives for 

innovation.  

Finally, from a virtue ethics perspective, and as addressed in sections 5.9 and 5.10, tax incentives for 

innovation can stimulate many character traits that are typically positively viewed upon. At the same 

time, such incentives can also stimulate character traits that carry negative connotations, such as harmful 

competitiveness, carelessness (risk-taking), striving for more, calculating behaviour, or free-riding. It is 

therefore important that states indicate which character traits are stimulated by their tax incentives for 

innovation, to enable a discussion on the desirability (or virtuousness) thereof. Public support for tax 

incentives for innovation may reduce in case of, for instance, non-transparent incentives, or where such 

incentives result in harmful tax competition. Where this is the case, governments need to carefully 

consider their course of action, and the behavioural impact thereof. The drafting and scoping of tax 

incentives for innovation determine whether such incentives encourage competition for existing well-

being (e.g. in the case of lenient novelty requirements, or in the case of incentives targeted towards 

mobile IP income), or bring about additional well-being. 
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6. Well-being and environmental taxes  

 

Introduction  

Chapter 6 sees application of the framework for assessing tax measures undertaken by states in their 

aim for well-being through taxation, as set out in chapter 4, to the well-being aspects of environmental 

taxes, for illustrative purposes, and with the aim to scrutinise practices and to identify recommendations. 

This chapter focuses on well-being and environmental taxes. In this regard, the environment is taken to 

be the natural world and all that is related to it.754 The term ‘environmental taxes’ is used here in a broad 

sense to refer to taxes with a specific base that has a clear negative effect on environment, or which seek 

to tax certain activities, goods, or services so that environmental costs may be included in the respective 

price and/or so that producers and consumers are oriented towards activities that better respect the 

environment.755  

Environmental conditions can affect well-being in many ways, for instance the joy of living in an 

environment rich with nature, or the impact on health of clean water, pollution levels, noise, or natural 

disasters.756 According to the OECD, our well-being relies on resources and environmental services that 

natural assets provide, and in order to ensure that progress in living standards does not grind to a halt, 

new ways of producing and consuming would have to be found, and (how to measure) progress would 

have to be redefined to include among other things contributions to well-being.757 Likewise, the 

European Environment Agency (“EEA”) remarked that our well-being depends on using natural 

                                                             
754 See, for instance, https://en.oxforddictionaries.com/definition/environment and 
https://dictionary.cambridge.org/dictionary/english/environment. Accessed 12 August 2019.   
755 Compare the definition of ‘environmental tax’ in EC, Communication from the Commission: Guidelines on State aid 
for environmental protection and energy 2014-2020, 2014/C 200/7.  
756 Environment (or at least its present and future condition) is indicated as one of the key dimensions of well-being in J.E. 
Stiglitz, A.K. Sen & J.P. Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New York Press 
2010, p. 15 and pp. 67-86. Also see Intergovernmental Panel on Climate Change, Global warming of 1.5 °C: an IPCC 
special report on the impacts of global warming of 1.5 °C above pre-industrial levels and related global greenhouse gas 
emission pathways, in the context of strengthening the global response to the threat of climate change, sustainable 
development, and efforts to eradicate poverty - Summary for Policymakers, 6 Ocober 2018, p. 33, where it is observed that 
effects of climate change on human and natural systems can have beneficial or adverse outcomes for, among other things, 
well-being.   
757 OECD, Towards green growth: A summary for policy makers, May 2001, pp. 3-4 and p. 7. According to the OECD, the 
goal of green growth is to establish incentives or institutions that increase well-being by improving resource management 
and boosting productivity, by encouraging economic activity to take place where it is of best advantage to society over the 
long term, and by innovating on these two points (ibid., p. 7).  
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resources.758 According to the EEA, environmental factors contributing to well-being include living in 

a pleasant and healthy environment, the creation of wealth and jobs via natural resources production 

and consumption, but also negative factors such as air pollution, acidification, biodiversity loss, and 

climate change.759  

In reviewing the implications of the state of nature for human well-being, Balmford and Bond observed 

that information is patchy, with limited data available, substantial knowledge gaps, and poor 

understanding of linkages.760 Notwithstanding, the consequences of the great erosion of wild nature for 

human well-being are likely on the whole to be both negative and substantial.761  

Research has also found interconnections between the environment and subjective well-being. For 

instance, Ulrich found that outdoor visual environments can influence individuals’ psychological well-

being, with nature scenes improving well-being.762 The benefits of landscaping or nature-like views 

extend beyond aesthetics to include psychological payoffs such as feelings of pleasantness, friendliness, 

playfulness, elation, and mitigation of anxiety.763 Guite, Clark, and Ackrill found that access to green 

spaces is one of the significant factors (acting independently) to predict mental well-being, whereby 

dissatisfaction with green spaces is a predictor of poor mental well-being.764 Diener et al. presented four 

examples of policy questions regarding the environment (respectively airport noise, commuting, parks 

and green spaces, and air pollution) that they suggested can be informed by subjective well-being 

measures, to supplement economic indicators, and bring about a better understanding of quality of 

life.765   

                                                             
758 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 9.  
759 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, pp. 10-11.  
760 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1218. A comparable remark is made in Intergovernmental Panel on Climate Change, Global warming of 1.5 
°C: an IPCC special report on the impacts of global warming of 1.5 °C above pre-industrial levels and related global 
greenhouse gas emission pathways, in the context of strengthening the global response to the threat of climate change, 
sustainable development, and efforts to eradicate poverty, Chapter 4, Final Government Draft 4 June 2018, p. 114. 
761 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1225. 
762 R.S. Ulrich, ‘Visual Landscapes and Psychological Well-Being’, Landscape Research 4, 1979, p. 20.  
763 R.S. Ulrich, ‘Visual Landscapes and Psychological Well-Being’, Landscape Research 4, 1979, pp. 20-22.  
764 H.F. Guite, C. Clark & G. Ackrill, ‘The impact of the physical and urban environment on mental well-being’, Public 
Health 120, 2006, pp. 1123-1124.  
765 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, 
pp. 147-159.  
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Conceptions often go beyond psychological effects when assessing the interconnections with the 

environment. In monetary terms, and as an example, Drissen and Vollebergh calculated that the 

environmental damage caused by emissions to air, earth, and water in 2015 in the Netherlands translated 

into a loss of more than 31 billion euro.766 This covers reductions in biodiversity, productivity in 

agriculture, and health damage for humans, which Drissen and Vollebergh described as the direct 

welfare loss for the current generation.767 They suggested that taxation is one of the ways that can be 

used to better reflect such welfare losses caused by environmental damage into market prices.768 

Taxes can be used to stimulate behaviour that is beneficial to the environment (such as incentivising 

less-polluting automobiles), and to discourage behaviour that is detrimental to the environment (such 

as specific levies on polluting consumption of plastics or fuels).769 Environmental taxes can be used for 

instance as cost covering charges, as incentive instruments, to raise revenue for environmental causes, 

or in a combination of these forms.770 With environmental taxes, the classic argument for state 

intervention focuses on the externalities of behaviour harmful for the environment.771  

In this chapter 6 and for illustrative purposes, the determined assessment framework is applied to 

environmental taxes, to identify issues to be addressed and recommendations to be made. In order to 

do so, the established framework with the questions contained therein is used as an essential 

supporting structure in the assessment performed in the ten sections hereafter. The starting point is a 

broad assessment of the topic under consideration, in the course of which the research addresses 

aspects of certain tax measures concerning the environment.  

                                                             
766 E. Drissen & H.R.J. Vollebergh, ‘Monetaire milieuschade in Nederland: Een verkenning’, Policy Brief Planbureau voor 
de Leefomgeving, The Hague, 15 June 2018, 3206, p. 4.  
767 E. Drissen & H.R.J. Vollebergh, ‘Monetaire milieuschade in Nederland: Een verkenning’, Policy Brief Planbureau voor 
de Leefomgeving, The Hague, 15 June 2018, 3206, p. 4. 
768 E. Drissen & H.R.J. Vollebergh, ‘Monetaire milieuschade in Nederland: Een verkenning’, Policy Brief Planbureau voor 
de Leefomgeving, The Hague, 15 June 2018, 3206, p. 35. Taxation can then be a means to achieve transition towards 
ultimate state aims. See H.R.J. Vollebergh, Haasje over? Instrumentering van transities: van uitdaging naar uitvoering, 
inaugural address Tilburg University, 2018. On the distinction sometimes made in the theory of economic policy between 
intermediate and ultimate aims of economic policy, see for instance P. Hennipman, Welfare Economics and the Theory of 
Economic Policy, Edward Elgar 1995, pp. 6-22, where concepts of welfare are discussed as ultimate aims of economic 
policy, and whereby maximisation of the national product can be considered an example of an intermediate aim.    
769 M. Rodi, ‘Tax Expenditures for Environmental Purposes’, p. 87 in International Fiscal Association, Environmental 
Taxes and Charges, 1993, Vol. 18d, Kluwer Law International. 
770 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 8.  
771 Pigou argued that there is a clear duty of government to watch over and defend the exhaustible natural resources of the 
country. A.C. Pigou, The Economics of Welfare, 4th edition, London: Macmillan, 1932, p. 42. 
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6.1. Well-being aims in environmental taxes 

Question 1 of the assessment framework asks what the well-being aim of environmental taxes is, and 

why that particular aim is sought after (e.g. protection, or promotion). States should clarify which 

particular well-being aim is pursued through environmental taxes, so that ex ante assessment, 

continuous monitoring, and ex post evaluation can be as concrete and specific as possible. This also 

involves providing clarity on the concept of well-being adhered to, on its contributors or constituents, 

and on the measurement thereof.  

Environmental taxes can be seen to be targeted towards environmental protection (reducing harm done 

to the environment),772 or towards environmental promotion (improving environmental conditions).773 

It seems uncommon however for environmental taxes to be expressly related, in their wording or goal 

setting, to well-being.774 Research and literature specifically on environmental taxation typically focus 

on concepts of welfare (social or other), rather than on well-being.775 Actually, a recommendation found 

in literature is that environmental taxes are targeted at the pollutant or polluting behaviour, and aims 

other than environmental (e.g. well-being aims insofar not environment-related) may be best addressed 

via other and complementary policy instruments.776 Attempts to address both environmental and other 

aims (for example distributional concerns) may undermine the ability of the tax to achieve either one of 

those aims.777 Moreover, the linkages existing between the environment and well-being do not mean 

that environmental aims can or should be equated to well-being aims, and environmental taxes may not 

                                                             
772 See, for instance, K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental 
policy’, Working Paper No. 19, 2009, p. 3, where it is remarked that pollution taxes induce polluters to reduce pollution up 
to the point where the marginal costs of pollution abatement are equal to the tax levied.   
773 See, for instance, OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 6, where it is noted 
that environmental taxes must be credible and predictable in order to motivate environmental improvements. Also see 
OECD, Towards green growth: A summary for policy makers, May 2001, p. 7, where the goal of green growth is described 
as increasing well-being by improving resource management, boosting productivity, encouraging long-term beneficial 
economic activity, and encouraging innovation. 
774 In the course of this research, no examples were found of currently existing environmental taxes that are expressly 
related in their wording or goal setting to well-being.  
775 See, for instance, H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy 
and climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 5 and 9; EEA, 
Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues Series 
No. 1, p. 15 and further; D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax Reform: Principles from Theory 
and Practice to Date’, IMF Working Paper 2012, WP/12/180, p. 8 and further; D. Fullerton & S.E. West, ‘Can Taxes on 
Cars and on Gasoline Mimic an Unavailable Tax on Emissions?’, Journal of Environmental Economics and Management 
43, 2002, p. 146. As addressed in sections 1.3 and 3.1.2.1, well-being is often differentiated from welfare, in that well-
being involves value judgments, and is dependent also upon non-scarce resources, suggesting a limit to the well-being 
impact that a state can or should achieve. Compare P. Hennipman, Welfare Economics and the Theory of Economic Policy, 
Edward Elgar 1995, p. xvii, pp. xix-xxiii, and p. 18. Also compare D.J. Wolfson, Public Finance and Development 
Strategy, The Johns Hopkins University Press 1979, pp. 12-13. 
776 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 1 and 5.  
777 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 5.  
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be optimally suited to achieve the wide range of well-being aspects that states may be concerned with.778 

It is already a challenge to set environmental aims that are realistic and achievable within a determinable 

time frame, let alone to combine such environmental aims in a proper way with (additional) well-being 

aims through taxation.779  

This is all the more true considering that well-being aims may conflict with environmental aims, 

especially in the short term. As example, environmentally beneficial innovations and overhauls can in 

the short term result in well-being losses in the forms of, for instance, the obsolescence of certain current 

employee skills and of physical capital, unemployment, transport to new industries and new locations, 

(re)training, and equality costs in terms of windfall gains and losses imposed on particular societal 

groups.780 However, in the long term and in the absence of proper policy measures, the predicted future 

losses of wild life are very likely to considerably erode well-being.781  

A meaningful assessment or evaluation of well-being in combination with environmental taxes can only 

be had when it is clear what states mean when they refer to well-being, and why particular constituents 

or contributors to well-being are considered appropriate. However, on some occasions, research is 

unclear as to which concept of well-being is being used. For instance, the OECD referred to well-being 

in the context of impacts on people’s lives through, e.g., access to water, or damaging effects of air 

pollution,782 and called attention to the growth limiting impacts of increased water scarcity, worsening 

resource bottlenecks, greater pollution, climate change, and unrecoverable biodiversity loss.783 The 

well-being concept applied by the OECD may then be based on objectively determinable indicators 

(such as health), although this is not certain. As another example, the EEA referred to well-being as 

something that varies from person to person, and that likely has, as contributing factors, living in a 

pleasant and healthy environment, health, job satisfaction, family and friends, and an income that 

ensures a good living standard.784 The EEA thus mentioned health, wealth, jobs, and an income that 

ensures a good living standard, as examples of contributors to well-being in relation to the 

                                                             
778 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 1 and 5.  
779 Reference is made to D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic 
Research, July 2008, Working Paper 14197, p. 17, where the extensive and far-reaching environmental changes needed to 
achieve international environmental ambitions are discussed.  
780 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 245.  
781 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1228. 
782 OECD, Towards green growth: A summary for policy makers, May 2001, p. 20.  
783 OECD, Towards green growth: A summary for policy makers, May 2001, p. 4.  
784 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 9. 
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environment.785 The EEA for instance described how air pollution, acidification, biodiversity loss, and 

climate change seriously affect our well-being, and how fish-ingested toxic chemicals can have a human 

health impact translating into reduced well-being, notwithstanding that the latter impact is not fully 

clear.786 The well-being concept applied by the EEA seemingly combines objective well-being elements 

(e.g. health and income) with subjective well-being elements (e.g. job satisfaction, pleasantness of the 

environment), although again, this is difficult to say with certainty. The Intergovernmental Panel on 

Climate Change also seemingly combined objective well-being elements (e.g. material living standards, 

and the ability to pursue one’s goals) with subjective well-being elements (e.g. to feel satisfied with 

one’s life), in considering well-being as a state of being that fulfils a variety of human needs.787 And, as 

a final example, Balmford and Bond also did not define well-being as employed by them, although 

references to human livelihood may indicate use of an objective account of well-being.788 In describing 

the implications of wild nature changes for human well-being, Balmford and Bond considered for 

instance water yield, nature-based tourism, human health, jobs, and food security, as possible objective 

contributors to well-being in relation to the environment.789 

Lack of clarity on the concept of well-being used in existing research may have to do, as noted by the 

EEA, with the fact that well-being is not easy to define or measure.790 Notwithstanding, it is crucial for 

proper policy and scrutiny thereof that the well-being concept used is clearly defined and described, 

which certainly is a challenge in case of a government composed of different political preferences that 

generates policy resulting from political compromise. Given the regular lack of clarity on the well-being 

concepts used, it is not surprising that formulated well-being aims related to the environment often are 

unspecific and difficult to measure.791 For instance, and as remarked before, Balmford and Bond 

                                                             
785 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 9. 
786 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 10, 21, 31, and 36.  
787 Intergovernmental Panel on Climate Change, Global warming of 1.5 °C: an IPCC special report on the impacts of 
global warming of 1.5 °C above pre-industrial levels and related global greenhouse gas emission pathways, in the context 
of strengthening the global response to the threat of climate change, sustainable development, and efforts to eradicate 
poverty, Glossary, Final Government Draft 4 June 2018, p. 52. 
788 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1218 and 1229.  
789 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, pp. 1225-1228. 
790 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 9. 
791 As noted by, for instance, A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human 
well-being’, Ecology Letters, 2005, 8, p. 1218, and OECD, Environmental Taxation: A Guide for Policy Makers, 
September 2011, p. 5. 
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observed that information on the implications of the state of nature for human well-being is patchy, with 

limited data available, substantial knowledge gaps, and poor understanding of linkages.792 They 

therefore noted a pressing need for models that describe the linkages between nature, human well-being, 

and the drivers of ecosystem change, even if those may initially be crude and inaccurate, as well as a 

considerable need for local field studies quantifying the impacts on human well-being of natural 

changes.793 Likewise, in relation to environmental taxation, the OECD remarked that the valuation 

process of environmental damage can be difficult and that, given the implications of the environment 

for human health, calculations based on the value of human life and of quality of life are implicit in 

such valuation process.794 Tol noted that ideal approaches (such as studying how climate change affects 

human welfare through health and nature in each area around the world) are expensive and time 

consuming, as a result of which a choice is made for monetised estimates using economic values.795 

Found research that provides a more clear description of the concept of well-being used mostly relates 

to subjective well-being.796 By way of exception, therefore, subjective well-being aims related to the 

environment are typically more specific, and are often more clear on their measurability. For example, 

Ulrich focused on feelings of anxiety, friendliness, playfulness, stress, elation, anger, and aggression as 

indicators of psychological well-being, and specifically on the effects of visual perception of nature 

versus urban environments on these feelings.797 Ulrich in this regard conducted an experiment whereby 

participants were asked questions about their feelings before and after the viewing of visual perceptions 

of nature and urban landscapes.798 Guite, Clark, and Ackrill took mental health and vitality scores 

(expressed as feelings of being downhearted, depressed, nervous, calm, happy, full of life, tired, or worn 

out) to determine mental well-being under different environmental conditions.799 They performed a 

                                                             
792 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1218.  
793 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1229. 
794 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 5.  
795 R.S.J. Tol, ‘The Economic Effects of Climate Change’, Journal of Economic Perspectives, spring 2009, Vol. 23, No. 2, 
p. 32. For a discussion of possibilities for determination of environmental damage and its welfare effects, see for instance 
H.R.J. Vollebergh, E. Drissen, H.C. Eerens & G.P. Geilenkirchen, ‘Milieubelastingen en Groene Groei Deel II. Evaluatie 
van belastingen op energie in Nederland vanuit milieuperspectief’, PBL 904, The Hague 2014.   
796 See, for instance, R.S. Ulrich, ‘Visual Landscapes and Psychological Well-Being’, Landscape Research 4, 1979, pp. 
17-23; H.F. Guite, C. Clark & G. Ackrill, ‘The impact of the physical and urban environment on mental well-being’, 
Public Health 120, 2006, pp. 1117-1126; E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public 
Policy, Oxford University Press 2009.  
797 R.S. Ulrich, ‘Visual Landscapes and Psychological Well-Being’, Landscape Research 4, 1979, p. 21.  
798 R.S. Ulrich, ‘Visual Landscapes and Psychological Well-Being’, Landscape Research 4, 1979, p. 19.  
799 H.F. Guite, C. Clark & G. Ackrill, ‘The impact of the physical and urban environment on mental well-being’, Public 
Health 120, 2006, p. 1119 and 1124.  
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postal survey using cross-sectional questionnaires to examine the strength of association between 

physical and social factors in the build environment, and mental well-being.800 Diener et al. presented 

various examples of environmental matters (airport noise, commuting, parks and green spaces, and air 

pollution) that have subjective well-being measures and corresponding experimental and economic 

research data available for public policymakers to use, compare, and evaluate.801 

States should also provide clarity on the choices made as to who or what are within scope of the well-

being concept used in environmental taxes, for instance from a geographical, territorial, or generational 

perspective. As discussed in the following paragraphs, an environmental focus presents a number of 

particularly significant issues to be considered by states in determining who or what are within the scope 

of the well-being concept used. These aspects should factor in the question of proper scoping of well-

being for public policy purposes.   

Notwithstanding that many environmental issues are local, there are also many environmental aspects 

that have a global dimension to them.802 For instance marine litter, air pollution, and climate change are 

cross-border problems, whereby what is consumed and produced in one country can generate waste 

elsewhere.803 The potential of both negative and positive environmental spillover effects means that the 

impacts of measures aimed at the environment oftentimes carry over across borders to also affect well-

being abroad.804 Environmental taxes can for instance have cross-border effects on competitiveness of 

enterprises that may affect the environment via relocation of production and via a shift of environmental 

damage elsewhere.805 In the face of global environmental effects (for instance, climate change due to 

carbon dioxide emissions), such relocation can even result in overall environmental losses if the 

polluting activities are relocated to a lower-taxing or non-taxing state that has worse environmental 

efficiency.806 Considering the before mentioned, it is not surprising that strands of literature have argued 

for global distribution of environmental burdens and benefits.807 As a recent example, the 

                                                             
800 H.F. Guite, C. Clark & G. Ackrill, ‘The impact of the physical and urban environment on mental well-being’, Public 
Health 120, 2006, pp. 1117-1118. 
801 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, 
pp. 147-159.  
802 OECD, Towards green growth: A summary for policy makers, May 2001, p. 3. 
803 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 31 and 37.  
804 OECD, Towards green growth: A summary for policy makers, May 2001, p. 18.  
805 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 33. 
806 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 33. 
807 See, for instance, S. Caney, ‘Cosmopolitan Justice, Responsibility, and Global Climate Change’, Leiden Journal of 
International Law, 18, 2005, pp. 747-775; C. Knight, ‘Climate change and the duties of the disadvantaged: reply to 
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Intergovernmental Panel on Climate Change put well-being for all at the core of an ecologically safe 

and socially just space for humanity.808 

Moreover, environmental impacts are not only felt now, but also carry over into the future. For instance, 

Tol remarked how climate change affects future generations more heavily, whereas emission reductions 

affect current and near-future generations more heavily.809 This calls for a long-term rather than a short-

term vision on well-being.810 And, weakening environmental capacities now can decrease the natural 

capital available to sustain the well-being of future generations.811 Measures such as the Millennium 

Ecosystem Assessment therefore assess the consequences of ecosystem change for present and future 

human well-being.812 

Besides human well-being, concern could furthermore be had for the well-being of (other) animals or 

other species (such as plants),813 or even for the well-being of the environment as such.814   

For those situations where individuals’ well-being is taken together for purposes of the concept of well-

being used in relation to environmental taxes, states should explain which function is used to do so, and 

why that particular function is relevant. Explaining the function used for taking together individuals’ 

well-being requires states to make distributive aspects of their well-being aims explicit. 

                                                             
Caney’, Critical Review of International Social and Political Philosophy 14(4), 2011, pp. 531-542. Also compare J. Cohen 
& C. Sabel, ‘Extra Rempublicam Nulla Justitia?’, Philosophy & Public Affairs 2006, Vol. 34, No. 2, pp. 147-175. 
808 Intergovernmental Panel on Climate Change, Global warming of 1.5 °C: an IPCC special report on the impacts of 
global warming of 1.5 °C above pre-industrial levels and related global greenhouse gas emission pathways, in the context 
of strengthening the global response to the threat of climate change, sustainable development, and efforts to eradicate 
poverty, Chapter 5, Final Government Draft 23 May 2018, for instance p. 35 and 42. 
809 R.S.J. Tol, ‘Welfare specifications and optimal control of climate change: an application of fund’, Energy Economics 
24, 2002, p. 373. 
810 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 5. 
811 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 5.  
812 See https://www.millenniumassessment.org/en/index.html. Accessed 12 August 2019. Discussed in A. Balmford & W. 
Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 2005, 8, p. 1219. 
813 Compare A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology 
Letters, 2005, 8, p. 1225, who mentioned fundamental moral reasons for people to concern about the widespread and 
accelerating loss of populations, species, and habitats.  
814 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 7. Also see Intergovernmental Panel on Climate 
Change, Global warming of 1.5 °C: an IPCC special report on the impacts of global warming of 1.5 °C above pre-
industrial levels and related global greenhouse gas emission pathways, in the context of strengthening the global response 
to the threat of climate change, sustainable development, and efforts to eradicate poverty, Chapter 5, Final Government 
Draft 23 May 2018, p. 4, where heightened risks for ecosystem well-being in case of 1.5 °C of global warming are 
discussed, whereby ecosytem well-being is defined as the ability of ecosystems to maintain their quality and diversity 
(Glossary, Final Government Draft 4 June 2018, p. 52).  
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Tol addressed the choice for a certain function to be used for taking together individuals’ well-being for 

purposes of optimal control of climate change.815 As Tol remarked, the choice for a certain function is 

an assumption for which little unambiguous empirical or moral guidance exists, and which reflects 

views on (also intergenerational) equity.816 All individuals can be counted as one, or additional weight 

may be attributed to, for instance, poorer or most affected individuals, to reflect redistributive aims or 

inequality aversions.817 In terms of environmental measures (such as environmental taxes), the choice 

for a specific function will for instance influence whether or not redistribution from rich to poor occurs, 

e.g. through targeting international emission reduction at richer regions.818  

Similarly, in relation to a concept of social welfare, Bovenberg and Goulder pointed to the distribution 

of environmental benefits and the distributional impacts of environmental taxes, whereby the relative 

attractiveness of a certain policy instrument also depends on the weights given to those distributional 

aspects in a social welfare function.819 Likewise, Heine, Norregaard, and Parry pointed out how 

environmental taxes could undermine distributional objectives, especially where lower-income 

households consume disproportionally more energy goods.820 The weight to be accorded to such 

distributional effects depends on the social welfare weights accorded to, for instance, different income 

groups, which the authors indicated to be an arbitrary choice.821   

 

 

  

                                                             
815 R.S.J. Tol, ‘Welfare specifications and optimal control of climate change: an application of fund’, Energy Economics 
24, 2002, pp. 367-368 and p. 373.  
816 R.S.J. Tol, ‘Welfare specifications and optimal control of climate change: an application of fund’, Energy Economics 
24, 2002, pp. 367-368. 
817 R.S.J. Tol, ‘Welfare specifications and optimal control of climate change: an application of fund’, Energy Economics 
24, 2002, p. 371. 
818 R.S.J. Tol, ‘Welfare specifications and optimal control of climate change: an application of fund’, Energy Economics 
24, 2002, p. 374. Consideration should however be given to international spillover effects, which may require international 
cooperation if distributional impacts are to be mitigated (ibid., p. 374). A separate yet related issue in targeting 
international emission reduction is the internalisation of external costs (as example, implementation of the polluter-pays-
principle).   
819 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 50 and 54.  
820 D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax Reform: Principles from Theory and Practice to Date’, 
IMF Working Paper, WP/12/180, July 2012, p. 17.  
821 D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax Reform: Principles from Theory and Practice to Date’, 
IMF Working Paper, WP/12/180, July 2012, p. 17.  
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6.2. Relative importance of well-being in environmental taxes    

Question 2 of the assessment framework asks why well-being is important in environmental taxes. 

States should not assume, but rather properly assess and substantiate, why well-being is important in 

environmental taxes, before taking it on as an aim to be pursued through taxation. Question 2 of the 

assessment framework furthermore requires states to explain how important other things besides well-

being are in relation to environmental taxes. Such allows to put into perspective the relative importance 

attributed to well-being, and the potential trade-offs inherent in attributing such importance to well-

being. 

As indicated above, well-being can be said to be important in matters of environmental taxation as 

environmental conditions can affect well-being in many ways. Examples mentioned in the introduction 

to chapter 6 of this research are the joy of living in an environment rich with nature, or the impact on 

health of clean water, pollution levels, noise, or natural disasters. Other examples of how the 

environment affects the quality of our lives are the creation or destruction of jobs associated with 

environmental developments,822 and consequences of environmentally bad activities such as traffic 

congestion and negative economic repercussions.823 Balmford and Bond concluded that, even though 

the consequences of erosion of wild nature for human well-being are poorly understood and complex, 

those consequences are likely on the whole both negative and substantial.824 For instance, those areas 

that face a rapid loss of wild nature often face relatively high poverty and dense human settlement, and 

are also more often characterised by social conflict.825 According to the OECD, in order to ensure that 

progress in living standards does not grind to a halt, our conception and measurement of progress would 

have to be redefined to include, among other things, contributions to well-being.826 

The environment is also indicated as one of the key dimensions of well-being by Stiglitz, Sen, and 

Fitoussi.827 Furthermore, as mentioned in section 6.1, the Intergovernmental Panel on Climate Change 

                                                             
822 OECD, Towards green growth: A summary for policy makers, May 2001, p. 15. 
823 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 6. 
824 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1225. 
825 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1228.  
826 OECD, Towards green growth: A summary for policy makers, May 2001, pp. 3-4 and p. 7. According to the OECD, the 
goal of green growth is to establish incentives or institutions that increase well-being by improving resource management 
and boosting productivity, by encouraging economic activity to take place where it is of best advantage to society over the 
long term, and by innovating on these two points (ibid., p. 7).  
827 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New York 
Press 2010, p. 15 and pp. 67-86.   
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put well-being for all at the core of an ecologically safe and socially just space for humanity.828 And the 

Declaration of the United Nations Conference on the Human Environment states that “The protection 

and improvement of the human environment is a major issue which affects the well-being of peoples 

and economic development throughout the world; […]” and sets out, as part of its first principle, that 

“Man has the fundamental right to freedom, equality and adequate conditions of life, in an environment 

of a quality that permits a life of dignity and well-being, […]”.829 Furthermore, the preamble to the 

United Nations Economic Commission for Europe (“UNECE”) Convention on Access to Information, 

Public Participation in Decision-making and Access to Justice in Environmental Matters states that 

“adequate protection of the environment is essential to human well-being and the enjoyment of basic 

human rights, including the right to life itself”, and that “every person has the right to live in an 

environment adequate to his or her health and well-being, […]”.830  

But also here, the question comes up as to the added value or importance of well-being in itself, as 

something in addition to the value or importance of those matters that are often considered 

constituents or contributors to well-being (e.g. happiness, pleasure, health, wealth, et cetera).831 The 

environment, and specifically environmental taxation, impacts matters such as economic growth, 

welfare, wealth, jobs, food, health, and happiness,832 and involves questions of justice and morality 

(for instance regarding distributional effects and the fairness of competition).833 While these matters 

can be of importance to well-being, it seems questionable whether their effect on well-being is a 

prerequisite for attributing value to those matters. Rather, it seems reasonable that issues such as 

justice and morality have an importance also independent from (their impact on) well-being. Or, in 

                                                             
828 Intergovernmental Panel on Climate Change, Global warming of 1.5 °C: an IPCC special report on the impacts of 
global warming of 1.5 °C above pre-industrial levels and related global greenhouse gas emission pathways, in the context 
of strengthening the global response to the threat of climate change, sustainable development, and efforts to eradicate 
poverty, Chapter 5, Final Government Draft 23 May 2018, for instance p. 35 and 42. 
829 The Declaration of the United Nations Conference on the Human Environment of 16 June 1972 can be accessed online 
via http://www.un-documents.net/unchedec.htm. Accessed 12 August 2019. Also see F. Pitrone, Environmental Taxation: 
a Legal Perspective, dissertation 2013/2014, Luiss Guido Carli University, pp. 18-19.  
830 The UNECE Convention on Access to Information, Public Participation in Decision-making and Access to Justice in 
Environmental Matters of 25 June 1998 can be accessed online via 
https://www.unece.org/fileadmin/DAM/env/pp/documents/cep43e.pdf. Accessed 12 August 2019. Also see F. Pitrone, 
Environmental Taxation: a Legal Perspective, dissertation 2013/2014, Luiss Guido Carli University, p. 24. 
831 Reference is made to section 3.1 of this research for an extensive discussion of the question as to the added value or 
importance of well-being in itself.  
832 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 9, 11, and 21.  
833 See section 6.1 of this research and the distributional and fairness aspects discussed there in light of the scoping of well-
being in environmental taxes.  
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other words, well-being may not be all that matters.834 Arguably, a major importance of well-being in 

matters of the environment, and of environmental taxation, is to ensure that public policy 

consideration goes beyond economic (welfare) aspects, and thus to call for further discussion of the 

more traditional emphasis from states on for instance economic production or income or other money-

oriented measurement items.835 Also, and as remarked earlier in this research,836 use of a well-being 

concept obliges states to consider environmental measures and effects not in isolation (for instance 

only with regard to income, or only with regard to health) but in integration, taking into account how 

different government policies affect each other and ultimately, how such policies impact the way life 

is going for the individuals concerned.  

                                                             
834 Compare E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University 
Press 2009, p. 127, where it is argued that there are good reasons to enforce moral norms even if this leads to lower 
average levels of well-being. 
835 Compare E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University 
Press 2009, pp. 6-7. This is particularly relevant if well-being is considered a more comprehensive concept than welfare, 
for instance involving ethical considerations and value judgments, and dependent also upon non-material aspects or upon 
non-scarce resources that determine the quality of our life. On distinctions between well-being and welfare, see for 
instance section 1.3 of this research.  
836 Compare for instance section 5.2 of this research.  
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6.3. State intervention in the environment  

Question 3 of the assessment framework requires states to explain why their intervention in the 

environment is needed. This in order to allow for a discussion of the proper aims and roles of states, and 

of the desirable level of state intervention. 

It is typically held that states should intervene in the environment, because of associated and otherwise 

unaddressed market failures.  

For instance, air pollution, noise, and parks and green spaces all have important (negative or positive) 

externalities, since decisions made and actions undertaken by individuals affect other individuals as 

well.837 Diener et al. considered these situations to provide a requirement for public intervention 

designed to increase positive externalities and decrease negative externalities.838  

Balmford and Bond described how the benefits of nature to people are frequently substantial, yet at the 

same time also generally non-marketed and public (e.g. fresh air).839 As a result, activities that carry 

negative consequences for the environment may make narrow economic sense, in that such activities 

like habitat conversion or overexploitation generate private gains for the firms involved.840 There is 

little to no market incentive for firms and households to take into account environmental damages 

caused, as these come at little to no cost to the polluter.841 However, those private gains are typically 

outweighed by accompanying societal losses, so that overall, the activities are detrimental.842  

Next to such negative externalities, environmental action is also characterised by market failures 

regarding positive externalities, namely in those situations where environmental benefits would accrue 

to others than the one investing in those actions, resulting in underinvestment.843   

                                                             
837 See, for instance, S. Smith, ‘Taxation and the Environment: Theoretical Framework’, p. 8 in International Fiscal 
Association, Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International.  
838 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, 
pp. 158-159.  
839 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1225. 
840 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, pp. 1226-1227.  
841 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 2.  
842 A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology Letters, 
2005, 8, p. 1227. 
843 EC, Communication from the Commission: Guidelines on State aid for environmental protection and energy 2014-
2020, 2014/C 200/13, para. 35.  



6. Well-being and environmental taxes 

171 
 

Furthermore, there are environmental market failures caused by asymmetric information (for instance 

resulting in uncertainty regarding risks and returns of projects, which uncertainty tends to be high for 

environmental investments that typically are long term), and by coordination failures.844   

As a result of such market failures, hardly any market price reflects the true overall cost (including 

environmental costs and benefits).845 These market failures are a main cause of environmental decline, 

and require adequate intervention that is often best achieved through collective (i.e. state) action.846  

For completeness’ sake, it deserves to be mentioned that states can already be obliged, under current 

law, to take environmental action. An example can be found in the judgment of the Court of Appeals of 

The Hague from October 2018, in which the Netherlands was found to violate its responsibilities 

towards the protection of civilians within its jurisdiction under Articles 2 (right to life) and 8 (right to 

respect for private and family life) of the European Convention on Human Rights, by not striving for 

an at least 25 per cent reduction of greenhouse gasses as per the end of 2020.847  

  

                                                             
844 EC, Communication from the Commission: Guidelines on State aid for environmental protection and energy 2014-
2020, 2014/C 200/13 and C 200/14, para. 35.  
845 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 46.  
846 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 9. Similarly, see OECD, Environmental 
Taxation: A Guide for Policy Makers, September 2011, p. 2. 
847 Dutch Court of Appeals The Hague, 9 October 2018, case number 200.178.245/01.  
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6.4. Environmental taxes compared to alternatives   

Question 4 of the assessment framework focuses on consideration of alternatives to environmental 

taxes, as integrated assessment of the pursuit of well-being aims by states necessitates taking stock of 

the different policy instruments available to government, also beyond taxation. States need to elaborate 

on how environmental taxes are assessed in comparison to alternative governmental measures, to 

identify advantages and drawbacks, and to facilitate a substantiated choice for one or the other.  

As proposed by Coase, it is desirable to compare different possible policy measures, taking into account 

the total effect of those measures in all spheres of life.848 The assessment of environmental taxes versus 

other public policy instruments is extensively discussed in literature.849 Here, an overview of main 

arguments is presented.  

Environmental taxes can be considered price- and market-based policy instruments, i.e. policy 

instruments that aim to achieve more reflective market prices.850 Other market-based policy instruments 

that can contribute to correcting market failures as regards environmental prices are for instance tradable 

emission rights, or subsidies for pollution reduction.851  

In comparison to tradable emission rights or other market-based instruments, stable environmental taxes 

can have the advantage of an ongoing and strong incentive to keep on innovating, whereas in the case 

of tradable emission rights, adoption of new technology may simply reduce the prices of the tradable 

rights/permits to a level below the optimal tax rate (and thus weaken incentives for innovation in the 

future).852 By further stimulating innovation, environmental taxes can thus help correct market failures 

(such as socially suboptimal lock-in effects) in the field of innovation as well.853 In addition, some argue 

that environmental taxes have a benefit over tradable emission rights in the form of revenue collection 

                                                             
848 R.H. Coase, ‘The Problem of Social Cost’, Journal of Law and Economics, October 1960, Vol. 3, p. 43.  
849 D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax Reform: Principles from Theory and Practice to Date’, 
IMF Working Paper, WP/12/180, July 2012, p. 6, note 6, provides an illustrative overview of literature on this point.  
850 E. Drissen & H.R.J. Vollebergh, ‘Monetaire milieuschade in Nederland: Een verkenning’, Policy Brief Planbureau voor 
de Leefomgeving, The Hague, 15 June 2018, 3206, p. 35.  
851 E. Drissen & H.R.J. Vollebergh, ‘Monetaire milieuschade in Nederland: Een verkenning’, Policy Brief Planbureau voor 
de Leefomgeving, The Hague, 15 June 2018, 3206, p. 35, and EEA, Well-being and the environment: Building a resource-
efficient and circular economy in Europe, EEA Signals 2014, Luxembourg: Publications Office of the European Union, p. 
47.  
852 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 23. 
853 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 23. Reference is made to chapter 5 (and 
notably section 5.3) of this research in regard to innovation, well-being, and taxation.   
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and the subsequent possibility to recycle such revenues into reduction of other (distortionary) taxes.854 

Environmental taxes are for instance seen as important policy tools to achieve a green growth oriented 

tax reform shift away from distortive corporate and personal income taxes and social security 

contributions.855 Others question whether such a benefit exists, as environmental taxes (of which the 

revenues are used to reduce other taxes) bring their own distortionary effects.856 Environmental taxes 

can therefore have similar excess burdens as, for instance, taxes on labour income.857 Attaching decisive 

weight to the revenue raising function of environmental taxes may thus be misguided. The choice for 

one or the other policy therefore also involves considerations other than revenue, such as ease of 

administration, enforceability, compliance, or political viability.858 Especially when environmental aims 

are pursued through tax incentives, the costs associated with those incentives may not always be 

proportionate to the environmental gain achieved. As example, tax incentives introduced by the 

Netherlands as of 2007 to stimulate fuel-efficient and electric driving for cars resulted in relatively low 

carbon dioxide emissions related to newly sold automobiles, and in a relatively high percentage of 

electric cars.859 These results came at the cost, however, of increased complexity, reduced tax revenue, 

high expenses, and increasing fraud.860 Based on evaluations provided by the Dutch government, a ton 

of carbon dioxide reduction through these tax incentives ‘cost’ the Netherlands approximately 1700 

euro in reduced tax revenue, whereas a ton of carbon dioxide emission rights was in 2019 priced in the 

market at around 25 euro.861 According to the Netherlands’ Court of Audit, the cost was even higher, 

                                                             
854 See, for instance, A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of 
Economic Research Working Paper Series, Working Paper 8458, September 2001, p. 38. Also see EEA, Environmental 
taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues Series No. 1, p. 18. 
855 OECD, Towards green growth: A summary for policy makers, May 2001, p. 8. 
856 See, for instance, D. Fullerton & G.E. Metcalf, ‘Environmental Taxes and the Double-Dividend Hypothesis: Did You 
Really Expect Something for Nothing?’, August 1997, paper prepared for “Symposium on Second-Best Theory”, National 
Bureau of Economic Research research program in Public Economics, pp. 2-3, and B.B. Jacobs & R.A de Mooij, ‘Pigou 
meets Mirrlees: On the irrelevance of tax distortions for the second-best Pigouvian tax’, Journal of Environmental 
Economics and Management 71, 2015, p. 107.    
857 D. Fullerton & G.E. Metcalf, ‘Environmental Taxes and the Double-Dividend Hypothesis: Did You Really Expect 
Something for Nothing?’, August 1997, paper prepared for “Symposium on Second-Best Theory”, National Bureau of 
Economic Research research program in Public Economics, p. 2. 
858 D. Fullerton & G.E. Metcalf, ‘Environmental Taxes and the Double-Dividend Hypothesis: Did You Really Expect 
Something for Nothing?’, August 1997, paper prepared for “Symposium on Second-Best Theory”, National Bureau of 
Economic Research research program in Public Economics, pp. 2-3 and p. 42. On administrative costs, reference is made 
to S. Smulders & H.R.J. Vollebergh, ‘Green Taxes and Administrative Costs: The Case of Carbon Taxation’, pp. 91-130 in 
C. Carraro & G.E. Metcalf, Behavioral and Distributional Effects of Environmental Policy, University of Chicago Press 
2001.   
859 Staatssecretaris van Financiën, ‘Keuzes voor een beter belastingstelsel’, AFP/2014/780, 16 September 2014, pp. 14-15, 
and the answers provided by the Dutch State Secretary of Finance to questions posed by the Dutch parliament, 2018-2019, 
Appendix, No. 1335, p. 3.     
860 Staatssecretaris van Financiën, ‘Keuzes voor een beter belastingstelsel’, AFP/2014/780, 16 September 2014, pp. 14-15. 
861 Staatssecretaris van Financiën, ‘Keuzes voor een beter belastingstelsel’, AFP/2014/780, 16 September 2014, pp. 14-15, 
and the answers provided by the Dutch State Secretary of Finance to questions posed by the Dutch parliament, 2018-2019, 
Appendix, No. 1335, p. 3. Also see M.P.A. Spanjers, ‘Milieumaatregelen en autobelastingen’, Weekblad Fiscaal Recht 
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namely almost 2000 euro per ton of carbon dioxide reduction.862 While the actual cost involved may be 

lower,863 this example nevertheless logically raises questions about the efficiency of the tax instrument.    

Compared to environmental taxes, subsidies can allow for better targeting (e.g. more calibrated to 

product characteristics), and can alleviate free-rider problems that may occur under broadly set taxes. 

However, the complexity of targeted subsidies brings with it higher administration and compliance 

costs, which in turn reduce the attractiveness of using subsidies as alternatives to environmental taxes.864 

And where subsidies and other environmental policy tools typically have to consider long-term horizons 

in order to see effects, many environmental taxes can work over shorter periods of time as well.865 

Subsidies can also result in efficiency disadvantages by incentivising too many firms to enter the 

market.866 Finally, subsidies effectively do not make the polluter pay for environmental damage, but 

rather have taxpayers (who may be suffering negative externalities from such environmental damage) 

pay in order to induce pollution reduction, which can go against perceptions of fairness in society.867   

Next to market-based policy instruments, governments can also use a whole range of non-market 

environmental instruments, such as command-and-control regulations (such as legislation, permits, 

bans, minimum performance standards, liability rules, and pollution quotas), state financing, or green 

tech support policies.868 Governments can engage in policies that establish or improve sustainable 

network infrastructure for energy, transport, water, and communications, and thus create conditions for 

                                                             
2015/1190. For current carbon dioxide emission prices within the European Union, reference can be made to 
https://sandbag.org.uk/carbon-price-viewer/. Accessed 12 August 2019.  
862 https://www.rekenkamer.nl/actueel/nieuws/2019/06/26/fiscaal-voordeel-elektrische-auto%E2%80%99s-dure-manier-
om-co2-uitstoot-terug-te-dringen. Accessed 12 August 2019.  
863 Bouman argued that the calculations made by the Dutch government are highly sensitive to the underlying assumptions, 
and recalculated the actual cost to be around 350 euro (rather than 1700 euro). See M. Bouman, ‘Heel Nederland moet aan 
de stekkerauto, tenzij dat onbetaalbaar blijkt’, Het Financieele Dagblad, 2 February 2019, p. 28. And Van de Weijer 
argued that the report from the Netherlands’ Court of Audit contains a number of erroneous assumptions. See C. van de 
Weijer, ‘Elektrische misrekening’, Het Financieele Dagblad, 6 July 2019, p. 22.  
864 K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper 
No. 19, 2009, pp. 26-27. 
865 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9.  
866 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 41.  
867 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 40. Related impacts on public support are discussed in 
section 6.10 of this research.  
868 See, for instance, EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, 
Environmental Issues Series No. 1, p. 13, 21, and 29; OECD, Towards green growth: A summary for policy makers, May 
2001, pp. 7-8, and; A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of 
Economic Research Working Paper Series, Working Paper 8458, September 2001, pp. 35-46.  
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environmental improvement.869 As market participants, states can boost markets of sustainable products 

or services through targeted procurement,870 or states can engage in partnerships with private firms to 

leverage financing and innovation opportunities, facilitate investment by major institutional partners, or 

upscale niche-ideas.871 And governments can launch information campaigns, to raise environmental 

awareness among firms and households, and to highlight available alternatives.872    

Generally, environmental taxes are quite favourably assessed in comparison to regulatory policy 

instruments (such as standards, quotas, or product bans).873 One of the main advantages of 

environmental taxes (and of other market-based instruments, such as tradable emission rights) compared 

to regulatory instruments, is that market-based instruments provide an efficient way to reduce 

environmental damage that can avoid deadweight losses.874 This, as market-based instruments, if 

properly set, induce polluters in a flexible way to optimally reduce pollution.875 Such market-based 

instruments therefore require less detailed information than regulation (under which the proper level of 

pollution reduction has to be set by the state), and thus result in lower administrative costs for states.876 

Moreover, environmental taxes can provide a continuing, dynamic incentive for polluters to reduce their 

pollution (for instance through green innovation), while regulatory instruments (such as quotas) only 

incentivise polluters up to a certain point.877 What is more, regulatory policies may prevent polluters 

                                                             
869 OECD, Towards green growth: A summary for policy makers, May 2001, p. 14.  
870 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 18. 
871 OECD, Towards green growth: A summary for policy makers, May 2001, p. 14, and EEA, Well-being and the 
environment: Building a resource-efficient and circular economy in Europe, EEA Signals 2014, Luxembourg: 
Publications Office of the European Union, p. 19. 
872 EEA, Well-being and the environment: Building a resource-efficient and circular economy in Europe, EEA Signals 
2014, Luxembourg: Publications Office of the European Union, p. 19, and OECD, Towards green growth: A summary for 
policy makers, May 2001, p. 8.  
873 See, for instance, K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental 
policy’, Working Paper No. 19, 2009, p. 3, and H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring 
possibilities within energy and climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 
2012, p. 13.   
874 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 38; N.Z. Muller & R. Mendelsohn, ‘Efficient Pollution 
Regulation: Getting the Prices Right’, The American Economic Review, December 2009, Vol. 99, No. 5, p. 1714.  
875 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 3; K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental 
policy’, Working Paper No. 19, 2009, p. 3.   
876 K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper 
No. 19, 2009, p. 3.  
877 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 18 and 22. Also see K. Kosonen & G. 
Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper No. 19, 2009, p. 3; S. 
Smith, ‘Taxation and the Environment: Theoretical Framework’, p. 9 in International Fiscal Association, Environmental 
Taxes and Charges, 1993, Vol. 18d, Kluwer Law International; EEA, Environmental taxes: Implementation and 
Environmental Effectiveness, Copenhagen 1996, Environmental Issues Series No. 1, p. 17. 
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from reducing pollution further than required, for fear of being faced with tougher limits in the future.878 

Namely, if polluters demonstrate that they are able to reduce their pollution beyond the required limits, 

regulatory authorities may be inclined to assign more strict limits going forward. The efficiency 

difference can generate substantial economic gains, and therefore attracts attention of policymakers.879 

Environmental taxes are likely to be particularly valuable when wide-ranging behavioural changes are 

needed across a large number of production and consumption activities, in which cases the costs of 

direct regulation would be (too) large.880 

In some cases regulatory policy instruments will be favoured over environmental taxes, for instance 

when specifically targeted measures are required to tackle location or source specific environmental 

damages, or when certainty must be had regarding the quantities of the environmental targets that will 

be reached.881 This, even though that with lack of (transparency in) information, it can be difficult for 

governments to set regulatory ceilings (quotas or permits) at the socially optimum level.882 Having very 

specific or targeted environmental taxes would likely result in too high administrative or compliance 

costs to be economically viable, and environmental taxes do not provide certainty on the amount of 

environmental damage reduction that will be achieved (given that the reduction of pollution depends on 

the efficiency assessment done by the polluters covered by the tax).883 Conventional command-and-

control instruments have proven to be very effective in directing change, and can be especially useful 

when environmental problems are complex, or when international coordination, needed for many 

                                                             
878 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 3.  
879 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 17. 
880 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 8. 
881 M. Hoel, ‘Emission Taxes versus Other Environmental Policies’, Scandinavian Journal of Economics 100(1), 1998, p. 
81. Also see K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, 
Working Paper No. 19, 2009, p. 6.  
882 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 14; A.L. Bovenberg & L.H. Goulder, 
‘Environmental taxation and regulation’, National Bureau of Economic Research Working Paper Series, Working Paper 
8458, September 2001, p. 38.    
883 Compare EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, 
Environmental Issues Series No. 1, p. 39. Also see D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National 
Bureau of Economic Research, July 2008, Working Paper 14197, p. 6. 
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market-based instruments, turns out to be unattainable.884 An outright ban might in certain instances be 

substantially easier to implement and enforce than a fine measurement tax.885 

A before discussed downside to environmental taxes is that such taxes, as with any taxes, can have 

distortive effects (for instance on labour and capital supply) that can result in substantial welfare and/or 

well-being costs if not properly compensated through other measures.886 Such distortive effects of 

environmental taxes can affect (international) competition (for instance resulting in direct and deliberate 

competition for environmental tax revenues), employment, and may adversely impact low-income 

groups (or have other distributive effects), and should therefore be taken into consideration in the 

comparative assessment made with policy alternatives.887 Environmental taxes may also not optimally 

work with firm decision-making structures, in the sense that firms may not have behavioural responses 

to taxes if the amounts at stake are perceived to be too small, and in such cases conventional measures 

may be more effective.888 Environmental taxes can also have adverse effects on the perceptions and 

attitudes of taxpayers, as paying environmental taxes could be seen as a legitimation of polluting 

behaviour.889 Or, environmental taxes could generate unintended behaviour that detracts from the 

environmental goal, such as how energy taxes may accelerate the depletion of fossil fuel if such taxes 

raise the expected future energy prices.890 

Of course, the assessment of environmental taxes versus other policy instruments depends significantly 

on the specifics of the environmental tax at hand. For instance, emission taxes come with uncertainty 

and associated monitoring and enforcement costs that can make other instruments preferable, 

notwithstanding the fact that emission taxes can be effectively targeted to the externality in question.891 

Furthermore, environmental taxes are noted to have the advantage of being more transparent in coverage 

                                                             
884 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 40. 
885 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 8.  
886 K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper 
No. 19, 2009, p. 3 and 5.  
887 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 7. Also see H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within 
energy and climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 19.   
888 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, pp. 4-5.  
889 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 6. 
890 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 7. 
891 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 43. 
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and costs than regulations or subsidies, and thus providing greater cost predictability.892 If, however, 

command-and-control instruments are favoured by governments over environmental taxes, this can 

often be explained from the perspective of outcome uncertainty and enforcement costs related to 

environmental taxes.893 And sometimes, a mixture of different policy instruments may be superior.894    

 

 

 

  

                                                             
892 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 3 and 7.  
893 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 57. 
894 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 44.  
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6.5. Overall net well-being impact of environmental taxes    

Question 5 of the assessment framework requires states to describe the (predicted or actual) net impact 

on well-being of government spending and taxing in the matter, as well as the relative contribution of 

the taxing effect of environmental taxes to that overall well-being impact. This, as in order to properly 

assess the well-being impact of environmental taxes, the net impact of both government taxing and 

spending in the matter should be taken into account.895 States should also assess and indicate who 

ultimately bears environmental taxes, and whose well-being is ultimately affected (in prediction or 

actuality) by those environmental taxes. 

Fullerton and Metcalf remarked that a proposal for an environmental tax is only half of a proposal, since 

any such proposal must also specify how the resulting revenues will be used, i.e. whether those revenues 

will reduce deficits, go to a specific spending program, or will be used for a specific tax reduction.896 

Similarly, Hoel highlighted the economists’ position that it is not particularly meaningful to assess the 

consequences of using an emission tax without at the same time assessing the consequences of using 

the resulting emission tax revenue.897 For example environmental taxes may, when viewed in isolation, 

have a regressive impact, in that they may disproportionally impact low-income households that 

generally spend a relatively large share of their income on polluting items while resulting environmental 

gains are to a large extent to the benefit of high-income households.898 However, the recycling of 

environmental tax revenues can subsequently mitigate these regressive effects.899  

Vollebergh noted that with any form of environmental pricing (including environmental taxation), 

governments should also be careful to properly integrate such pricing with existing instruments, in order 

to prevent unnecessary welfare losses.900 Especially in case of overlapping or conflicting objectives or 

                                                             
895 Compare R.H. Coase, ‘The Problem of Social Cost’, Journal of Law and Economics, October 1960, Vol. 3, p. 34 and 
43, who proposed to compare different possible social arrangements by taking into account the total social product yielded 
by those arrangements in all spheres of life.  
896 D. Fullerton & G.E. Metcalf, ‘Environmental Taxes and the Double-Dividend Hypothesis: Did You Really Expect 
Something for Nothing?’, August 1997, paper prepared for “Symposium on Second-Best Theory”, National Bureau of 
Economic Research research program in Public Economics, p. 2. 
897 M. Hoel, ‘Emission Taxes versus Other Environmental Policies’, Scandinavian Journal of Economics 100(1), 1998, p. 
92. 
898 K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper 
No. 19, 2009, p. 8. 
899 K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper 
No. 19, 2009, p. 8.  
900 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 39. 
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instruments, welfare and well-being losses can arise.901 Reinforcing or counteracting effects of other 

policy instruments must therefore be taken into account.902 

Furthermore, optimal approaches may oftentimes involve combinations of different instruments, such 

as penalising taxes combined with incentivising subsidies.903 Assessment and evaluation of the effects 

of environmental taxes should therefore not be done in isolation.904  

In-depth analysis is required in order to isolate the exact contributing effects of an environmental tax.905 

Such evaluations are not easy, as it is hard to disentangle environmental taxes from the larger policy 

packages that they are typically part of.906 This makes that the effects of the environmental tax ‘per se’ 

are not always clearly identifiable.907 In order to properly determine net effects on well-being, 

assessments should take account of exacerbating or offsetting effects of all relevant distortions in 

combination with the environmental tax, such as already existing taxes, other instruments, externalities, 

and other market failures.908 While complex, measurements of the effects of environmental taxes that 

also take into account the impact of for instance other existing instruments are however certainly 

possible.909 Coase proposed to use an opportunity cost approach when dealing with issues such as 

environmental taxes, to compare the total social product yielded by different policy arrangements and 

thus ensure that proper attention is given to other changes in the system that inevitably are associated 

with a corrective measure such as an environmental tax.910 And in order to assess the systemic changes 

that can ripple through the entire economy as a result of environmental policies, the OECD 

                                                             
901 Compare H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, pp. 25-26. 
902 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 29. 
903 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 5.  
904 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 38. 
905 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 29. 
906 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9. 
907 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9.  
908 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 244. 
909 For instance see H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, and the research and literature 
referenced there.  
910 R.H. Coase, ‘The Problem of Social Cost’, Journal of Law and Economics, October 1960, Vol. 3, p. 34 and 43.  
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recommended using comprehensive general equilibrium models such as the OECD ENV-Linkages 

Model.911  

What can be said in general, though, is that environmental taxes ‘per se’ can reasonably be expected to 

have both positive and negative well-being effects, under the different possible concepts of well-being. 

Positive environmental effects of environmental taxes are likely to generate positive well-being effects 

(for instance in the form of improved health or happiness).912 On the other hand, environmental taxes 

can be economically distortive, regressive (and therefore inequality increasing), and can for instance 

decrease job certainty and employment (through stimulating disruption of current business practices), 

all matters associated with potential negative well-being effects.913 Environmental aims can therefore 

conflict with well-being aims.914 This observation underlines that environmental taxes may best be 

focused on environmental concerns, and that aims other than environmental (such as particular well-

being aims insofar not environment-related) are best addressed via other, and perhaps complementary, 

policy instruments.915  

Environmental taxes often aim to have the polluter pay the tax. However, and especially with the current 

global forms of organisations and enterprises, it is not always easy to make the polluter pay.916 Polluting 

activities can be relocated to no or low-taxed countries,917 or environmental taxes can result in increased 

prices for inelastic goods and are in that way on-charged to consumers.  

In the latter case, it may ultimately be low-income consumers that relatively bear the higher 

environmental tax burdens, as those with low incomes are found to relatively consume more polluting 

goods than those with higher incomes.918 One could see in this a reason to exempt low-income 

                                                             
911 OECD, Towards green growth: A summary for policy makers, May 2001, p. 16. Also see J. Chateau, R. Dellink & E. 
Lanzi, ‘An Overview of the OECD ENV-Linkages Model’, OECD Environment Working Paper No. 65, June 2014, 
ENV/WKP(2014)2.  
912 See A. Balmford & W. Bond, ‘Trends in the state of nature and their implications for human well-being’, Ecology 
Letters, 2005, 8, p. 1225 and further, and H.F. Guite, C. Clark & G. Ackrill, ‘The impact of the physical and urban 
environment on mental well-being’, Public Health 120, 2006, pp. 1123-1124.  
913 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 7. Also see H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within 
energy and climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 19. The 
interactions of well-being, taxation, and employment are discussed in detail in chapter 7 of this research.  
914 The potential conflict of environmental aims with well-being aims was further discussed in section 6.1 of this research.  
915 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 1 and 5.  
916 Reference is made for instance to S. Caney, ‘Cosmopolitan Justice, Responsibility, and Global Climate Change’, 
Leiden Journal of International Law, 18, 2005, pp. 747-775, and J. Cohen & C. Sabel, ‘Extra Rempublicam Nulla 
Justitia?’, Philosophy & Public Affairs 2006, Vol. 34, No. 2, pp. 147-175.  
917 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 10.  
918 B.B. Jacobs & R.F. van der Ploeg, ‘Should Pollution Taxes Be Targeted At Income Redistribution?’, Tinbergen 
Institute Discussion Paper, 2017, TI 2017-070/VI, pp. 1-2.  
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consumers from these burdens,919 however, such could also be seen as a perverse endorsement for low-

income groups to pollute.920  

In case of environmental tax expenditures (such as accelerated tax depreciation for environmentally 

friendly investments), such expenditures effectively do not make the polluter pay for environmental 

damage, but rather have all taxpayers (who may be suffering negative externalities from environmental 

damage) pay in order to induce pollution reduction.921  

In general, the positive well-being effects of environmental ‘gains’ (e.g. reduced pollution, or improved 

natural conditions) generated through environmental taxes will not be limited to one specific group, as 

such environmental gains can be expected to spread through positive externalities to positively affect 

the well-being of many. Poorer regions and persons may be more exposed to environmental damages 

(e.g. fine-particles pollution, traffic noises or desertification of land),922 and at the same time, high-

income households’ well-being can be affected by ‘luxuries’ such as pristine wilderness or high quality 

public parks.923 

 

  

                                                             
919 S. Caney, ‘Cosmopolitan Justice, Responsibility, and Global Climate Change’, Leiden Journal of International Law, 18, 
2005, pp. 747-775.  
920 C. Knight, ‘Climate change and the duties of the disadvantaged: reply to Caney’, Critical Review of International 
Social and Political Philosophy 14(4), 2011, pp. 531-542. A somewhat different approach would be to compensate for 
negative impacts on poorer households through complementary, well-targeted programs, taking into account the effects of 
the entire tax and transfer system. See OECD, Towards green growth: A summary for policy makers, May 2001, p. 17.  
921 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 40.  
922 B.B. Jacobs & R.F. van der Ploeg, ‘Should Pollution Taxes Be Targeted At Income Redistribution?’, Tinbergen 
Institute Discussion Paper, 2017, TI 2017-070/VI, pp. 1-2. 
923 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 246.   
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6.6. Effectiveness and efficiency of environmental taxes    

Question 6 of the assessment framework requires states to explain how effective and efficient their 

environmental tax is (in prediction or in actuality) in achieving its well-being aims. Governments should 

explain how, and how often, the effectiveness and efficiency of their environmental taxes are monitored 

and evaluated, and what is done if an environmental tax shows ineffectiveness or inefficiency.  

There are various ways to substantiate the effectiveness of environmental taxes. The OECD remarked 

that ideally, the effectiveness of environmental taxes is assessed using a model that compares the 

environmental state in a situation with the instrument in place, with a situation where such an instrument 

is not introduced.924 However, such an assessment is complicated, and may not always be feasible, 

considering that environmental taxes are often used in combination with other instruments that may be 

thoroughly intermingled.925   

Oftentimes, partial or general equilibrium models are employed to analyse economic, environmental, 

and welfare effects of environmental taxes.926 Some examples of effectiveness assessments applied in 

literature are in addition discussed here. For instance, Allcott, Mullainathan, and Taubinsky 

approximated welfare effects of energy policies using both a theoretical model and numerical 

simulations, including estimations based on field experiments.927 And Bucciol, Montinari, and Piovesan 

collected data over a period of 10 years in order to estimate with a panel analysis the effectiveness of 

incentive-based schemes in increasing the ratio of sorted to total waste in Italy.928   

                                                             
924 OECD Working Party on Economic and Environmental Policy Integration, Economic instruments for pollution control 
and natural resources management in OECD countries: a survey, September 1999, 
ENV/EPOC/GEEI(98)35/REV1/FINAL, p. 91.  
925 OECD Working Party on Economic and Environmental Policy Integration, Economic instruments for pollution control 
and natural resources management in OECD countries: a survey, September 1999, 
ENV/EPOC/GEEI(98)35/REV1/FINAL, pp. 90-91.  
926 See, for instance, A.L. Bovenberg & L.H. Goulder, ‘Optimal Environmental Taxation in the Presence of Other Taxes: 
General-Equilibrium Analyses’, The American Economic Review, September 1996, p. 985; D. Fullerton & W. Wu, 
‘Policies for Green Design’, Journal of Environmental Economics and Management 36, 1998, pp. 131-132; J. Chateau, R. 
Dellink & E. Lanzi, ‘An Overview of the OECD ENV-Linkages Model’, OECD Environment Working Paper No. 65, June 
2014, ENV/WKP(2014)2; A.L. Bovenberg & R.F. van der Ploeg, ‘Optimal taxation, public goods and environmental 
policy with involuntary unemployment’, Journal of Public Economy 62, 1996, p. 67; A.L. Bovenberg & R.A. de Mooij, 
‘Environmental Levies and Distortionary Taxation’, The American Economic Review, September 1994, Vol. 84, No. 4, p. 
1088; T. Eichner & R. Pethig, ‘Corrective Taxation for Curbing Pollution and Promoting Green Product Design and 
Recycling’, Environmental and Resource Economics 25, 2003, pp. 477-478.  
927 H. Allcott, S. Mullainathan & D. Taubinsky, ‘Energy policy with externalities and internalities’, Journal of Public 
Economics 112, 2014, p. 72. 
928 A. Bucciol, N. Montinari & M. Piovesan, ‘Do not Trash the Incentive! Monetary incentives and waste sorting’, Harvard 
Business School Working Paper 11-093, 2011, pp. 1-5.  
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Likewise, and notwithstanding complexity and certain data challenges, there are various ways to 

substantiate the efficiency of environmental taxes.929 The efficiency assessment of environmental taxes 

often also involves the use of partial or general equilibrium models. For instance, Barrios, Pycroft, and 

Saveyn used a computable general equilibrium model to determine the potential economic distortions 

of labour versus green taxes, and to quantify welfare losses related to tax increases in the EU.930 Their 

analysis suggests that economic distortions caused by labour taxes are significantly larger than 

economic distortions caused by green taxes.931 Fullerton used a simple partial equilibrium model to 

show efficiency and distributional effects of different environmental policies,932 and Fullerton and West 

applied a general equilibrium model to determine that taxes on cars and gasoline (sometimes in 

combination with other policy instruments) can be as economically efficient as an emissions tax.933  

Assessments of environmental taxes should not only be done on beforehand, but should also be done 

after implementation to provide for regular monitoring and evaluation of the effectiveness of the 

measure at hand. Here again, the question of what would have happened without introduction of the 

environmental tax at hand is relevant, which requires a reconstruction of all relevant environmental and 

societal factors and their relationships, as well as the reinforcing or counteracting effects of other policy 

instruments, in quantitative or qualitative dynamic models.934   

Ex post evaluations of environmental taxes seem however rather scarce in practice, which primarily 

seems due to lack of data needed to perform such evaluations, because of methodological problems, and 

because of lack of practice and culture in evaluating policies.935   

                                                             
929 Compare EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, 
Environmental Issues Series No. 1, p. 28, in relation to the cost-effectiveness of environmental taxes. And more recently, 
see H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, and the research and literature referenced 
there. 
930 S. Barrios, J. Pycroft & B. Saveyn, ‘The marginal cost of public funds in the EU: the case of labour versus green taxes’, 
European Commission Taxation Papers, Working Paper No. 35, 2013, p. 1 and 7.  
931 S. Barrios, J. Pycroft & B. Saveyn, ‘The marginal cost of public funds in the EU: the case of labour versus green taxes’, 
European Commission Taxation Papers, Working Paper No. 35, 2013, p. 1. Their research also suggests that the 
effectiveness of green taxes would further increase if there were close coordination in the EU (ibid., p. 1).  
932 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 224 and 240. 
933 D. Fullerton & S.E. West, ‘Can Taxes on Cars and on Gasoline Mimic an Unavailable Tax on Emissions?’, Journal of 
Environmental Economics and Management 43, 2002, p. 135. 
934 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 29. 
935 OECD Working Party on Economic and Environmental Policy Integration, Economic instruments for pollution control 
and natural resources management in OECD countries: a survey, September 1999, 
ENV/EPOC/GEEI(98)35/REV1/FINAL, p. 90; EEA, Environmental taxes: Implementation and Environmental 
Effectiveness, Copenhagen 1996, Environmental Issues Series No. 1, p. 11 and 29.  
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In order to improve the monitoring and evaluation of environmental taxes ex post, a recommendation 

is therefore to build regular and proper evaluation into the process of designing and implementing 

environmental taxes, including the collection and processing of relevant data.936 Preferably, evaluations 

are done by institutions that are independent of the institutions that design and apply the environmental 

tax in question, to ensure optimal objectivity.937 The environmental tax also needs to reflect monitoring 

capabilities, and should allow measurement in a way that can discourage avoidance or evasion.938  

Assessed ineffectiveness in an environmental tax does not always mean that immediate alteration or 

abolition is desired, as environmental policies can involve long-term objectives as well as short-term 

objectives. For instance changing economic business models, consumer habits, patterns of growth, 

technological developments, and overarching infrastructure, are often long-term projects.939  

It is true that environmental problems sometimes call for urgent policy responses,940 and certain 

environmental taxes show effects over relatively short periods of time (for instance, over a period of 2 

to 4 years) in comparison to other environmental policy instruments.941 That said, a focus on short-term 

solutions can sometimes conflict with long-term policy goals.942 For instance, phasing out tax 

exemptions or fuel subsidies can have negative consequences for some countries or population groups 

in the short term, but is expected to have overall positive economic, environmental, and well-being 

impacts in the long term.943  

While the objectives of environmental policies are typically long-term, the time horizons of major 

investment decisions of enterprises or households are usually even longer.944 Shifting out of current 

                                                             
936 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 11 and 32; OECD Working Party on Economic and Environmental Policy Integration, Economic 
instruments for pollution control and natural resources management in OECD countries: a survey, September 1999, 
ENV/EPOC/GEEI(98)35/REV1/FINAL, p. 90; reference is also made to S. Smith & H.B. Vos, ‘Evaluating Economic 
Instruments for Environmental Policy’, 1997, OECD Paris.  
937 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 29.  
938 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), pp. 239-240. 
939 OECD, Towards green growth: A summary for policy makers, May 2001, p. 3.  
940 See, for instance, K. Moon, D. Blackman, T.D. Brewer & S.D. Sarre, ‘Environmental governance for urgent and 
uncertain problems’, Biological Invasions, March 2017, Vol. 19, Issue 3, pp. 785-797.  
941 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9 and 10. 
942 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 25.  
943 Compare OECD, Towards green growth: A summary for policy makers, May 2001, p. 17.  
944 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 36. 
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technologies and strategies comes with high costs.945 It is therefore important for environmental taxes 

to provide certainty, predictability, and continuity over long periods, in order to effectively stimulate 

investment and innovation that will help tackle environmental issues.946 This pleads against frequent or 

irregular changes to environmental taxes.  

At the same time, environmental taxes need to be sufficiently flexible and dynamic to change with new 

technologies and unexpected opportunities, and with economic or environmental developments.947 This 

flexibility, however, generates conflict with the certainty required for long-term investments, and 

therefore requires a thorough effectivity and efficiency assessment.948   

The question of whether a reform of environmental taxes is worthwhile, depends on whether the short-

term adjustment costs are less than the (present value of) expected future gains stemming from the 

reform.949 Such short-term costs that can affect well-being include, as pointed out by Fullerton, 

obsolescence of certain current employee skills and of physical capital, unemployment of workers, 

transport of capital and workers to new industries in new locations, retraining, costs in terms of equality 

or distribution from imposing temporary windfall gains and losses on particular groups in society, and 

possible additional costs of administration, compliance, monitoring, and enforcement.950 The future 

gains from a reform therefore need to be large enough to exceed the (well-being and other) losses 

associated with the reform.951  

As noted in section 6.1 of this research, it seems uncommon for environmental taxes to be explicitly 

related, in their wording or goal setting, to well-being. Existing assessments of the effectiveness of 

environmental taxes rather focus on concepts of (social) welfare.952 Inferences regarding generic design 

                                                             
945 OECD, Towards green growth: A summary for policy makers, May 2001, p. 8; H.R.J. Vollebergh, ‘Environmental 
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Assessment Agency, Policy Studies, 2012, p. 27.  
946 OECD, Towards green growth: A summary for policy makers, May 2001, p. 5. 
947 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 244; OECD, Towards green growth: A summary for policy makers, May 2001, p. 8; H.R.J. Vollebergh, 
‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, PBL Netherlands 
Environmental Assessment Agency, Policy Studies, 2012, p. 27. 
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2001, 68(2), p. 246.  
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2001, 68(2), p. 245.  
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2001, 68(2), p. 246.  
952 See, for instance, H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy 
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and implementation issues and recommendations as concerns the effectiveness and efficiency of 

environmental taxes are drawn here from such research.953 That said, there is of course no single way 

in which environmental taxes should be designed, implemented or evaluated, considering the potential 

presence of multiple externalities, the interaction between different policy instruments, and the various 

sources, forms, and relations of environmental damages.954   

A number of issues that concern the effectiveness of environmental taxes can be identified (listed in 

random order):  

 There are differences in opinion as to whether or not environmental taxes are more effective 

when their revenues are earmarked to be used for related environmental expenditures. Some 

literature suggests that such earmarking leads to significant contributions in effectiveness,955 

while other authors have rejected such claims.956  

 Environmental taxes do not seem to be the most effective instruments for revenue raising 

purposes. For one, effectively changing behaviour in a way that reduces environmental damages 

will result in reduced tax revenues generated through environmental taxes.957 It is therefore 

recommendable to focus on the careful design of environmental taxes that aim for important 

                                                             
R.F. van der Ploeg, ‘Optimal taxation, public goods and environmental policy with involuntary unemployment’, Journal of 
Public Economy 62, 1996, p. 61; International Monetary Fund, Fiscal Monitor April 2016: Acting Now, Acting Together, 
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IMF Working Paper 2012, WP/12/180, p. 8 and further; D. Fullerton & S.E. West, ‘Can Taxes on Cars and on Gasoline 
Mimic an Unavailable Tax on Emissions?’, Journal of Environmental Economics and Management 43, 2002, p. 146.  
953 Assessments of the effectiveness and efficiency of environmental taxes in light of (social) welfare can reasonably be 
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being. For distinctions often made between welfare and well-being, reference can be made to section 1.3 of this research.   
954 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 5. As an example of the diversity in 
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An overview of EU-27 countries’, Energy Policy 38, 2010, pp. 6000-6008.  
955 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9 and 36.  
956 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 10. Also see H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities 
within energy and climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 5, and S. 
Smulders & H.R.J. Vollebergh, ‘Green Taxes and Administrative Costs: The Case of Carbon Taxation’, p. 123 in C. 
Carraro & G.E. Metcalf, Behavioral and Distributional Effects of Environmental Policy, University of Chicago Press 
2001. 
957 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9; H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 15.  
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long-term environmental objectives, rather than on raising revenue via such environmental 

taxes.958  

 Similarly, environmental taxes should not be expected to significantly contribute to solving 

unemployment or distributive issues, as it will often require a package of instruments to achieve 

multiple objectives (e.g. environmental, employment, and distributive aims).959 Attempting to 

address multiple objectives via environmental taxes brings with it the risk of undermining the 

ability of the tax to achieve objectives in the first place.960 

 Existing subsidies, regulations, taxes, or other policy instruments may provide environmentally 

perverse effects, or may undermine the effects of environmental taxes.961 Careful coordination, 

design, and planning is therefore a necessity to prevent well-being losses caused by conflict or 

overlap.962  

 Environmental taxes can have substantial negative impacts on competitiveness, which can result 

in relocation of production or activities and related environmental damage to other sectors, 

regions, or states, and may result in overall environmental and/or social welfare losses.963 There 

is therefore usually a trade-off between environmental gains, maintaining competitiveness, and 

improving overall well-being.964 For many environmental concerns and especially in open 
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economies, the possibilities for effective national policy intervention through environmental 

taxes are limited if international coordination is not feasible.965  

 Environmental taxes lack effectiveness if they target technological development in areas that 

tend to build on existing technologies (such as based on fossil fuel), and that therefore face high 

costs associated to the adoption of new technologies.966 The introduction of complementary 

policy instruments that stimulate innovation is then recommendable to enhance effectiveness.967  

 Caution should be had against minor environmental taxes, as small incentives are unlikely to 

achieve behavioural changes and accompanying environmental gains.968  

 Environmental taxes alone may be insufficient to tackle environmental problems due to 

information asymmetries and other market failures, besides the environmental externalities that 

are being addressed via the environmental taxes.969  

Furthermore, various recommendations concerning the effectiveness of environmental taxes can also 

be identified (listed in random order): 

 Incentivising effects of environmental taxes can be increased if the environmental taxes result 

in a gradual and predictable increase of the market prices over long time periods, or 

alternatively, if existing exemptions or other tax expenditures are gradually reduced.970  

                                                             
965 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 5.  
966 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 35. 
967 Reference is made to chapter 5 of this research for a discussion of well-being, innovation, and taxation.  
968 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 8; OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 8. For 
example, Sonnenschein and Smedby concluded that air ticket taxes would need to be high to steer behaviour away from 
flying and achieve considerable carbon dioxide emissions reductions. See J. Sonnenschein & N. Smedby, ‘Designing air 
ticket taxes for climate change mitigation: insights from a Swedish valuation study’, Climate Policy November 2018, p. 
10, DOI: 10.1080/14693062.2018.1547678. Also see M. Keen, I. Parry & J. Strand, ‘Planes, ships and taxes: charging for 
international aviation and maritime emissions’, Economic Policy, October 2013, pp. 720-722, where it is remarked that, 
while the relatively limited behavioural response to ticket taxes seems to bring relatively small welfare gains through 
emission reduction, such ticket taxes do have a more substantial positive welfare impact through the offsetting of already 
existing tax distortions for the aviation industry.  
969 K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental policy’, Working Paper 
No. 19, 2009, pp. 9-11; OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, pp. 11-12. 
970 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 12 and 18; R.S.J. Tol, ‘The Economic Effects of Climate Change’, Journal of Economic Perspectives, 
spring 2009, Vol. 23, No. 2, p. 46. 
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 Environmental taxes work best when they are part of a policy package with other, 

complementary, instruments, which for instance stimulate green innovation, or raise 

environmental awareness.971    

 The rates of environmental taxes should be updated to continue to reflect a range of factors that 

can include inflation and real economic growth, environmental damage, changing preferences 

for environmental protection, and innovation developments.972 The process of updating the rates 

of environmental taxes to properly reflect these factors should be transparent upfront (to provide 

cost predictability, and prevent negative uncertainty effects of ad hoc adjustments at infrequent 

intervals), and could for instance include automatic indexing to annual inflation.973 

 Environmental taxes are most effective if they are directly targeted at the polluter or polluting 

externality that causes the environmental damage.974  

 Taxes that charge a fixed amount per unit of quantity (e.g. tonnes of emissions) are preferable 

to taxes that are charged as a percentage of the price of such units or goods, since the latter also 

cover activities not directly related to the environmental damage (such as management or 

marketing costs), and since the latter favour relatively cheap activities, which are often most 

polluting.975  

                                                             
971 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 11 and 17; OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, pp. 11-12; H. 
Allcott, S. Mullainathan & D. Taubinsky, ‘Energy policy with externalities and internalities’, Journal of Public Economics 
112, 2014, p. 72. Also see Intergovernmental Panel on Climate Change, Global warming of 1.5 °C: an IPCC special 
report on the impacts of global warming of 1.5 °C above pre-industrial levels and related global greenhouse gas emission 
pathways, in the context of strengthening the global response to the threat of climate change, sustainable development, 
and efforts to eradicate poverty, Chapter 2, Final Government Draft 4 June 2018, p. 81.  
972 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 7; H.R.J. Vollebergh, ‘Environmental 
taxes and Green Growth: Exploring possibilities within energy and climate policy’, PBL Netherlands Environmental 
Assessment Agency, Policy Studies, 2012, p. 39; D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax Reform: 
Principles from Theory and Practice to Date’, IMF Working Paper 2012, WP/12/180, p. 9.  
973 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 7. 
974 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 15. 
975 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 15. 
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 Environmental taxes would in many situations be most effective and lead to highest welfare and 

well-being gains if effective international cooperation would be achieved (for instance in the 

form of global carbon emission taxation).976  

Regarding the efficiency of environmental taxes, the following general observations on issues and 

recommendations can be made (again listed in random order):  

 To increase efficiency, environmental taxes should have a broad scope and be simple, 

containing as little exceptions as possible.977 Too detailed targeting decreases efficiency, as 

highly targeted taxes are costly to implement and monitor.978  

 To achieve efficiency and well-being gains through cost reduction (or in any case, to minimise 

efficiency losses), revenues from environmental taxes are likely best used to cut distortionary 

taxes.979  

 Administrative and compliance costs can be reduced where environmental taxes can be easily 

included in already existing tax systems (such as excise taxes, sales taxes, or value added taxes), 

instead of implementation via a separate, new tax system.980   

                                                             
976 K. Ryszka & C. Withagen, ‘Unilateral Climate Policies: Incentives and Effects’, Environmental and Resource 
Economics, 2016, p. 471 and 495; S. Smith, ‘Taxation and the Environment: Theoretical Framework’, pp. 12-13 in 
International Fiscal Association, Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International.    
977 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 1 and 5; D. Fullerton, A. Leicester & 
S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, Working Paper 14197, p. 8.  
978 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 17; D. Fullerton, ‘A Framework to 
Compare Environmental Policies: Association Lecture’, Southern Economic Journal 2001, 68(2), p. 238. Of course, less-
targeted environmental taxes have drawbacks as regards effectivity. Some however argue for adjusted emission taxes 
depending on their source and related costs. See H. Cremer & F. Gahvari, ‘Imperfect observability of emissions and 
second-best emission and output taxes’, Journal of Public Economics 85, 2002, p. 403, and N.Z. Muller & R. Mendelsohn, 
‘Efficient Pollution Regulation: Getting the Prices Right’, The American Economic Review, December 2009, Vol. 99, No. 
5, pp. 1714-1739.  
979 See, for instance, H. Allcott, S. Mullainathan & D. Taubinsky, ‘Energy policy with externalities and internalities’, 
Journal of Public Economics 112, 2014, pp. 72-73; A.L. Bovenberg & R.A. de Mooij, ‘Environmental Levies and 
Distortionary Taxation’, The American Economic Review, September 1994, Vol. 84, No. 4, p. 1089; A.L. Bovenberg & 
L.H. Goulder, ‘Optimal Environmental Taxation in the Presence of Other Taxes: General-Equilibrium Analyses’, The 
American Economic Review, September 1996, p. 988; D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax 
Reform: Principles from Theory and Practice to Date’, IMF Working Paper 2012, WP/12/180, pp. 15-16. Also see 
Intergovernmental Panel on Climate Change, Global warming of 1.5 °C: an IPCC special report on the impacts of global 
warming of 1.5 °C above pre-industrial levels and related global greenhouse gas emission pathways, in the context of 
strengthening the global response to the threat of climate change, sustainable development, and efforts to eradicate 
poverty, Chapter 4, Final Government Draft 4 June 2018, pp. 91-92. 
980 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 39; H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 15; D. Fullerton, A. 
Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, Working Paper 14197, p. 
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 It is often argued that optimal environmental taxes should be set below the marginal social 

benefit (or in other words, below the Pigouvian rate that reflects the marginal external damage 

from the polluting activity).981 This, to take into account that environmental taxes bring 

additional costs, for instance in the form of monitoring costs, distributional effects, and 

increases of labour distortions.982  

 Environmental taxes should be sufficiently substantial in order to outweigh related 

administrative and compliance costs.983  

 

 

 

  

                                                             
9; S. Smith, ‘Taxation and the Environment: Theoretical Framework’, p. 9 in International Fiscal Association, 
Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International.   
981 A.L. Bovenberg & L.H. Goulder, ‘Optimal Environmental Taxation in the Presence of Other Taxes: General-
Equilibrium Analyses’, The American Economic Review, September 1996, p. 988; H. Cremer & F. Gahvari, ‘Imperfect 
observability of emissions and second-best emission and output taxes’, Journal of Public Economics 85, 2002, p. 403. See 
also B.B. Jacobs & R.A de Mooij, ‘Pigou meets Mirrlees: On the irrelevance of tax distortions for the second-best 
Pigouvian tax’, Journal of Environmental Economics and Management 71, 2015, pp. 90-108, and the literature discussed 
there.   
982 A.L. Bovenberg & L.H. Goulder, ‘Optimal Environmental Taxation in the Presence of Other Taxes: General-
Equilibrium Analyses’, The American Economic Review, September 1996, p. 988.   
983 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 239.  
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6.7. Legality and legitimacy of environmental taxes    

Question 7 of the assessment framework requires states to verify and substantiate whether their 

environmental taxes conform to applicable law and regulations, and to what extent those taxes conflict 

with (tax or other) principles, such as certainty or equality, underlying the law.  

International, supranational, and national bodies of rules or laws restrict the possibilities for 

environmental taxes. For instance, environmental taxes can be in conflict with the EU’s internal market, 

or with the WTO rules.984 Without trying to provide an exhaustive overview, these and some other ways 

in which environmental taxes may conflict with applicable laws or regulations are highlighted here.985  

Within the EU, some aspects of environmental taxes are regulated at EU level. Notably, Council 

Directive 2003/96/EC of 27 October 2003 sets an EU framework (including minimum levels of taxation 

and obligatory exemptions) for the taxation of energy products and electricity.986 Tax laws of EU 

Member States need to adhere to the requirements set out in this directive, so as to not infringe on the 

legality of the taxes imposed.987  

Furthermore, environmental taxes of EU Member States are also subject to negative harmonisation in 

the context of EU law, via ECJ case law on fundamental freedoms and State aid.988 Examples of such 

cases are discussed next.  

In 2009, the ECJ ruled that a Sardinian tax on stopovers for tourist purposes by aircrafts used for the 

private transport of persons, or by recreational crafts, to be imposed only on operators whose tax 

                                                             
984 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental Issues 
Series No. 1, p. 9 and 33.  
985 As indicated before, an exhaustive and in-depth discussion of the exact delimitation of the fiscal sovereignty of states or 
of the conformity with applicable law and regulations is outside the scope of this (predominantly normatively oriented) 
research.  
986 For a discussion of Council Directive 2003/96/EC, see for instance M. Rosenstock, ‘Environmental Taxation within the 
European Union, Cyprus Economic Policy Review, 2014, Vol. 8, No. 2, pp. 113-123, and A. Bosman, ‘Verbruik 
elektriciteit voor productie van elektriciteit; verplichte vrijstelling’, NLFiscaal, 26 July 2018, Vol. 3, No. 30, 2018/1592, 
pp. 35-39.   
987 See, for instance, ECJ, 27 June 2018, C-90/17 (Turbogás — Produtora Energética SA v Autoridade Tributária e 
Aduaneira), on the interpretation of Council Directive 2003/96/EC with respect to a Portuguese excise duty on electricity 
consumption.  
988 For an extensive discussion of the European rules surrounding State aid for environmental protection, reference is made 
to C. Quigley, European State Aid Law and Policy, Hart Publishing 2015, Third Edition, pp. 371-402. Also see E. Grabitz 
& C. Zacker, ‘Scope for action by the EC Member States for the improvement of environmental protection under EEC 
law: the example of environmental taxes and subsidies’, Common Market Law Review 26, 1989, pp. 423-447; M. 
Rosenstock, ‘Environmental Taxation within the European Union, Cyprus Economic Policy Review, 2014, Vol. 8, No. 2, 
pp. 113-123; X. Oberson, ‘Some Legal Issues Raised by Eco-Taxes’, p. 22 in International Fiscal Association, 
Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International. 
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domicile is outside the territory of Sardinia, is precluded by the freedom to provide services, and also 

constituted State aid in favour of undertakings established in Sardinia.989 The tax was found to restrict 

the freedom to provide services, as application of that tax made the concerned services more costly for 

taxpayers established in other EU Member States. The Region of Sardinia argued that, under the 

objective of protection of the environment, free-riders otherwise not taxed in Sardinia should be 

considered different from general taxpayers in Sardinia, yet the ECJ ruled that in terms of the 

consequences for the environment, all natural and legal persons who receive the services in question are 

in an objectively comparable situation with regard to that tax, irrespective of where they reside or are 

established.990 And even if such a tax could be justified on public interest grounds and, in particular, by 

environmental protection and public health requirements, it was found not to be appropriate or necessary 

for the attainment of those general objectives, as aircraft and boats of residents and non-residents alike 

contribute to environmental damage through pollution.991 Neither could the tax be justified by the fact 

that residents of the region paid other taxes which contributed to operations for the protection of the 

Sardinian environment, as these different taxes did not pursue the same objectives.992 Next, from the 

perspective of the EU State aid rules, the exclusion from tax liability of operators of aircrafts used for 

the private transport of persons, or of recreational crafts, who had their tax domicile in the territory of 

the region of Sardinia, was considered not to be a general measure, but rather State aid. In its reasoning, 

the ECJ again referred to the nature and objectives of that tax to find that all natural and legal persons 

who receive stopover services in Sardinia are in an objectively comparable situation, irrespective of 

their place of residence or the place where they are established.993  

On 4 June 2015, the ECJ ruled that a German tax on the use of nuclear fuel to produce electricity, 

intended to make the polluter pay for rehabilitation of the sites where radioactive waste from the use of 

nuclear fuel is stored, did not constitute State aid, as it was not a selective measure.994 In the light of the 

objective pursued by those rules, other methods of producing electricity were namely not in a factual 

and legal situation that is comparable to that of the production method based on nuclear fuel, as only 

that latter method generates radioactive waste arising from the use of such fuel.995 

                                                             
989 ECJ, 17 November 2009, C-169/08 (Presidente del Consiglio dei Ministri v Regione Sardegna).  
990 ECJ, 17 November 2009, C-169/08 (Presidente del Consiglio dei Ministri v Regione Sardegna), paras. 33-39.  
991 ECJ, 17 November 2009, C-169/08 (Presidente del Consiglio dei Ministri v Regione Sardegna), paras. 40-45. 
992 ECJ, 17 November 2009, C-169/08 (Presidente del Consiglio dei Ministri v Regione Sardegna), paras. 46-49. 
993 ECJ, 17 November 2009, C-169/08 (Presidente del Consiglio dei Ministri v Regione Sardegna), paras. 55-64. 
994 ECJ, 4 June 2015, C-5/14 (Kernkraftwerke Lippe-Ems GmbH v Hauptzollamt Osnabrück), paras. 78-80.  
995 ECJ, 4 June 2015, C-5/14 (Kernkraftwerke Lippe-Ems GmbH v Hauptzollamt Osnabrück), para. 79. 
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In April 2018, the ECJ again had to rule on taxes with a (partial) environmental objective from the 

perspective of both the fundamental freedoms and the State aid rules. This time, it concerned Spanish 

regional taxes on large retail establishments within Catalonia, Asturias, and Aragon.996 The aim was to 

use the revenue from those taxes to fund environmental action and town and country planning, in order 

to offset the potential impact that those large retail establishments have on the territory and the 

environment.997 Taking the case involving Catalonia as an example here, the ECJ ruled that the tax at 

hand did not appear to violate the freedom of establishment, as the legislation in question laid down a 

criterion relating to the sales area of the establishment, and did not appear to disadvantage in most cases 

nationals from other EU Member States or companies whose seat is in another EU Member State.998 As 

regards State aid, the ECJ ruled that a condition relating to sales area thresholds, in order to distinguish 

between undertakings with a greater or lesser environmental impact, is consistent with the objectives of 

contributing towards environmental protection and town and country planning, and the exemption of 

smaller retail establishments therefore did not constitute positive discrimination.999 Likewise, the total 

tax exemption granted to collective retail establishments and individual retail establishments pursuing 

the business of a garden centre or of selling vehicles, construction materials, machinery, or industrial 

supplies, as well as the 60 per cent reduction of the tax base for establishments selling furniture, sanitary 

ware, and doors and windows, and for those that are do-it-yourself stores, may be justified as those 

activities require large sales areas that are not intended to attract the greatest number of consumers or 

increase flows of customers who travel there by private vehicle, and will therefore have fewer adverse 

effects on the environment and on town and country planning.1000 An exemption of collective large 

retail establishments, by contrast, was found to constitute State aid, as it created a distinction between 

categories of establishments that are objectively in a comparable situation in the light of the objectives 

of environmental protection and town and country planning.1001  

                                                             
996 ECJ, 26 Aril 2018, cases C-233/16 to C-237/16 (Asociación Nacional de Grandes Empresas de Distribución 
(ANGED)).  
997 ECJ, ‘Regional taxes in Spain on large establishments are compatible with EU law’, Press Release No. 57/18, 
Luxembourg, 26 April 2018.  
998 ECJ, 26 Aril 2018, case C-233/16 (Asociación Nacional de Grandes Empresas de Distribución (ANGED) v Generalitat 
de Catalunya), paras. 32-35.  
999 ECJ, 26 Aril 2018, case C-233/16 (Asociación Nacional de Grandes Empresas de Distribución (ANGED) v Generalitat 
de Catalunya), paras. 52-56. 
1000 Whether that is in fact the case, is for the referring court to determine. ECJ, 26 Aril 2018, case C-233/16 (Asociación 
Nacional de Grandes Empresas de Distribución (ANGED) v Generalitat de Catalunya), paras. 57-60.  
1001 ECJ, 26 Aril 2018, case C-233/16 (Asociación Nacional de Grandes Empresas de Distribución (ANGED) v Generalitat 
de Catalunya), paras. 61-68.  
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Furthermore, and according to the ECJ, the effective protection and sustainable management of forests 

and forest areas are environmental issues of a cross-border kind that imply a common responsibility of 

the EU Member States, considering that one forest area can extend across multiple jurisdictions.1002 The 

ECJ thus found in November 2018 that a Belgian inheritance tax exemption applicable only to 

sustainable forests located in Belgium, which exemption was motivated by aims of environmental 

protection, constituted an unjustified infringement of the European free movement of capital.1003    

The EC has, on various occasions, issued guidance on the interaction of environmental taxes and the 

EU State aid rules. Comparable to the ECJ rulings discussed just now, the Commission stipulated that 

the structure of certain special-purpose levies (and in particular their tax bases), such as environmental 

taxes imposed to discourage certain activities or products that have an adverse effect on the 

environment, will normally integrate the policy objectives pursued. In such cases, a differentiated 

treatment for activities or products whose situation is different from the situation of those activities or 

products which are subject to the tax as regards the intrinsic objective pursued, does not constitute a 

derogation.1004 However, when environmental taxes do create a distinction between categories of 

undertakings that are objectively in a comparable situation, external objectives, such as environmental 

objectives, cannot be successfully invoked in order to justify the difference in treatment.1005 Similarly 

as with R&D and innovation,1006 there are guidelines from the EC that outline common assessment 

principles for State aid for environmental protection and energy.1007 In order to ensure compatibility 

with the internal market, the EC assesses environmental taxes on their contribution to a well-defined 

objective of common interest (i.e. achieving a competitive, sustainable, and secure energy system in a 

well-functioning EU energy market), necessity (i.e. tackling otherwise existing market failures such as 

negative externalities not adequately reflected in prices, positive externalities leading to 

                                                             
1002 ECJ, 22 November 2018, case C-679/17 (Vlaams Gewest v Johannes Huijbrechts), paras. 25-26.  
1003 ECJ, 22 November 2018, case C-679/17 (Vlaams Gewest v Johannes Huijbrechts), para. 43. 
1004 EC, Notice on the notion of State aid as referred to in Article 107(1) of the Treaty on the Functioning of the European 
Union, 2016/C 262/1, para. 136. Reference is also made to the EC’s Notice on the application of the State aid rules to 
measures relating to direct business taxation, 98/C 384/03, para. 13, where it was remarked that measures that apply 
without distinction to all firms and to the production of all goods, and that pursue general economic policy objectives 
through a reduction of the tax burden related to environmental production costs, do not constitute State aid. The before 
mentioned notice was repealed by the EC’s Notice on the notion of State aid as referred to in Article 107(1) of the Treaty 
on the Functioning of the European Union, 2016/C 262/1. 
1005 EC, Notice on the notion of State aid as referred to in Article 107(1) of the Treaty on the Functioning of the European 
Union, 2016/C 262/1, paras. 138-140. Environmental objectives can then only be invoked under Article 107(3) TFEU in 
determining whether a measure that is classifiable as State aid is nevertheless compatible with the internal market.  
1006 See section 5.7 of this research.  
1007 Communication from the Commission, Guidelines on State aid for environmental protection and energy 2014-2020, 
2014/C 200/01, Official Journal of the European Union, 28 June 2014. From 14 May 2019 until 19 July 2019, there was a 
targeted consultation for the evaluation of these Guidelines on State aid for environmental protection and energy 2014-
2020.  
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underinvestment, asymmetric information, and coordination failures), appropriateness (i.e. the objective 

not being achievable via other, less distortive, instruments), incentive effect (e.g. not subsidising 

windfall gains), proportionality (limited to the amount needed), avoidance of undue negative effects on 

competition and trade, and transparency.1008 According to the EC, environmental taxes should reflect 

the overall costs to society, and therefore the amount of tax paid per unit of emission should in principle 

be the same for all emitting firms.1009 

Environmental taxes, applied by WTO members, also need to conform to the requirements following 

from the WTO agreements.1010 The non-discrimination requirements following from these agreements, 

such as requirements of national and most-favoured-nation treatment, can affect environmental taxes, 

notwithstanding that exceptions, carve-outs, and lack of use in practice may again mitigate their 

impact.1011 Similar as with (tax) incentives for innovation, environmental tax incentives are, for 

instance, in principle actionable under the WTO rules on subsidies.1012 Furthermore, environmental 

taxes in the form of tariffs (taxes or duties levied on imports or exports) can run counter to the WTO’s 

General Agreement on Tariffs and Trade.1013  

Other restrictions may for instance be imposed through constitutions (e.g. equality requirements), 

international treaties (such as the European Convention on Human Rights, and the International 

Covenant on Civil and Political Rights), (other) trade agreements (such as the North American Free 

Trade Agreement), double tax conventions, or may concern more political, non-binding restrictions via 

                                                             
1008 Communication from the Commission, Guidelines on State aid for environmental protection and energy 2014-2020, 
2014, Official Journal of the European Union, 28 June 2014, c 200/11 to c 200/21.  
1009 Communication from the Commission, Guidelines on State aid for environmental protection and energy 2014-2020, 
2014, Official Journal of the European Union, 28 June 2014, c 200/32, para. 167. Reductions or exemptions from 
environmental taxes can adversely impact the environmental objectives and should therefore, according to the EC, only be 
applied in exceptional situations (ibid.).  
1010 Reference is made to section 5.7 of this research, and the literature mentioned there.    
1011 Reference is made to section 5.7 of this research, and the literature mentioned there.       
1012 While certain subsidies for environmental protection used to be non-actionable under the WTO’s green-light category, 
this category has lapsed in 2000. For further discussion, reference is made to K. Maskus, ‘Research and Development 
Subsidies: A Need for WTO Disciplines?’, E15 Task Force on Rethinking International Subsidies Disciplines Think Piece, 
July 2015, p. 1 and 4; D. Xu, Interactions between Chinese Tax Incentives and WTO’s Subsidy Rules against the 
Background of EU State Aid, doctoral thesis Tilburg University, 2016, p. 175, and; C. Micheau, State Aid, Subsidy and Tax 
Incentives under EU and WTO Law, Wolters Kluwer Series on International Taxation, 2014, Vol. 45, p. 120.   
1013 In this regard, also see M. Hoel, ‘Should a carbon tax be differentiated across sectors?’, Journal of Public Economics 
59, 1996, p. 30; D. Heine, J. Norregaard & I.W.H. Parry, ‘Environmental Tax Reform: Principles from Theory and 
Practice to Date’, IMF Working Paper 2012, WP/12/180, p. 18; S.O. Lodin, ‘Eco-Taxes, Neutrality and Competition’, p. 
20 in International Fiscal Association, Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International; X. 
Oberson, ‘Some Legal Issues Raised by Eco-Taxes’, p. 22 in International Fiscal Association, Environmental Taxes and 
Charges, 1993, Vol. 18d, Kluwer Law International. 
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soft-law instruments (such as the European’s Code of Conduct for business taxation, or the reviews 

conducted by the OECD’s Forum on Harmful Tax Practices).1014  

Question 7 of the assessment framework also asks states to explain the extent to which a certain 

environmental tax conflicts with (tax or other) principles that underlie the law, such as certainty or 

equality, and to motivate, where applicable, why well-being is accorded decisive weight. Notable 

examples are discussed here.  

As with any instrument intended to influence behaviour, environmental taxes can conflict with freedom 

and autonomy, or individual liberty.1015 To minimise such concerns, environmental taxes could be 

drafted in such a way that, by default, environmentally beneficial and sustainable activities are 

stimulated, while the freedom for taxpayers to opt out is also sufficiently secured.1016   

Furthermore, and as discussed in sections 6.4 and 6.5 of this research, environmental taxes may 

disproportionally impact low-income households that generally spend a relatively large share of their 

income on polluting items, while resulting environmental gains are to a large extent to the benefit of 

high-income households.1017 Environmental taxes that result in a full reflection of the extra 

environmental costs in market prices may therefore be considered undesirable from perspectives of 

distributive justice, unless low-income households are compensated for these negative impacts through 

complementary, well-targeted programs, taking into account the effects of the entire tax and transfer 

system.1018 On the other hand, compensating or exempting low-income, polluting, households conflicts 

with the idea of making the polluter pay.1019 In a comparable line of reasoning, environmental taxes can 

                                                             
1014 Reference can be made to F. Pitrone, Environmental Taxation: a Legal Perspective, dissertation 2013/2014, Luiss 
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1015 X. Oberson, ‘Some Legal Issues Raised by Eco-Taxes’, p. 22 in International Fiscal Association, Environmental Taxes 
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1016 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
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1017 See, for instance, K. Kosonen & G. Nicodème, ‘Taxation Papers: the role of fiscal instruments in environmental 
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1018 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
Issues Series No. 1, p. 46; OECD, Towards green growth: A summary for policy makers, May 2001, p. 17.  
1019 C. Knight, ‘Climate change and the duties of the disadvantaged: reply to Caney’, Critical Review of International 
Social and Political Philosophy 14(4), 2011, pp. 531-542; M. Rodi, ‘Tax Expenditures for Environmental Purposes’, p. 95 
in International Fiscal Association, Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International. 



6. Well-being and environmental taxes 

199 
 

raise concerns from the perspective of equal treatment, if the effects of such environmental taxes are 

particularly felt in certain regions or parts of the population, or if those taxes lead to discrimination 

between (otherwise comparable) economic activities.1020 More generally, environmental taxes, at least 

when viewed in isolation, can conflict with conceptions of ability-to-pay, as environmental taxes are 

typically based on the contribution to pollution (and may therefore have stronger incentivising effects 

on lower-income taxpayers).1021  

Environmental taxes can also affect competition in a way that is perceived to be unfair, when 

environmental taxes are in effect primarily borne by certain groups (for instance by domestic rather than 

by foreign enterprises).1022  

Effective environmental taxes that are directly targeted towards polluters or pollution can furthermore 

be at odds with striving for simplicity.1023 Likewise, if flexibility is built into environmental taxes to 

cope with developments in technology, inflation, economy, and the environment, such flexibility can 

be at odds with (legal) certainty.1024   

                                                             
1020 X. Oberson, ‘Some Legal Issues Raised by Eco-Taxes’, p. 22 in International Fiscal Association, Environmental Taxes 
and Charges, 1993, Vol. 18d, Kluwer Law International; OECD, Towards green growth: A summary for policy makers, 
May 2001, p. 17; H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 33; OECD, Environmental 
Taxation: A Guide for Policy Makers, September 2011, p. 5. Also see M. Keen, I. Parry & J. Strand, ‘Planes, ships and 
taxes: charging for international aviation and maritime emissions’, Economic Policy, October 2013, pp. 722-723, where it 
is discussed that, although most of the burden of higher air ticket taxes typically falls on relatively well-off travellers, there 
can also be impacts on low-income countries (e.g. on certain tourist destinations) that may conflict with principles of equal 
treatment.  
1021 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 10; A. Bucciol, N. Montinari & M. 
Piovesan, ‘Do not Trash the Incentive! Monetary incentives and waste sorting’, Harvard Business School Working Paper 
11-093, 2011, p. 14. Compare E.C.C.M. Kemmeren, 'If We Need a Destination-Based Corporate Income Tax, Do We Also 
Need a Production-Based Consumption Tax?', pp. 151-153 in J. Monsenego and J. Bjuvberg (eds.), International Taxation 
in a Changing Landscape - Liber Amicorum in Honour of Bertil Wiman, Kluwer Law International 2019, where it is 
argued that the ability-to-pay-time-line of a person, that should be taken into account in a proper and comprehensive 
system of wealth taxation, can also justify certain consumption taxes.  
1022 S.O. Lodin, ‘Eco-Taxes, Neutrality and Competition’, pp. 17-20 in International Fiscal Association, Environmental 
Taxes and Charges, 1993, Vol. 18d, Kluwer Law International; OECD, Environmental Taxation: A Guide for Policy 
Makers, September 2011, p. 10. 
1023 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 5 and 10.  
1024 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 246.  
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6.8. Political process risks associated with environmental taxes    

Question 8 of the assessment framework asks which political process risks are associated with 

environmental taxes, and in case of risks posed, what is done to manage those risks. 

Environmental policy, aimed primarily at long-term change, faces uncertainty in the form of 

developments, and therefore needs to be flexible enough to allow for policy adjustments along the 

way.1025 The same goes for environmental taxes.1026 Such flexibility however also has drawbacks that 

may pose risks to political processes. For instance, the required level of flexibility to make adjustments 

to environmental taxes may attract efforts of special interest groups to try and influence future 

regulations.1027 Increased pre-legislative scrutiny of tax proposals is a way to mitigate the risks of 

distortive lobbying.1028 Setting appropriate time horizons, including for monitoring and evaluation, can 

further limit the political process drawbacks of flexibility.1029  

Also, the required level of flexibility may induce a delegation of powers to executive authorities, 

potentially at odds with requirements of legality and representation.1030 Article 1 of the UNECE 

Convention on Access to Information, Public Participation in Decision-making and Access to Justice in 

Environmental Matters outlines that, “In order to contribute to the protection of the right of every person 

of present and future generations to live in an environment adequate to his or her health and well-being, 

each Party shall guarantee the rights of access to information, public participation in decision-making, 

and access to justice in environmental matters in accordance with the provisions of this Convention.”1031 

A legal issue that has also been raised with regard to environmental taxes, is the difficulty for federal 

countries (such as the United States of America, or Switzerland) to allocate power between the federal 

                                                             
1025 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 27.  
1026 See section 6.6 of this research as regards adjustments to environmental taxes in the face of ineffectiveness or 
inefficiency. 
1027 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 27. 
1028 Compare the remarks made in section 5.8 of this research as regards managing political process risks posed by tax 
incentives for innovation.  
1029 Compare H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 27. 
1030 X. Oberson, ‘Some Legal Issues Raised by Eco-Taxes’, pp. 21-22 in International Fiscal Association, Environmental 
Taxes and Charges, 1993, Vol. 18d, Kluwer Law International. 
1031 The UNECE Convention on Access to Information, Public Participation in Decision-making and Access to Justice in 
Environmental Matters of 25 June 1998 can be accessed online via 
https://www.unece.org/fileadmin/DAM/env/pp/documents/cep43e.pdf. Accessed 12 August 2019. Also see F. Pitrone, 
Environmental Taxation: a Legal Perspective, dissertation 2013/2014, Luiss Guido Carli University, p. 24. 
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and state government, depending on whether such an instrument is treated as an act of environmental 

protection or rather as a tax.1032  

 

  

                                                             
1032 X. Oberson, ‘Some Legal Issues Raised by Eco-Taxes’, p. 21 in International Fiscal Association, Environmental Taxes 
and Charges, 1993, Vol. 18d, Kluwer Law International. 
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6.9. Character traits stimulated by environmental taxes    

Question 9 of the assessment framework asks states to indicate which character traits are stimulated by 

their environmental taxes, to be able to discuss the desirability (or virtuousness) thereof.  

There are many ways in which environmental taxes can be used to stimulate character traits that are 

considered virtuous or to discourage character traits that are considered vicious.1033 

Environmental taxes can for instance be seen as penalising something undesirable, or ‘bad’, namely 

environmental damage or pollution, and as incentivising desirable, or ‘good’, behaviour.1034 Likewise, 

if environmental taxes make polluters pay for the pollution they cause, this prevents free-rider behaviour 

whereby businesses or consumers use the environment for free, and thus can create conditions leading 

to higher well-being.1035 However, if environmental taxes are small, such taxes could have adverse 

effects, namely if taxpayers believe that paying those taxes legitimises polluting behaviour.1036 One 

view in this regard is that pollution is a ‘crime against nature’ that should be stigmatised by legal 

regulations (e.g. bans or punishments) rather than condoned through tax payment.1037 

If, however, environmental taxes come in the form of tax expenditures, intended to subsidise 

environmentally beneficial changes made by polluters (such as accelerated tax depreciation for 

environmentally friendly investments), environmental taxes can actually be seen as rewarding those 

who have up to now performed undesirable, environmentally damaging behaviour. In those cases, 

environmental taxes do not make the polluters pay for the privilege of polluting, but rather make the 

                                                             
1033 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 40; A. Bucciol, N. Montinari & M. 
Piovesan, ‘Do not Trash the Incentive! Monetary incentives and waste sorting’, Harvard Business School Working Paper 
11-093, 2011, p. 14. 
1034 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
Issues Series No. 1, p. 46; OECD, Towards green growth: A summary for policy makers, May 2001, p. 8.  
1035 Compare H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and 
climate policy’, PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 18. Also see A. Bucciol, N. 
Montinari & M. Piovesan, ‘Do not Trash the Incentive! Monetary incentives and waste sorting’, Harvard Business School 
Working Paper 11-093, 2011, p. 14, where it is remarked that free-riding problems are especially likely when the tax effect 
depends on the behaviour of many users.  
1036 D. Fullerton, A. Leicester & S. Smith, ‘Environmental taxes’, National Bureau of Economic Research, July 2008, 
Working Paper 14197, p. 6.  
1037 See D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic 
Journal 2001, 68(2), p. 242. 
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recipients of pollution pay to induce pollution reductions.1038 Such policies may not (only) stimulate 

virtuous behaviour.   

Environmental taxes can also spark tax competition between states. If environmental taxes merely result 

in direct and deliberate competition between states for tax revenues, for instance in the case of 

neighbouring countries engaging in a race to the bottom for excise taxes on fuel, such competition is 

likely overall harmful in a beggar-thy-neighbour sense (achieving low or no environmental gains, or 

even causing environmental losses, while simultaneously resulting in an overall erosion of tax revenues 

with related detrimental effects on well-being).1039 In these types of situations, environmental taxes are 

unlikely to overall bring about additional well-being, but rather are likely to encourage competition for 

existing well-being. Or, in the absence of international cooperation, environmental taxes can trigger 

legal or illegal dumping (or burning) abroad, or other forms of evasive behaviour with negative spillover 

effects to other regions or states.1040 In other situations, however, competition between states through 

environmental taxes can also bring well-being gains, for instance if productivity gains or environmental 

gains arise as a result of more optimal allocation or innovation triggered by tax competition.1041 

International cooperation, setting minimum taxation that restricts the inefficiencies arising from a tax 

race to the bottom, while still allowing non-harmful competition, can assist in stimulating virtuous 

behaviour (e.g. compliance).1042 However, as long as there is no international law forcing international 

cooperation (which is currently lacking), there will be incentives for free-rider behaviour, as states can 

act independently and largely out of pure self-interest and still enjoy positive externality spillovers from 

the environmental actions of other states, without bearing any of the associated costs.1043 As also stated 

                                                             
1038 A.L. Bovenberg & L.H. Goulder, ‘Environmental taxation and regulation’, National Bureau of Economic Research 
Working Paper Series, Working Paper 8458, September 2001, p. 40.  
1039 S.O. Lodin, ‘Effects on International Trade and Competition – The Swedish Case’, p. 49 in International Fiscal 
Association, Environmental Taxes and Charges, 1993, Vol. 18d, Kluwer Law International; H.R.J. Vollebergh, 
‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, PBL Netherlands 
Environmental Assessment Agency, Policy Studies, 2012, p. 19; EEA, Environmental taxes: Implementation and 
Environmental Effectiveness, Copenhagen 1996, Environmental Issues Series No. 1, p. 33. 
1040 A. Bucciol, N. Montinari & M. Piovesan, ‘Do not Trash the Incentive! Monetary incentives and waste sorting’, 
Harvard Business School Working Paper 11-093, 2011, p. 14; D. Fullerton, A. Leicester & S. Smith, ‘Environmental 
taxes’, National Bureau of Economic Research, July 2008, Working Paper 14197, pp. 4-5.  
1041 Compare M. Evers, R.A. de Mooij & H.R.J. Vollebergh, ‘Tax Competition under Minimum Rates: The Case for 
European Diesel Excises’, CESifo Working Paper No. 1221, June 2004, p. 1. Reference is made to chapter 5 of this 
research in regard to innovation, well-being, and taxation. 
1042 See M. Evers, R.A. de Mooij & H.R.J. Vollebergh, ‘Tax Competition under Minimum Rates: The Case for European 
Diesel Excises’, CESifo Working Paper No. 1221, June 2004, p. 1 and 14.  
1043 M. Hoel, ‘Should a carbon tax be differentiated across sectors?’, Journal of Public Economics 59, 1996, pp. 18-19.  
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by the EEA, any analysis of competitiveness impacts of environmental taxes therefore needs to address 

the question of winners and losers resulting from those competitiveness impacts.1044  

Environmental taxes also affect the distribution of costs and benefits over different market participants. 

As Vollebergh remarked, win-win situations are rare, as environmental taxes generate welfare gains for 

pollution victims, but welfare losses for polluters.1045 Also here, it is important for states to assess 

whether environmental taxes effectively encourage competition for existing well-being, or whether such 

measures (are expected to) bring about additional well-being.  

 

 

  

                                                             
1044 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
Issues Series No. 1, pp. 33-34.  
1045 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 10 and 19.  
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6.10. Public support for environmental taxes    

Question 10 of the assessment framework requires states to indicate to what extent their environmental 

tax finds public support. If environmental taxes lack such support and, as a result, reduce trust and 

respect of people for the state, governments need to carefully consider their course of action and the 

behavioural impact thereof. 

In general, public support for environmental taxes seems to be favourable. For instance, a 

Eurobarometer Poll conducted in 1995 concluded that the vast majority of Europeans view favourably 

upon (gradually introduced) green taxes as a solution to reduce the environmentally harmful effects of 

our lifestyles, even if such taxes would cause a slight economic slow-down.1046 It was deduced that 

almost 90 per cent of Europeans prefer application of the polluter pays principle.1047 Previously 

discussed deviations from the polluter pays principle can therefore decrease public support.1048 

However, when compared to other ways of tackling environmental goals, taxation may be viewed by 

the public as less effective. A special Eurobarometer survey conducted in 2017 suggests that, where it 

concerns views on the effectiveness of ways to tackle air pollution, European respondents favour 

command-and-control and information mechanisms (e.g. stricter pollution controls on industrial and 

energy production activities) over, for instance, tax incentives for low-emission products, or increasing 

taxation on air polluting activities.1049  

There are further aspects that may reduce public support for environmental taxes, as discussed next.  

Regressive effects of environmental taxes can decrease support for such measures among citizens.1050 

The possibility that low-income consumers and households pay proportionally more external 

environmental costs, because they spend proportionally more on most environmentally sensitive goods 

than do richer groups, calls for serious political attention in order to ensure public support for these 

                                                             
1046 INRA (Europe) – E.C.O., Europeans and the Environment in 1995: Survey conducted in the context of the 
Eurobarometer 43.1 bis, November 1995, p. c and d, and pp. 69-83. Also see EEA, Environmental taxes: Implementation 
and Environmental Effectiveness, Copenhagen 1996, Environmental Issues Series No. 1, p. 42.  
1047 INRA (Europe) – E.C.O., Europeans and the Environment in 1995: Survey conducted in the context of the 
Eurobarometer 43.1 bis, November 1995, p. c and d, and pp. 69-83.  
1048 Reference is made to sections 6.7 and 6.9 of this research concerning environmental taxes and the polluter pays 
principle. 
1049 TNS opinion & social, Special Eurobarometer 468: Attitudes of European citizens towards the environment, survey 
requested by the European Commission, Directorate-General for Environment and co-ordinated by the Directorate-General 
for Communication, November 2017, p. 33.  
1050 D. Fullerton, ‘A Framework to Compare Environmental Policies: Association Lecture’, Southern Economic Journal 
2001, 68(2), p. 246. 
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taxes.1051 To counterbalance distributive effects, states can complement environmental taxes with other, 

progressive, measures (e.g. via revenue-recycling), which are preferably clearly explained and 

transparent in their effects in order to contribute to acceptability.1052 More generally, the fact that an 

environmental tax, in and of itself, typically is not based on ability-to-pay, but on the contribution to 

pollution (and may therefore have stronger incentivising effects on lower-income taxpayers), can be 

met with public resistance.1053 A striking example was seen in France in 2018, where a proposed 

increase in fossil fuel tax, intended to fight climate change through encouraging conservation and 

alternative energy use, was suspended after violent protests.1054 Analysts suggested that the proposed 

tax increase would fall hardest on people with stagnating incomes and with limited transportation 

options outside of automobile usage.1055 As reporters observed, “Rather than spurring the effort to cut 

fossil fuel use, the misstep now threatens to set it back.”1056 

Furthermore, acceptability of and support for environmental taxes is usually higher when the revenue 

generated through those taxes is visibly earmarked for environmental purposes.1057 More in general, 

clear communication can be considered critical for public acceptance of environmental taxes.1058  

  

                                                             
1051 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
Issues Series No. 1, p. 15 and 36.  
1052 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
Issues Series No. 1, p. 37; OECD, Towards green growth: A summary for policy makers, May 2001, p. 17. 
1053 H.R.J. Vollebergh, ‘Environmental taxes and Green Growth: Exploring possibilities within energy and climate policy’, 
PBL Netherlands Environmental Assessment Agency, Policy Studies, 2012, p. 10; A. Bucciol, N. Montinari & M. 
Piovesan, ‘Do not Trash the Incentive! Monetary incentives and waste sorting’, Harvard Business School Working Paper 
11-093, 2011, p. 14. Compare E.C.C.M. Kemmeren, 'If We Need a Destination-Based Corporate Income Tax, Do We Also 
Need a Production-Based Consumption Tax?', pp. 151-153 in J. Monsenego and J. Bjuvberg (eds.), International Taxation 
in a Changing Landscape - Liber Amicorum in Honour of Bertil Wiman, Kluwer Law International 2019, where it is 
argued that the ability-to-pay-time-line of a person, that should be taken into account in a proper and comprehensive 
system of wealth taxation, can also justify certain consumption taxes. 
1054 A.J. Rubin & S. Sengupta, ‘‘Yellow Vest’ Protests Shake France. Here’s the Lesson for Climate Change’, The New 
York Times, 6 December 2018, available online via https://www.nytimes.com/2018/12/06/world/europe/france-fuel-
carbon-tax.html. Accessed 12 August 2019.  
1055 A.J. Rubin & S. Sengupta, ‘‘Yellow Vest’ Protests Shake France. Here’s the Lesson for Climate Change’, The New 
York Times, 6 December 2018.  
1056 A.J. Rubin & S. Sengupta, ‘‘Yellow Vest’ Protests Shake France. Here’s the Lesson for Climate Change’, The New 
York Times, 6 December 2018.  
1057 EEA, Environmental taxes: Implementation and Environmental Effectiveness, Copenhagen 1996, Environmental 
Issues Series No. 1, p. 43. Note, however, the ambiguous impact of such earmarking on the effectiveness of environmental 
taxes, as discussed in section 6.6 of this research.  
1058 OECD, Environmental Taxation: A Guide for Policy Makers, September 2011, p. 1.  
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Summary and conclusions of chapter 6 

Chapter 6 sees application of the framework for assessing tax measures undertaken by states in their 

aim for well-being through taxation, as set out in chapter 4, to the well-being aspects of environmental 

taxes, with the aim to scrutinise practices and to identify recommendations. For purposes of chapter 6, 

the environment is taken to be the natural world and all that is related to it. The term ‘environmental 

taxes’ is used here in a broad sense to refer to taxes with a specific base that has a clear negative effect 

on environment, or which seek to tax certain activities, goods, or services so that environmental costs 

may be included in the respective price and/or so that producers and consumers are oriented towards 

activities that better respect the environment. 

A number of the observations, issues, and recommendations that follow from application of the 

assessment framework to environmental taxes are briefly summarised below.    

As addressed in sections 6.1 to 6.4, it is typically held that states should intervene in the environment, 

because of associated and otherwise unaddressed market failures as a result of which hardly any market 

price reflects the true overall cost (including environmental costs and benefits). States have a range of 

different policy instruments available to do so, including environmental taxes. The impact of 

environmental conditions on well-being suggests well-being as a factor to consider in the assessment of 

such environmental policy instruments. Environmental impacts are not only felt now, but also carry 

over into the future, to affect the well-being of humans, (other) animals, and other species (such as 

plants). Furthermore, environmental taxes can for instance have cross-border effects on competitiveness 

of enterprises that may affect well-being domestically and abroad, and also impact whether or not 

redistribution from rich to poor occurs, e.g. through targeting international emission reduction at richer 

regions. That said, the added value of well-being, above and beyond other matters such as happiness, 

pleasure, health, wealth, et cetera, is difficult to convincingly establish outside its function as an 

overarching concept. In practice, it also seems uncommon for taxation to expressly focus on the 

combination of the environment and well-being. Formulated well-being aims related to the environment 

often are unspecific and difficult to measure. Information on the implications of the state of nature for 

human well-being is patchy, with limited data available, substantial knowledge gaps, and poor 

understanding of linkages. Attempts to address through taxes both environmental and, potentially 

conflicting, well-being aims may undermine the ability of the tax to achieve either one of those aims, 

resulting in the recommendation to pursue aims other than environmental via other, complementary 

policy instruments. A major importance of well-being in matters of environmental taxation may be to 

ensure that public policy consideration goes beyond economic (welfare) aspects, and that states consider 
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environmental measures and effects not in isolation but in integration, taking into account how different 

government policies affect each other and ultimately, how such policies impact the way life is going for 

the individuals concerned. Alternative market-based policy instruments that can contribute to correcting 

market failures as regards environmental prices are for instance tradable emission rights, or subsidies 

for pollution reduction. Governments can also use a whole range of non-market environmental 

instruments, such as command-and-control regulations, state financing, green tech support policies, 

infrastructure improvement, targeted procurement, information campaigns, or private-public 

partnerships. Generally, environmental taxes are quite favourably assessed in comparison to regulatory 

policy instruments, as environmental taxes provide an efficient way to reduce environmental damage 

that can avoid deadweight losses and that can provide a continuing, dynamic incentive for polluters to 

reduce their pollution. A downside to environmental taxes is that such taxes, as with any taxes, can have 

distortive effects that can result in substantial welfare costs. In some cases regulatory policy instruments 

will be favoured over environmental taxes, for instance when specifically targeted measures are required 

to tackle location or source specific environmental damages, or when certainty must be had regarding 

the quantities of the environmental targets that will be reached. Compared to environmental taxes, 

subsidies can allow for better targeting, and can alleviate free-rider problems that may occur under 

broadly set taxes. However, the complexity of targeted subsidies brings with it higher administration 

and compliance costs. In some situations, a mixture of different policy instruments will be superior.  

From a consequential normative perspective, and in order to properly assess the well-being impact of 

environmental taxes in sections 6.5 and 6.6, the net effect of both government taxing and spending in 

the matter should be taken into account. For example, environmental taxes may, when viewed in 

isolation, have a regressive impact, in that they may disproportionally impact low-income households 

that generally spend a relatively large share of their income on polluting items, while resulting 

environmental gains are to a large extent to the benefit of high-income households. However, recycling 

of environmental tax revenues can subsequently mitigate these regressive effects. Reinforcing or 

counteracting effects of other policy instruments must be taken into account, especially in case of 

overlapping or conflicting objectives or instruments, as a result of which well-being losses can arise. As 

to who ultimately bears environmental taxes, and whose well-being is ultimately affected by those taxes, 

it is not always easy to make the polluter pay. Polluting activities can be relocated to no or low-taxed 

countries, or environmental taxes can result in increased prices for inelastic goods and are in that way 

on-charged to consumers, resulting in relatively high burdens for low-income consumers. 

Environmental tax expenditures effectively have all taxpayers pay in order to induce pollution 

reduction. Positive well-being effects of environmental ‘gains’ will not be limited to one specific group, 
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as such environmental gains can be expected to spread through positive externalities to positively affect 

the well-being of many. In order to properly determine and substantiate net effects on well-being of 

environmental taxes, assessments should take account of exacerbating or offsetting effects of all 

relevant distortions in combination with the environmental tax, such as already existing taxes, other 

instruments, externalities, and other market failures, as well as of the systemic changes that can ripple 

through society as a result of environmental policies. And while there is no single way in which 

environmental taxes should be designed, implemented or evaluated, a number of issues and 

recommendations that concern the effectiveness and efficiency of environmental taxes are identified in 

this chapter. Notwithstanding that properly assessing the effectiveness and efficiency of environmental 

taxes may be challenging, it is important that such assessment does take place, and focuses on the 

broader societal impact. Assessments of environmental taxes should not only be done on beforehand, 

but should also be done after implementation, to provide for regular monitoring and evaluation of the 

effectiveness of the measure at hand. As ex post evaluations of environmental taxes seem rather scarce 

in practice, a recommendation is to build regular and proper evaluation into the process of designing 

and implementing environmental taxes. Considering that environmental taxes need to provide certainty, 

predictability, and continuity over long periods, in order to effectively stimulate investment and 

innovation that will help tackle environmental issues, this pleads against frequent or irregular changes 

to environmental taxes. At the same time, environmental taxes need to be sufficiently flexible and 

dynamic to change with new technologies and unexpected opportunities, and with economic or 

environmental developments. 

From a deontological normative perspective, applied in sections 6.7 and 6.8, there are again various 

international, supranational, and national bodies of rules or laws that may impose restrictions on 

environmental taxes, such as WTO and EU rules, for example regarding territorial ring-fencing of the 

polluter pays principle. States need to verify and substantiate whether their environmental taxes are in 

conformity with such applicable laws and regulations. Environmental taxes can furthermore create 

conflicts with autonomy, equality, simplicity, and certainty, or with other principles that underlie tax 

systems. These potential cases of conflict need to be addressed by states using environmental taxes, 

whether or not in the sphere of well-being. The required level of flexibility to adjust environmental 

taxes may attract efforts of special interest groups to try and influence future regulations. In addition, 

such flexibility may induce delegation to executive authorities, potentially at odds with requirements of 

legality and representation. States, and particularly their governments, need to assess and manage such 

risks posed by environmental taxes to political processes. 
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Finally, from a virtue ethics normative perspective as addressed in sections 6.9 and 6.10, there are many 

ways in which environmental taxes can be used to stimulate or discourage certain character traits that 

can be considered either virtuous (such as having the polluter pay, or non-pollutive behaviour) or vicious 

(such as free riding, harmful competition, or evasive behaviour). States should assess and indicate which 

character traits are stimulated by their environmental taxes, to enable a discussion on the desirability 

(or virtuousness) thereof. In general, public support for environmental taxes (and especially for 

application of the polluter pays principle) seems to be favourable. Such public support may reduce in 

case of, for instance, regressive effects, in case of conflicts with the polluter pays principle, or in case 

of non-transparent use of the funds following from such environmental taxes. Where this is the case, 

governments need to carefully consider their course of action, and the behavioural impact thereof. The 

drafting and scoping of environmental taxes determine whether such taxes encourage competition for 

existing well-being (e.g. in the case of harmful tax competition, or where the ‘gains’ of pollution victims 

are compensated by well-being losses of polluters), or whether such taxes bring about additional well-

being. This is a matter for states to assess and indicate, and involves political choices to be made.  

 

  



7. Well-being and tax incentives for employment 

211 
 

7. Well-being and tax incentives for employment  

 

Introduction  

In this chapter 7, and as a case study, the framework for assessing tax measures undertaken by states in 

their aim for well-being through taxation, described in chapter 4, is applied to the well-being aspects of 

tax incentives for employment. 

Well-being and employment, the latter taken here as the circumstance of having a paid job,1059 are 

related in multiple ways. 

For instance, higher employee well-being is significantly associated with better job performance, lower 

absenteeism from work, reduced probability of leaving an employer, and occurrence of more 

discretionary work behaviour such as voluntary overtime.1060  

Furthermore, from the perspective of the employee and although difficult to quantify, employment can 

be beneficial for well-being.1061 Employment is not only important for the income resulting from it, but 

can also have positive effects on for instance health, educational achievements, reduction of crime, and 

our self-esteem.1062 Of course, this also depends to a large extent on the quality of employment. Persons 

in poor employment typically show similar reduced mental health states as those who are unemployed, 

and unsatisfactory re-employment is reported to feel as bad as being unemployed.1063 Likewise, 

workplace trust or distrust has strong effects on well-being in the form of reported life satisfaction.1064 

What can be more clearly established is that unemployment has a significant negative impact on well-

being, apart from and much larger than its current and life-time financial implications.1065 On the one 

                                                             
1059 See for instance https://dictionary.cambridge.org/dictionary/english/employment. Accessed 12 August 2019.   
1060 This, notwithstanding that the direction of causality of these relations between well-being and employment is 
ambiguous. See P. Warr, ‘Well-Being and the Workplace’, p. 392 and 404 in D. Kahneman, E. Diener & N. Schwarz, 
Well-being: The Foundations of Hedonic Psychology, New York: Russel Sage Foundation, 1999.  
1061 Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 7957, p. 5.   
1062 See J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, 
No. 1-2, p. 9, and Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 7957, p. 
5.   
1063 K.I. Paul, The negative mental health effect of unemployment: Meta-analyses of cross-sectional and longitudinal data, 
Inaugural Dissertation, Nürnberg, 2005, p. 113.  
1064 J.F. Helliwell & H. Huang, ‘How’s the Job? Well-Being and Social Capital in the Workplace’, National Bureau of 
Economic Research Working Paper Series, 2005, Working Paper 11759, abstract and p. 5.  
1065 See the discussion of work, the economy, and well-being in E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, 
Well-Being for Public Policy, Oxford University Press 2009, pp. 160-174. Also see K.I. Paul, The negative mental health 
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hand, unemployment is associated in recent studies with declining mortality rates, possibly due to, for 

instance, a related decline in fatal car accidents.1066 On the other hand, unemployment is generally 

associated with distress, reduced physical health, and with mental health problems.1067 While 

(involuntary) unemployment, same as (voluntary) non-employment, increases time available for leisure, 

training, or physical exercise, which can have positive well-being effects, such positive effects are in 

general more than offset by negative well-being effects of unemployment such as reduced consumption 

possibilities, and damages to physical, mental, and emotional health, and loss of identity and self-

esteem.1068 People do not seem to fully adapt to these negative effects of unemployment over time, and 

having been unemployed in the past carries negative psychological effects over into the future and does 

not seem to fully mitigate negative effects on (subjective) well-being in the case of future 

unemployment.1069 Furthermore, unemployment is causally associated with higher divorce rates, higher 

suicide rates, and higher incidences of alcoholism.1070 Excessively high unemployment rates can lead 

to deteriorating social cohesion, urban violence, and even riots, not to mention its deterrent effects on 

investment and, correspondingly, job creation.1071 If people are unemployed for longer durations or are 

surrounded by others facing unemployment, the incentive to try and obtain work can be reduced, with 

the potential to create or exacerbate long-term unemployment.1072 Particularly vulnerable groups in the 

                                                             
effect of unemployment: Meta-analyses of cross-sectional and longitudinal data, Inaugural Dissertation, Nürnberg, 2005, 
p. 20; L. Winkelmann & R. Winkelmann, ‘Why Are the Unemployed So Unhappy? Evidence from Panel Data’, 
Economica 1998, 65, p. 1; N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian National 
University Centre for Economic Policy Research, July 2005, Discussion Paper No. 492, p. 1; T. Clemens, P. Boyle & F. 
Popham, ‘Unemployment, mortality and the problem of health-related selection: Evidence from the Scottish and England 
& Wales (ONS) Longitudinal Studies’, Health Statistics Quarterly 43, Autumn 2009, Office for National Statistics, p. 7.  
1066 See M. Konings & M. Lindenboom, ‘Volksgezondheid en economische neergang: De associatie tussen toenemende 
werkloosheid en sterfte in Nederland’, TPEdigitaal, March 2018, Vol. 12, No. 1, pp. 39-56, and the literature discussed 
there.  
1067 K.I. Paul, The negative mental health effect of unemployment: Meta-analyses of cross-sectional and longitudinal data, 
Inaugural Dissertation, Nürnberg, 2005, p. 20 and 112.  
1068 N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the EU’, European 
Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1 and 14.  
1069 N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the EU’, European 
Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1 and 14; R.E. Lucas, A.E. Clark, 
Y. Georgellis & E. Diener, ‘Unemployment Alters the Set Point for Life Satisfaction’, Psychological Science, 2004, Vol. 
15, No. 1, p. 8; A.E. Clark, Y. Georgellis & P. Sanfey, ‘Scarring: The Psychological Impact of Past Unemployment’, 
Economica 2001, 68, p. 221; A.E. Clark, E. Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in life satisfaction: a test 
of the baseline hypothesis’, The Economic Journal, 118, June 2008, pp. F222-F243.  
1070 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 9.  
1071 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 17.  
1072 A.E. Clark, Y. Georgellis & P. Sanfey, ‘Scarring: The Psychological Impact of Past Unemployment’, Economica 
2001, 68, pp. 221-222 and p. 238.  



7. Well-being and tax incentives for employment 

213 
 

labour market are low-skilled workers, younger employees, migrants, second earners, single mothers, 

and older workers.1073  

Given these well-being considerations and their political and societal implications, it is not surprising 

that there is a call for states to reduce unemployment and to incentivise employment.1074  

One of the factors influencing labour market supply and demand is taxation. Distortionary effects of 

taxes on labour can for instance reduce employment, and therefore result in social costs that yield a 

well-being loss.1075 An example is that high tax rates can create disincentives for low-skilled workers 

to transition from unemployment to employment (which is sometimes referred to as the unemployment 

trap).1076 Or, high taxes can create a stimulation for people to migrate, to participate in informal work, 

or even to work in black or shadow economies.1077 Another example is that the interaction of the tax 

and benefit system can reduce incentives for training and work effort (sometimes referred to as the 

poverty trap).1078 Depending also on labour market institutions such as minimum wages, taxes on wages 

can furthermore increase the labour cost for employers beyond market levels, thereby rendering the use 

of employees less attractive.1079 Considering that taxes on labour income account on average for nearly 

50 per cent of total tax revenue in OECD countries, and that the average OECD tax wedge between an 

employer’s labour costs and the net take-home pay of the employee was approximately 36 per cent in 

2017,1080 such taxes make up a major component of total labour costs in many countries, and therefore 

                                                             
1073 Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation Papers, 2015, 
Working Paper No. 56, pp. 9-10.  
1074 See, for instance, K.I. Paul, The negative mental health effect of unemployment: Meta-analyses of cross-sectional and 
longitudinal data, Inaugural Dissertation, Nürnberg, 2005, pp. 112-114; L. Becchetti, S. Castriota & O. Giuntella, ‘The 
Effects of Age and Job Protection on the Welfare Costs of Inflation and Unemployment: a Source of ECB anti-inflation 
bias?’, December 2006, pp. 2-4, available through ResearchGate; A.L. Bovenberg & R.F. van der Ploeg, ‘Optimal 
taxation, public goods and environmental policy with involuntary unemployment’, Journal of Public Economy 62, 1996, 
pp. 59-60.  
1075 A.L. Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 117.  
1076 A.L. Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 129; OECD, 
Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 34.  
1077 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 10 and 37; A.L. 
Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 129. 
1078 A.L. Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 129; OECD, 
Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 34. 
1079 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 10. Also see F. 
Daveri & G. Tabellini, ‘Unemployment, growth and taxation in industrial countries’, Economic Policy, April 2000, Vol. 
15, No. 30, pp. 47-48, and the discussion by H. Huizinga (ibid., p. 92).  
1080 OECD, Taxing Wages 2018, OECD Publishing, Paris, 2018, p. 15, http://dx.doi.org/10.1787/tax_wages-2018-en. 
Accessed 12 August 2019.     
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have a significant impact on employment.1081 This however also suggests that taxes may provide 

substantial opportunities to incentivise employment. Taking into account unemployment rates,1082 the 

prospects of an aging population, and the increasing mobility of labour in the international market 

(especially for high-skilled workers), the OECD has for instance pointed towards the significant scope, 

and economic and social desirability, for taxes to increase employment.1083   

It should be noted that many taxes impact employment. Examples are corporate income tax incidences 

borne by labour, or consumption taxes that reduce the real income available to workers for consumption 

purposes.1084 Sometimes such taxes, while not directly intended to create or maintain employment, 

contain incentives (for instance for innovative activities or environmental investments, as discussed in 

chapters 5 and 6 of this research) that also encourage job creation.1085 While such taxes may be 

addressed, the focus in this chapter is on tax measures purposely intended to create, stimulate, or 

maintain employment.  

In this chapter 7 and for illustrative purposes, the determined assessment framework is applied to tax 

incentives for employment, to identify issues to be addressed and recommendations to be made. In order 

to do so, the established framework with the questions contained therein is again used as an essential 

supporting structure in the assessment performed in the ten sections hereafter. The starting point is a 

broad assessment of the topic under consideration, in the course of which the research addresses aspects 

of certain tax measures concerning employment and well-being. 

  

                                                             
1081 OECD, Revenue Statistics 2018, OECD Publishing, Paris, 2018, p. 14, https://doi.org/10.1787/rev_stats-2018-en. 
Accessed 12 August 2019. Also see OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD 
Publishing, p. 3 and 21. 
1082 OECD, Unemployment rate (indicator), 2019, doi: 10.1787/997c8750-en, https://data.oecd.org/unemp/unemployment-
rate.htm. Accessed 12 August 2019.  
1083 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 3, 9, and 11.  
1084 See OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11, 22, and 32. 
1085 Compare EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, 
para. 10.  
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7.1. Well-being aims in tax incentives for employment 

Question 1 of the assessment framework asks states to clarify which particular well-being aim is 

pursued, so that ex ante assessment, continuous monitoring, and ex post evaluation can be as concrete 

and specific as possible. In answering this question, states should explain what concept of well-being is 

used in the context of their tax incentives for employment, and how well-being is defined under that 

concept. Clarity on the choice for a particular concept of well-being is highly relevant for scoping 

purposes, and allows for concrete scrutiny (e.g. measurement). In response to this question 1, states 

should also explain what constitutes or contributes to well-being under the chosen concept, and who or 

what are within scope of the well-being concept used in relation to tax incentives for employment. A 

meaningful assessment or evaluation of the well-being aspects of tax incentives for employment can 

only be had when it is clear what states mean when they refer to well-being, and why particular 

constituents or contributors to well-being are considered appropriate. 

Much research on employment and well-being seems to focus on concepts of subjective well-being.1086 

That is, such research concerns individual (self-reported) well-being, interpreted for instance as 

happiness,1087 feelings,1088 mental health, life satisfaction,1089 or a mixture thereof. It is then typically 

assumed that people are the best judges of their own well-being, and that well-being is adequately 

captured by questions on happiness, feelings, life satisfaction et cetera.1090 In other words, such 

                                                             
1086 See the discussion of work, the economy, and (subjective) well-being in E. Diener, R.E. Lucas, U. Schmimack & J.F. 
Helliwell, Well-Being for Public Policy, Oxford University Press 2009, pp. 160-174. 
1087 See, for example, N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the 
EU’, European Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1; N. Carroll, 
‘Unemployment and Psychological Well-Being’, The Australian National University Centre for Economic Policy 
Research, July 2005, Discussion Paper No. 492, p. 1; L. Becchetti, S. Castriota & O. Giuntella, ‘The Effects of Age and 
Job Protection on the Welfare Costs of Inflation and Unemployment: a Source of ECB anti-inflation bias?’, December 
2006, pp. 2-3.  
1088 P. Warr, ‘Well-Being and the Workplace’, p. 393 in D. Kahneman, E. Diener & N. Schwarz, Well-being: The 
Foundations of Hedonic Psychology, New York: Russel Sage Foundation, 1999. 
1089 See, for example, N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian National University 
Centre for Economic Policy Research, July 2005, Discussion Paper No. 492, p. 1; L. Becchetti, S. Castriota & O. 
Giuntella, ‘The Effects of Age and Job Protection on the Welfare Costs of Inflation and Unemployment: a Source of ECB 
anti-inflation bias?’, December 2006, pp. 2-4; N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on 
Individual Well-Being in the EU’, European Network of Economic Policy Research Institutes, Working paper No. 29, July 
2004, p. 1; A.E. Clark, Y. Georgellis & P. Sanfey, ‘Scarring: The Psychological Impact of Past Unemployment’, 
Economica 2001, 68, p. 221; A.E. Clark, E. Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in life satisfaction: a test 
of the baseline hypothesis’, The Economic Journal, 118, June 2008, p. F222; R.E. Lucas, A.E. Clark, Y. Georgellis & E. 
Diener, ‘Unemployment Alters the Set Point for Life Satisfaction’, Psychological Science, 2004, Vol. 15, No. 1, p. 8; A. 
Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, p. 123. 
1090 N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian National University Centre for Economic 
Policy Research, July 2005, Discussion Paper No. 492, p. 9; A.E. Clark, Y. Georgellis & P. Sanfey, ‘Scarring: The 
Psychological Impact of Past Unemployment’, Economica 2001, 68, p. 224. Sometimes, researchers point out potential 
limitations in this regard. For instance, Clark, Georgellis, and Sanfey concluded that their results may serve as a warning 
of the dangers of long-term unemployment, “to the extent that one can give credence to self-reported measures of 
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subjective concepts of well-being take feelings or experiences as constituents of well-being, and 

measure well-being in relation to employment via self-reports or surveys.1091 Oftentimes, the panel data 

used is the result of empirical, longitudinal study, so that researchers can observe year-to-year changes 

in individuals’ answers.1092  

As examples, Warr placed job-related well-being in the context of feelings, from displeasure to pleasure, 

from anxiety to comfort, and from depression to enthusiasm.1093 Warr located this form of job-specific 

well-being in the broader concept of mental health, which also includes features such as positive self-

regard, competence, aspiration, autonomy, and integrated functioning.1094 Ahn, Garciá, and Jimeno 

considered individual (job-related) well-being - in the form of happiness - to depend on many things 

including income, labour market status, job characteristics, health, leisure, family and social 

relationships, security, liberty, and moral values.1095 According to Ahn, Garciá, and Jimeno, five 

domains that are among the most important determinants of well-being are the level of satisfaction with 

one’s main vocational activity, income, housing, leisure time, and health.1096 In the context of 

unemployment, Carroll addressed as contributors to psychological well-being feelings of social 

isolation, current income, leisure, self-esteem, (lack of) control, helplessness, self-worth, feelings of 

depression, conforming with or breaking social norms, loss of reputation, (not) gaining job 

development, increased likelihood of lower wage, marriage, employment status, social connection, and 

impact on life time earnings.1097  

                                                             
satisfaction”. See A.E. Clark, Y. Georgellis & P. Sanfey, ‘Scarring: The Psychological Impact of Past Unemployment’, 
Economica 2001, 68, p. 238. 
1091 See, for example, N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the 
EU’, European Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 14; A.E. Clark, E. 
Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in life satisfaction: a test of the baseline hypothesis’, The Economic 
Journal, 118, June 2008, p. F223; A.E. Clark, Y. Georgellis & P. Sanfey, ‘Scarring: The Psychological Impact of Past 
Unemployment’, Economica 2001, 68, p. 221; N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian 
National University Centre for Economic Policy Research, July 2005, Discussion Paper No. 492, p. 2 and 7.  
1092 R.E. Lucas, A.E. Clark, Y. Georgellis & E. Diener, ‘Unemployment Alters the Set Point for Life Satisfaction’, 
Psychological Science, 2004, Vol. 15, No. 1, p. 9; A.E. Clark, E. Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in 
life satisfaction: a test of the baseline hypothesis’, The Economic Journal, 118, June 2008, p. F227.  
1093 P. Warr, ‘Well-Being and the Workplace’, p. 393 in D. Kahneman, E. Diener & N. Schwarz, Well-being: The 
Foundations of Hedonic Psychology, New York: Russel Sage Foundation, 1999. 
1094 P. Warr, ‘Well-Being and the Workplace’, p. 393 in D. Kahneman, E. Diener & N. Schwarz, Well-being: The 
Foundations of Hedonic Psychology, New York: Russel Sage Foundation, 1999. 
1095 N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the EU’, European 
Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1.  
1096 N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the EU’, European 
Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1 and 14.  
1097 N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian National University Centre for Economic 
Policy Research, July 2005, Discussion Paper No. 492, pp. 3-5.  
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In some employment-related research, objective concepts or indicators of well-being also seem to play 

a role. In case of such more objective conceptions of well-being, contributors to well-being in the 

context of employment do not depend (only) on feelings or experiences. As regards such objective 

conceptions of well-being in the sphere of employment, no research explicitly explaining or applying 

well-being measurement was found. This may have to do with measurement difficulties, whether or not 

exacerbated by lack of clarity on the exact contributors to well-being under the concept used.1098 

For instance, work is part of the category ‘personal activities’, indicated as one of the key dimensions 

of well-being by Stiglitz, Sen, and Fitoussi, and unemployment also factors in the dimension economic 

insecurity.1099 Stiglitz, Sen, and Fitoussi in this regard discussed positive and/or negative contributions 

through paid – decent - work, unpaid domestic work, commuting, and leisure time.1100 Similarly, where 

Stiglitz is referring to (social) well-being or welfare, the examples used include objective indicators 

such as higher divorce rates, higher suicide rates, urban violence, and higher incidences of 

alcoholism.1101 A clear definition of the well-being concept used is however lacking in the latter 

research.  

Specifically with regard to taxation, little literature was found explicitly addressing employment and 

well-being aspects. It also seems uncommon for tax incentives for employment to be explicitly related 

to well-being in their aims or wording.1102  

That said, tax measures that aim to stimulate employment can for instance include objectives of 

protection (e.g. the prevention of further unemployment, or the prevention of brain drain processes 

                                                             
1098 See, for example, Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 
7957, p. 5, where it is remarked that it is known that work has beneficial effects in terms of well-being, although it is 
difficult to quantify these effects precisely.  
1099 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Mismeasuring Our Lives: Why GDP Doesn’t Add Up, New York: The New 
York Press 2010, p. 15 and pp. 67-86. Also see J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Report by the Commission on the 
Measurement of Economic Performance and Social Progress, 2009, p. 53 and 170.  
1100 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Report by the Commission on the Measurement of Economic Performance and 
Social Progress, 2009, p. 53 and pp. 170-176.  
1101 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 9 and 17. 
1102 In the course of this research no examples were found of currently existing tax incentives for employment that are 
expressly related in their wording or goal setting to well-being. New Zealand in 2004 introduced a Working for Families 
package, to help with the cost of raising a family. As part of the related Working for Families Tax Credits, New Zealand 
offers in-work tax credits for families where the parents have paid work for a required amount of hours, and family tax 
credits for each child in the family. In its 2019 Wellbeing Budget, these latter credits are associated with the aim of 
improving child well-being. See https://treasury.govt.nz/sites/default/files/2019-06/b19-wellbeing-budget.pdf, pp. 24-25. 
Accessed 12 August 2019. Also see https://www.ird.govt.nz/topics/working-for-families/how-working-for-families-works. 
Accessed 12 August 2019.  
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whereby skilled workers emigrate from one country to another),1103 or promotion (e.g. attracting high-

skilled workers, or increasing employment). In respect of states’ aims regarding well-being in the sphere 

of employment, Stiglitz argued that it is not sufficient for the international community to only aim for 

doing no harm.1104 The well-being aim should, according to Stiglitz, be to promote societal well-being 

via equitable, sustainable, and democratic development, and should involve a push for decent work, full 

employment, and better working conditions.1105 

As before discussed,1106 an example of literature explicitly addressing employment and well-being 

aspects in the sphere of taxation is an article by Gerritsen that combines optimal taxation theory with 

empirical research on subjective well-being (using questionnaire data on people’s life satisfaction as a 

direct measure of well-being), in order to propose a well-being argument for corrective taxation.1107 To 

recall, Gerritsen argued that workers who work too much (and who therefore do not maximise their 

well-being) should be encouraged to work less through higher marginal tax rates, and that workers who 

work too little (to achieve maximum well-being) should be encouraged to work more through lower 

marginal tax rates.1108  

Another example is presented in the Mirrlees Review, where the taxation of labour earnings is discussed 

in the light of social welfare, depending on the well-being of different people.1109 The concept of social 

welfare used there may concern an objective concept, as it depends on more than measured income 

alone, and also includes varying needs and equality (or redistributive) considerations.1110  

                                                             
1103 For a discussion of tax related aspects of what is referred to as the brain drain, see J.N. Bhagwati, ‘Taxing the Brain 
Drain’, Challenge, July/August 1976, Vol. 19, No. 3, pp. 34-38; O. Oldman & R. Pomp, ‘The Brain Drain: A Tax Analysis 
of the Bhagwati Proposal’, World Development 1975, Vol. 3, No. 10, pp. 751-763; D. Wagner, ‘Do Tax Differences 
Cause the Brain Drain?’, Policy Options, December 2000, pp. 33-41. 
1104 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 24.  
1105 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 24 and 27.  
1106 See notably sections 1.4.1.1, 3.3.1, and 3.3.2 of this research.  
1107 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, p. 
123.  
1108 A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 2016, pp. 
122-139. Layard provided a similar line of reasoning to argue for corrective taxes as a way to hold us back from a fevered 
way of life and thus increase happiness. R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised 
and updated edition, pp. 152-155.  
1109 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, pp. 46-47.  
1110 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, pp. 46-47. 
Discussions of employment taxation in light of a (not further defined) concept of (social) welfare can also be found in 
OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, and in J.D. Wilson, 
‘Optimal Income Taxation and Migration: A world welfare point of view’, Journal of Public Economics 18, 1982, pp. 381-
397.  
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Furthermore, Wijtvliet argued that taxation in accordance with the (non-absolute) ability-to-pay 

principle should be part of governments’ pursuit of an objective concept of well-being, which includes 

as one of its key dimensions personal activities (encompassing work).1111  

At first glance, concepts of well-being in the sphere of employment concern people (whether employed 

or not). That said, some further issues of scoping come up for well-being concepts related to 

employment.  

For instance, aspects of employment raise questions of intergenerational equity. Examples thereof, in 

the sphere of taxation and employment, for instance concern the intergenerational burdens of pension 

and social security contribution programs.1112 Considerations of well-being in employment may 

therefore (need to) go beyond current generations, especially considering the aging population.  

Furthermore, tax incentives for employment applied by one state may well impact other states, 

especially if those tax incentives concern highly mobile workers such as high-skilled employees. And 

in such a case, if what is considered optimal taxation from the perspective of a particular state is 

concerned only with well-being consequences for its own citizens, then such taxation may well be 

detrimental to the well-being of citizens of other states, and may even turn out inefficient if viewed from 

the perspective of world well-being optimisation.1113  

For those situations where individuals’ well-being is taken together for purposes of the concept of well-

being used under tax incentives for employment, question 1 of the assessment framework also asks 

states to explain which function is used to do so, and why that particular function is at stake. Standard 

models measure well-being in relation to employment as a weighted sum of individual well-being.1114 

The weight given to the well-being of different individuals under the specific well-being function used 

depends on distributional considerations. For instance, in case of redistributive preferences, the weight 

accorded to well-being can be set to decrease as disposable income rises.1115 It should be noted, in this 

                                                             
1111 L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 291, pp. 322-323, and p. 607.  
1112 See R. Disney, ‘Are contributions to public pension programmes a tax on employment?’, Economic Policy, July 2004, 
p. 283.   
1113 Compare, in relation to social welfare, the reasoning of Wilson in J.D. Wilson, ‘Optimal Income Taxation and 
Migration: A world welfare point of view’, Journal of Public Economics 18, 1982, p. 382.  
1114 Compare, with respect to welfare, J.D. Wilson, ‘Optimal Income Taxation and Migration: A world welfare point of 
view’, Journal of Public Economics 18, 1982, p. 382, and OECD, Taxation and Employment, OECD Tax Policy Studies, 
2011, No. 21, OECD Publishing, p. 53.  
1115 Compare OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 53-54.  
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regard, that there are often trade-offs between distributional consequences and (efficiency or 

effectiveness in) employment gains,1116 while both of these matters can influence well-being.   

Moreover, tax incentives for employment may have environmental effects (for instance on wildlife), 

that could call for a broader conception of well-being than only human well-being.1117 

  

                                                             
1116 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 46; OECD, 
Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 12. The effectiveness and 
efficiency of tax incentives for employment are discussed in section 7.6 of this research.  
1117 For a further discussion of scoping in relation to the environment, well-being, and taxation, please refer to section 6.1 
of this research.  
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7.2. Relative importance of well-being in tax incentives for employment  

Question 2 of the assessment framework asks states to substantiate how important well-being is in 

relation to (tax incentives for) employment. Such allows to put into perspective the relative importance 

attributed to well-being, and the potential trade-offs inherent in attributing such importance to well-

being. 

Most literature reviewed in the course of this research does not explicitly argue why well-being is 

important in matters regarding employment. An implicit assumption that may underlie studies in this 

regard is that well-being is what ultimately matters.1118 The importance of well-being in matters of 

employment of course depends on the specific concept of well-being used, and the contributors to or 

constituents of that specific concept. Most authors seemed to suffice with pointing out various aspects 

of life that can be affected by (un)employment,1119 whereby some authors in addition explicitly argued 

that those aspects are of importance (also) to well-being.1120 Various authors however stressed that 

associations found or suggested do not necessarily also imply causal relationships.1121  

Stiglitz, Sen, and Fitoussi argued that well-being measures are important, also in the sphere of 

employment, as they present better measures of economic performance in our modern, complex 

economies, particularly in the context of sustainability.1122 While well-being may indeed be better suited 

to reflect value than traditional economic indicators, such statement does not necessarily explain why 

well-being in itself (rather than some other concept) should be important.  

                                                             
1118 See, for example, N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the 
EU’, European Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1, who examined 
the effect of unemployment on satisfaction in five domains of life that “are without a doubt among the most important 
aspects of life that determine the quality of life and ultimately well-being.” Also compare J.E. Stiglitz, ‘Employment, 
social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 1-2, p. 20, who remarked that “if 
improving living standards it the objective of economics, then improving the welfare of workers becomes an end in itself 
[…].”  
1119 For instance, see J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 
141, 2002, No. 1-2, p. 9 and 17; N. Carroll, ‘Unemployment and Psychological Well-Being’, The Australian National 
University Centre for Economic Policy Research, July 2005, Discussion Paper No. 492, pp. 3-5. 
1120 See, for example, N. Ahn, J.R. Garciá & J.F. Jimeno, ‘The Impact of Unemployment on Individual Well-Being in the 
EU’, European Network of Economic Policy Research Institutes, Working paper No. 29, July 2004, p. 1.  
1121 As examples, see T. Clemens, P. Boyle & F. Popham, ‘Unemployment, mortality and the problem of health-related 
selection: Evidence from the Scottish and England & Wales (ONS) Longitudinal Studies’, Health Statistics Quarterly 43, 
Autumn 2009, Office for National Statistics, p. 7; P. Warr, ‘Well-Being and the Workplace’, p. 404 in D. Kahneman, E. 
Diener & N. Schwarz, Well-being: The Foundations of Hedonic Psychology, New York: Russel Sage Foundation, 1999. 
1122 J.E. Stiglitz, A.K. Sen & J.P. Fitoussi, Report by the Commission on the Measurement of Economic Performance and 
Social Progress, 2009, pp. 11-12.  
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Some research emphasises redistribution or equality considerations as an important part of an overall 

well-being consideration in matters of taxation and employment.  

For instance, as part of the Mirrlees Review, it is remarked in the context of the taxation of labour 

earnings that measures of social welfare tend to acknowledge that society may care about how (un)equal 

the well-being of different people is distributed, and therefore generally place more weight on promotion 

of benefits to the poor and needy.1123 Another example is the research performed by Wijtvliet, where 

taxation in accordance with the ability-to-pay principle is considered to be a necessary part of 

governments’ pursuit of well-being, which includes, as key dimensions, personal activities 

(encompassing work) and economic security.1124 

Other studies, however, seem to propose such redistribution or equality considerations as separate goals 

or ends to pursue by states, which may sometimes result in a trade-off with other considerations.  

For example, Brewer and Browne observed how the United Kingdom’s Working Families’ Tax Credit 

was not only introduced to increase employment, but also to reduce poverty.1125 Considering these dual 

aims, Brewer and Browne noted that higher levels of redistribution of income may be seen as a 

worthwhile end in itself, to potentially justify increased state expenditures through the Working 

Families’ Tax Credit apart from its effects on employment.1126 Likewise, in the context of taxation, 

employment, and (a not defined concept of) welfare, the OECD remarked that, where states accord more 

weight to redistribution, states will accord less weight to welfare losses suffered by taxpayers subject to 

higher marginal tax rates.1127 In such a case, the OECD recommended that marginal tax rates be set 

“higher further up the income distribution at points where taxpayers are less responsive, less populous, 

and whose welfare is of less importance to the government.”1128  

                                                             
1123 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 46.  
1124 L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 291, pp. 322-323, and p. 607.  
1125 M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The 
Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 4.  
1126 M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The 
Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 4. 
1127 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 52.  
1128 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 53.  
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Other things that have been considered important besides well-being in matters of employment are for 

instance basic principles of social justice,1129 economic growth,1130 and health aspects,1131 to name just 

a few. It is up to states to motivate the importance attributed to well-being in tax incentives for 

employment in relation to such other matters.   

                                                             
1129 See J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, 
No. 1-2, p. 27. Also compare K.I. Paul, The negative mental health effect of unemployment: Meta-analyses of cross-
sectional and longitudinal data, Inaugural Dissertation, Nürnberg, 2005, p. 114, who referred to the right to work under 
just conditions as codified in Article 23 of the United Nations’ Universal Declaration of Human Rights.   
1130 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 19. 
1131 Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 7957, p. 5; K.I. Paul, 
The negative mental health effect of unemployment: Meta-analyses of cross-sectional and longitudinal data, Inaugural 
Dissertation, Nürnberg, 2005; P. Warr, ‘Well-Being and the Workplace’, p. 393 in D. Kahneman, E. Diener & N. Schwarz, 
Well-being: The Foundations of Hedonic Psychology, New York: Russel Sage Foundation, 1999. 
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7.3. State intervention in employment 

Question 3 of the assessment framework requires states to explain why their intervention in employment 

matters is needed. This to allow for a discussion of the proper aims and roles of states, and of the 

desirable level of state intervention. 

The main argument for states to intervene in matters of employment is, like before discussed in relation 

to respectively innovation and the environment,1132 to correct market failures.  

Stiglitz for instance described how information asymmetries lead to imperfect competition: small costs 

of searching for a new job can already cause real wages to fall below competitive levels.1133 

Furthermore, bargaining power asymmetries can lead to unemployment, and markets are not fully self-

adjusting or efficient.1134 As noted by Bovenberg and Van der Ploeg, persistent high levels of 

involuntary unemployment are a major problem, as such high unemployment erodes the financial basis 

of welfare states and threatens the provision of public goods.1135 Current challenges for instance concern 

unemployment,1136 the aging population coupled with increased life expectancy, increasing 

international mobility and migration, and the stress placed upon social security and welfare systems as 

a result of the before mentioned developments.1137 

Considering that markets by themselves fail to bring about socially efficient and desirable outcomes, it 

is argued that there is an important role for states to intervene in labour markets and correct those market 

failures, to ensure higher levels of employment, right collective action, occupational health and safety, 

and to enforce minimum standards.1138 This, particularly as taxes imposed by states may also have 

distortionary or corrective effects on employment.1139 The OECD in this regard provided the example 

that, in imperfect labour markets, tax may actually increase long-term unemployment, by interacting for 

                                                             
1132 See respectively section 5.3 and 6.3 of this research.  
1133 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, pp. 10-11.  
1134 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 11.  
1135 A.L. Bovenberg & R.F. van der Ploeg, ‘Optimal taxation, public goods and environmental policy with involuntary 
unemployment’, Journal of Public Economy 62, 1996, pp. 59-60.  
1136 OECD, Unemployment rate (indicator), 2019, doi: 10.1787/997c8750-en, https://data.oecd.org/unemp/unemployment-
rate.htm. Accessed 12 August 2019.  
1137 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 3 and 35. 
1138 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 13, 16, and 26.  
1139 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 10.  
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instance with unionised bargaining and minimum wage laws in a way that increases market wages 

beyond market clearing levels.1140  

However, if taxes are properly applied in interaction with employment, they may serve to prevent or 

mitigate the negative effects of market failures or, moreover, to bring about positive effects. For 

instance, taxes can be used to actively attract or retain high-skilled workers, not only to counter skill 

shortages but also to increase positive knowledge-related spillovers and, more generally, to increase tax 

revenues.1141  

    

                                                             
1140 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 14. In comparison, 
Stiglitz described research demonstrating that minimum wages do not have as serious negative effects on employment as 
typically predicted, and may even have positive effects. See J.E. Stiglitz, ‘Employment, social justice and societal well-
being’, International Labour Review, Vol. 141, 2002, No. 1-2, p. 13. 
1141 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37.  
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7.4. Tax incentives for employment compared to alternatives 

Question 4 of the assessment framework requires states to consider and assess alternatives to tax 

incentives for employment, as integrated assessment of the pursuit of well-being aims by states 

necessitates taking stock of the different policy instruments available to government, including but not 

limited to taxation. States should elaborate on how tax incentives for employment are assessed in 

comparison to alternative governmental measures, to identify advantages and drawbacks, and to 

facilitate a motivated choice for one or the other. 

There are many ways in which governments can address employment issues besides tax instruments.  

Governments can for instance reform pension systems to maintain older workers.1142 Or, governments 

can use active labour market policies that assist individuals in finding new jobs, such as linking 

unemployment benefit receipts to participation in programs aimed at preventing the loss of skill and at 

increasing employability.1143 Alternatives are the reducing of unemployment benefit levels, or the 

provision of benefits on a universal basis.1144 Governments can optimise employment protection, 

immigration, and minimum wage laws and policies in an effort to increase real wage flexibility.1145 

Policy options also involve education-based solutions that encourage training, or that raise awareness, 

and thus indirectly increase take-up rates of assistance on offer.1146 Other, indirectly targeted, policy 

options can be aimed at changing intertemporal prices to encourage consumption and investment, or to 

reduce liquidity constraints that may limit expenditures.1147    

Many studies agree that more fundamental problems in labour markets are generally better addressed 

via direct state intervention than via taxes.1148  

                                                             
1142 See R. Disney, ‘Are contributions to public pension programmes a tax on employment?’, Economic Policy, July 2004, 
pp. 270-271, and OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11. 
1143 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 34 and 52.  
1144 See OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 34, and 
Department for Work and Pensions, Universal Credit: welfare that works, November 2010, Cm 7957.  
1145 See OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 117-118, and 
A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, pp. 126-127.  
1146 See H. Huizinga, p. 94, discussion, in F. Daveri & G. Tabellini, ‘Unemployment, growth and taxation in industrial 
countries’, Economic Policy, April 2000, Vol. 15, No. 30, and OECD, Taxation and Employment, OECD Tax Policy 
Studies, 2011, No. 21, OECD Publishing, p. 135. 
1147 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 18. 
1148 See, for instance, Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation 
Papers, 2015, Working Paper No. 56, p. 9; OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37, 75, and 135; 
A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 134; J.E. Stiglitz, 
‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 1-2, p. 18. 
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Examples are skill shortages, which are likely more effectively and efficiently addressed via direct 

policy tools such as education-based solutions that encourage specifically targeted training, than 

indirectly via tax concessions for high-skilled mobile workers.1149 In addition to these effectiveness and 

efficiency considerations, tax concessions for high-skilled mobile workers can also create equity 

concerns as they introduce different tax treatment depending on skill level, or for foreign and domestic 

workers.1150 Likewise, and instead of via progressive taxes, employment distortions in the 

environmental field resulting from too much market power in non-competitive labour markets can be 

more effectively addressed using direct policy measures that, for instance, deregulate non-traded 

commodity markets, thereby exposing markets to international competition and breaking down 

privileged positions.1151 And while there seems to be limited quantitative and qualitative information 

on the performance of more general tax incentives for education and training, the research found 

suggests that such tax incentives come with relatively high deadweight effects and are insufficiently 

targeted to successfully address skill shortages.1152 It has therefore been argued that tax policy should 

be regarded as a supplement to, rather than the main pillar of, education and training policies.1153  

Moreover, previously discussed implications suggest that effects of unemployment, other than financial, 

may have the largest impact on one’s well-being.1154 In that case, Diener et al. suggested that policy 

instruments that focus on job retaining and psychological counselling may be more effective from a 

well-being perspective than purely economic measures.1155 

Although the effect of taxation on employment will therefore often be subsidiary to effects of other 

policy instruments, there is nonetheless scope for use of taxation as an additional instrument to address 

employment issues.1156 Oftentimes, a combination of direct policy instruments and finely tuned tax 

measures will turn out to be desirable, especially when several goals are pursued at the same time.1157 

                                                             
1149 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37 and 135.  
1150 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37.  
1151 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 134. 
1152 European Centre for the Development of Vocational Training CEDEFOP, Using tax incentives to promote education 
and training, Panorama series 2009, Luxembourg, pp. 99-108.  
1153 European Centre for the Development of Vocational Training CEDEFOP, Using tax incentives to promote education 
and training, Panorama series 2009, Luxembourg, p. 100.  
1154 Reference is made to the introduction to chapter 7 of this research for an overview of well-being impacts of 
(un)employment.  
1155 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, 
pp. 160-161. 
1156 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11 and 60.  
1157 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 82. 
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Bovenberg in this regard stressed that, when governments are aiming for two goals, they should in 

principle use at least two policy instruments.1158 

Furthermore, instrumental use of the tax system in the stimulation of employment may sometimes be 

preferable to other policy instruments. This may for instance be the case were specific employment 

goals are combined with poverty alleviation goals. While direct government spending, in the form of 

welfare benefits for such situations, comes with the advantage of allowing precise targeting, such 

targeted direct spending typically carries with it high administration and monitoring costs in 

combination with relatively low take-up rates.1159 Those low take-up rates, that limit effectiveness, can 

be attributed, on the one hand, to low awareness of available welfare benefits, and, on the other hand, 

to negative stigmas connected to welfare benefit receipts.1160 For these situations, tax incentives, such 

as in-work tax credits, have proven to be viable and effective alternatives that allow for reduced 

administration costs (through using already existing tax systems) in combination with increased take-

up rates.1161  

 

  

                                                             
1158 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 137. 
1159 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 76 and 85, and 
B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The 
Quarterly Journal of Economics, August 2001, p. 1069.  
1160 B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The 
Quarterly Journal of Economics, August 2001, p. 1069; OECD, Taxation and Employment, OECD Tax Policy Studies, 
2011, No. 21, OECD Publishing, pp. 82-83.  
1161 B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The 
Quarterly Journal of Economics, August 2001, p. 1063; OECD, Taxation and Employment, OECD Tax Policy Studies, 
2011, No. 21, OECD Publishing, p. 82; N. Eissa & J.B. Liebman, ‘Labor Supply Response to the Earned Income Tax 
Credit’, The Quarterly Journal of Economics, May 1996, Vol. 111, No. 2, p. 636.  
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7.5. Overall net well-being impact of tax incentives for employment 

Question 5 of the assessment framework requires states to describe the predicted or actual net impact 

on well-being of government spending and taxing in relation to (tax incentives for) employment. If the 

relative contribution of the taxing impact to the overall well-being result is minor, this calls into question 

the use of taxation. In answering this question, states should also assess who ultimately bears the tax, 

and whose well-being is ultimately affected by tax incentives for employment. 

Also in relation to employment and well-being is it important to consider in integration the net impact 

of state intervention via spending and taxing, and not only the tax effect in isolation.1162 To assess the 

employment effects of a tax measure, it is necessary to simultaneously take account of the effects on 

employment of public expenditures affected by the tax measure.1163 For instance, a higher level of tax 

may in itself disincentivise employment, but if the resulting additional tax revenues are used to finance 

public investments that substantially boost labour productivity, the overall impact on employment may 

still be favourable.1164 Or, increases in employment that result from tax incentives may bring added 

benefits in the form of decreases in public expenditure on unemployment benefits, as a consequence of 

which the true costs of such tax incentives may be lower than they initially seem.1165 A thorough analysis 

in this regard requires consideration of the broader institutional structures of the labour market.1166  

This need for an integrated assessment shows also from the distortive or undesirable employment 

impacts that can emerge through the combined application of taxation and other policy measures. For 

example, the combined application of the tax and pension system can, through a shift from higher to 

lower marginal tax rates, create significant incentives to retire, and thus increase non-employment under 

older workers.1167 Similarly, it is impossible to properly assess tax effects on low-income workers 

without also considering the impact of a state’s welfare benefit system.1168 If income from in-work tax 

credits is for instance counted as income for purposes of welfare benefits, then the labour incentives 

created by those tax credits may be effectively reduced through corresponding negative welfare benefits 

                                                             
1162 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 33.  
1163 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 116.  
1164 See A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 116. 
1165 M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The 
Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 4. 
1166 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 28.  
1167 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11 and 104. 
1168 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 51.  
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results.1169 If an increase in in-work tax credits (available to the employed) is matched by increases in 

welfare benefits (available to the unemployed), a potential incentivising effect of the in-work tax credits 

to stimulate employment may effectively be nullified.1170 Research suggests that the most significant 

disincentives to work are created on the benefit (spending) side, namely through withdrawal of 

unemployment benefits upon reemployment.1171 Blundell and Hoynes came to the conclusion that the 

overall workings of the United Kingdom’s tax and benefit systems bring about that in-work benefit 

reforms result in relatively small changes to financial work incentives.1172 And for high-skilled, mobile, 

employees, high tax rates may result in less of a risk of emigration if those high taxes are used to pay 

for public goods valued by those high-skilled employees.1173   

Furthermore, most tax measures that aim to improve employment would require substantial 

corresponding reductions in public expenditure, or increases in other taxes, in order to maintain public 

spending levels.1174 In addition, tax concessions for employment can introduce new, or worsen existing, 

distortive effects with respect to other state goals.1175  

Simultaneous examination of different government policies should allow to estimate the relative 

contributions of these different policies to employment and well-being effects, and to decompose 

specifically the tax effects.1176  

                                                             
1169 R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 412, in D. Card, R. 
Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, 
University of Chicago Press, 2004.   
1170 R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 413, in D. Card, R. 
Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, 
University of Chicago Press, 2004.   
1171 See Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation Papers, 2015, 
Working Paper No. 56, p. 12, and OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD 
Publishing, p. 57. 
1172 R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 454, in D. Card, R. 
Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, 
University of Chicago Press, 2004. On a similar note, Blundell, Duncan, McGrae, and Meghir concluded that the 
interaction of the United Kingdom’s Working Families’ Tax Credit with the United Kingdom’s housing benefit system 
effectively means that the increase in net income is small for employees below 25 hours of work. See R. Blundell, A. 
Duncan, J. McGrae & C. Meghir, ‘The Labour Market Impact of the Working Families’ Tax Credit’, Fiscal Studies 2000, 
Vol. 21, No. 1, p. 83.  
1173 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 127.  
1174 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 12.  
1175 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 117 and 137, and OECD, 
Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 12.  
1176 Compare the approach taken by Meyer and Rosenbaum in B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned 
income tax credit, and the labor supply of single mothers’, The Quarterly Journal of Economics, August 2001, p. 1101.  
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If the effects of tax changes on different types of workers are assessed, an aggregate analysis will not 

suffice. The OECD recommended that, for these types of assessments, microeconomic analysis is 

crucial to understand how target groups are likely affected in terms of for instance participation, 

numbers of hours worked, work effort, choice of occupation, education, and evasion or avoidance.1177 

Furthermore, general equilibrium models are often needed to quantify the effects of taxation on 

(un)employment.1178  

In practice, however, it remains difficult to fully disentangle tax effects. Blundell et al. for instance used 

a structural model of household preferences to ex ante simulate the impact of tax reforms like the United 

Kingdom’s Working Families’ Tax Credit, using survey datasets to examine its income and incentive 

impacts.1179 Such an approach does not, however, exclude the possibility of unaccounted spillover 

effects from other labour market reforms taking place at the same time, possibly influencing their 

results.1180 Brewer and Browne compared various approaches to determining the effects of the Working 

Families’ Tax Credit on labour market participation.1181 An approach different from using a structural 

model is to use a difference-in-difference approach, whereby outcomes for affected and unaffected 

groups are compared before and after introduction of the tax measure.1182 Such a difference-in-

difference approach, however, also faces difficulties if other changes than tax play a role, as this 

approach does not allow different changes to be isolated.1183 Similarly, Gruber used a reduced-form 

approach, using survey data over different years, to estimate the incidence of a payroll tax drop in 

                                                             
1177 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 28.  
1178 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 33.  
1179 R. Blundell, A. Duncan, J. McGrae & C. Meghir, ‘The Labour Market Impact of the Working Families’ Tax Credit’, 
Fiscal Studies 2000, Vol. 21, No. 1, p. 88 and 92. Also see R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform 
Helped the Labor Market?’, p. 444, in D. Card, R. Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic 
Effects of British Economic Reforms, 1980-2000, University of Chicago Press, 2004. 
1180 R. Blundell, A. Duncan, J. McGrae & C. Meghir, ‘The Labour Market Impact of the Working Families’ Tax Credit’, 
Fiscal Studies 2000, Vol. 21, No. 1, p. 77. Also compare M. Brewer & J. Browne, ‘The Effect of the Working Families’ 
Tax Credit on Labour Market Participation’, The Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 3 and 12, as 
regards the use of structural models.  
1181 M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The 
Institute for Fiscal Studies 2006, Briefing Note No. 69.  
1182 See, for instance, R. Blundell, A. Duncan & C. Meghir, ‘Estimating Labor Supply Responses Using Tax Reforms’, 
Econometrica, July 1998, Vol. 66, No. 4, p. 828, and M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax 
Credit on Labour Market Participation’, The Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 3.  
1183 M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The 
Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 3 and 9. 
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Chile.1184 An important limitation stated by Gruber is that the reduced-form approach used also cannot 

distinguish structural sources of wage and employment changes.1185  

As also discussed in section 7.4, on many occasions the effect of taxation on employment will be 

subsidiary to effects of other policy instruments.   

For instance, with respect to the oftentimes significant incentives to retire created for older workers 

through combinations of tax and pension systems, the relative contribution of the tax effect is often 

ancillary to the effects of the pension system.1186 Similarly, with respect to high-skilled, mobile workers, 

the limited empirical research available does not indicate that tax is a major factor in migration 

decisions.1187 And for low-income workers, the majority of work disincentives are created via welfare 

benefit systems.1188 More generally, research suggests that labour taxes and payroll tax subsidies have 

a rather moderate economic impact on unemployment, and that their effects should not be overstated.1189  

That said, taxes still have effects on employment that should not be disregarded. Especially with respect 

to high elasticity groups (such as second earners, younger people, and low-skilled or older workers), 

there is potential for positive contributing effects of tax measures. For instance with respect to older 

workers and in most OECD countries, labour taxes reduce the return to continued work by more than 

20 per cent, and when combined with the tax effect on pension income, this figure grows to 30 or 40 

per cent in many countries.1190 And research found relatively strong positive participation effects for 

certain in-work tax credits, especially for single parents.1191 For example, Meyer and Rosenbaum found 

a large role for the Earned Income Tax Credit and other tax changes in employment increases for single 

                                                             
1184 J. Gruber, ‘The Incidence of Payroll Taxation: Evidence from Chile’, Journal of Labor Economics, 1997, Vol. 15, No. 
3, p. S74 and S99. 
1185 J. Gruber, ‘The Incidence of Payroll Taxation: Evidence from Chile’, Journal of Labor Economics, 1997, Vol. 15, No. 
3, p. S99. 
1186 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11 and 36.  
1187 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11.  
1188 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 60.  
1189 T. Berger & G. Everaert, ‘Labour taxes and unemployment evidence from a panel unobserved component model’, 
Journal of Economic Dynamic and Control, March 2010, Vol. 34, Issue 3, p. 362; R. Blundell & H.W. Hoynes, ‘Has “In-
Work” Benefit Reform Helped the Labor Market?’, p. 452 in D. Card, R. Blundell & R.B. Freeman, Seeking a Premier 
Economy: The Economic Effects of British Economic Reforms, 1980-2000, University of Chicago Press, 2004; F. Kramarz 
& T. Philippon, ‘The impact of differential payroll tax subsidies on minimum wage employment’, Journal of Public 
Economics 82, 2001, p. 142.  
1190 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 104. 
1191 See R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 440, and the research 
discussed there, in D. Card, R. Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British 
Economic Reforms, 1980-2000, University of Chicago Press, 2004. 
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mothers, with modest and smaller roles for other policy instruments, such as training, or benefit cuts 

and waivers.1192  

In terms of incidence, there does not appear to be a clear answer as to who ultimately bears the burden 

of labour taxes, and there is wide variation across different states.1193  

It seems that the level of centralisation of bargaining in a state plays an important role in the matter of 

incidence of labour taxes, whereby more centralised bargaining means that the tax burden shifts towards 

labour, whereas intermediate coordination levels mean that the tax burden is partially shifted towards 

employers.1194 Especially regarding low-skilled workers, wage floors created by unionised wage 

bargaining, or minimum wage laws, may effectively prevent employers from passing on tax burdens to 

employees.1195 This, in turn, can reduce employment options, as low-skilled workers may become less 

attractive due to their relatively high wages.1196  

When, alternatively, considering tax concessions for employment, it is also important to consider the 

incidence of such tax expenditures (or in other words, the question of who benefits from the tax 

incentive). As example, Gruber estimated that a substantial payroll tax drop in Chile fully resulted in 

higher wages for workers, with little or no effect on employment levels.1197 And with regard to tax 

incentives for employment targeted at specific sectors of overcapacity or crisis, the EC remarked that, 

more often than not, such incentives do not create jobs if viewed from a European perspective, but rather 

shift jobs from one state to another.1198 Also, in such cases, those sectors that do not benefit from the 

tax incentives at hand are effectively contributing to the financing of such incentives.1199  

                                                             
1192 B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The 
Quarterly Journal of Economics, August 2001, p. 1101.  
1193 Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation Papers, 2015, 
Working Paper No. 56, p. 10.  
1194 Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation Papers, 2015, 
Working Paper No. 56, p. 10; OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD 
Publishing, p. 118. 
1195 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 118.  
1196 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 118. The OECD 
remarked how such demand side problems may likely reduce in the future due to increased labour scarcity following the 
aging of our population (ibid., p. 118).  
1197 J. Gruber, ‘The Incidence of Payroll Taxation: Evidence from Chile’, Journal of Labor Economics, 1997, Vol. 15, No. 
3, p. S72 and S99.  
1198 EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, para. 18. 
1199 EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, para. 20. 
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7.6. Effectiveness and efficiency of tax incentives for employment 

Question 6 of the assessment framework requires states to explain how effective and efficient their tax 

incentives for employment are in prediction or in actuality in achieving their well-being aims. 

Governments should explain how, and how often, the effectiveness and efficiency of their tax incentives 

for employment are monitored and evaluated, and what will be done if ineffectiveness or inefficiency 

is detected.  

It seems to be difficult in practice to estimate the effects of taxes on labour in a robust way.1200 

Notwithstanding, considering the well-being and other impacts of employment discussed in the 

introduction to this chapter 7, it is important that tax measures, aimed at incentivising employment, are 

assessed on their effectiveness and efficiency in impact statements (involving labour market experts) 

prior to adoption and implementation.1201  

Regular monitoring, control, and evaluation of the effectiveness of tax measures to incentivise 

employment is for instance important to ensure that immediate effects on job creation are not cancelled 

out through indirectly harmful and unpredicted effects.1202 Proper evaluations of the effects of tax 

measures on employment and well-being likely require large-scale, longitudinal panel data, considering 

also that the concepts involved contain important intertemporal dimensions.1203 That said, empirical 

evidence on the success of tax measures in creating employment seems quite limited.1204 There is for 

instance little empirical evidence on the tax effects on migration decisions.1205 For these issues, 

inferences are generally drawn from research on internal migrations, for instance within Switzerland or 

within the United States of America.1206  

                                                             
1200 T. Berger & G. Everaert, ‘Labour taxes and unemployment evidence from a panel unobserved component model’, 
Journal of Economic Dynamic and Control, March 2010, Vol. 34, Issue 3, p. 355; R. Blundell, A. Duncan & C. Meghir, 
‘Estimating Labor Supply Responses Using Tax Reforms’, Econometrica, July 1998, Vol. 66, No. 4, p. 827.  
1201 Compare J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 
2002, No. 1-2, p. 24.  
1202 See EC, Guidelines on aid to employment, Official Journal of the European Communities 1995, 95/C 334/04, para. 12.  
1203 A.E. Clark, E. Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in life satisfaction: a test of the baseline 
hypothesis’, The Economic Journal, 118, June 2008, pp. F224-F225 and p. F239; R.E. Lucas, A.E. Clark, Y. Georgellis & 
E. Diener, ‘Unemployment Alters the Set Point for Life Satisfaction’, Psychological Science, 2004, Vol. 15, No. 1, p. 12. 
Also see B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, 
The Quarterly Journal of Economics, August 2001, p. 1066, who examined major policies affecting single mother labour 
supply using datasets covering the period from 1984 to 1996.   
1204 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 120 and 128.  
1205 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 128.  
1206 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 128. Also see T. 
Liebig & A. Sousa-Poza, ‘The influence of taxes on migration: evidence from Switzerland’, Cambridge Journal of 
Economics 2006, Vol. 30, p. 235; T. Liebig, P.A. Puhani & A. Sousa-Poza, ‘Taxation and Internal Migration – Evidence 
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As regards effectiveness, various methods are used to assess the effect of tax measures on employment. 

Examples of methods applied in studies include reduced-form unemployment or labour supply 

models,1207 difference-in-difference approaches,1208 unobserved component models,1209 quasi-

experimental models,1210 structural labour supply simulation models1211 or dynamic structural life-cycle 

models,1212 discrete behavioural household labour supply models,1213 and equilibrium models.1214 Some 

of these methods pertain particularly to ex post evaluation. The OECD provided an overview of methods 

used to specifically assess the effectiveness of measures to increase demand for low-income workers.1215 

Such methods include natural experiments and the construction of general equilibrium models, 

including the use of survey data.1216  

As regards efficiency, one of the possibilities is to perform a cost-benefit analysis.1217  

If, upon monitoring or evaluation, tax incentives for employment show ineffectiveness or inefficiency, 

states need to deal with that in a proper way. Comparable to the remarks made in sections 5.6 and 6.6 

                                                             
from the Swiss Census using Community-Level Variation in Income Tax Rates’, Journal of Regional Science, 2007, Vol. 
47, No. 4, p. 834; D. Wagner, ‘Do Tax Differences Cause the Brain Drain?’, Policy Options, December 2000, pp. 33-34; 
Y. Hsing, ‘The Impacts of Welfare Benefits and Tax Burdens on Interstate Migration’, Regional Science Perspectives 
1995, Vol. 25, No. 2, p. 22.  
1207 T. Berger & G. Everaert, ‘Labour taxes and unemployment evidence from a panel unobserved component model’, 
Journal of Economic Dynamic and Control, March 2010, Vol. 34, Issue 3, p. 356; N. Eissa & H.W. Hoynes, ‘Taxes and 
the labor market participation of married couples: the earned income tax credit’, Journal of Public Economics 88, 2004, 
estimated the effect of the earned income tax credit by using quasi-experimental as well as reduced-form labour supply 
models (ibid., p. 1931). As such an approach is however unable to isolate tax changes from other changes, it may be 
difficult to find appropriate groups for comparability purposes. See, for instance, R. Blundell, A. Duncan & C. Meghir, 
‘Estimating Labor Supply Responses Using Tax Reforms’, Econometrica, July 1998, Vol. 66, No. 4, p. 828, and M. 
Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The Institute for 
Fiscal Studies 2006, Briefing Note No. 69, p. 3.  
1208 F. Kramarz & T. Philippon, ‘The impact of differential payroll tax subsidies on minimum wage employment’, Journal 
of Public Economics 82, 2001, p. 142. 
1209 T. Berger & G. Everaert, ‘Labour taxes and unemployment evidence from a panel unobserved component model’, 
Journal of Economic Dynamic and Control, March 2010, Vol. 34, Issue 3, p. 355.  
1210 N. Eissa & H.W. Hoynes, ‘Taxes and the labor market participation of married couples: the earned income tax credit’, 
Journal of Public Economics 88, 2004, p. 1931.  
1211 R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 444, in D. Card, R. 
Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, 
University of Chicago Press, 2004. Also see M. Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on 
Labour Market Participation’, The Institute for Fiscal Studies 2006, Briefing Note No. 69, p. 3. 
1212 P. Haan & V. Prowse, ‘A Structural Approach to Estimating the Effect of Taxation on the Labor Market Dynamics of 
Older Workers’, The Institute for the Study of Labor Discussion Paper Series, No. 4102, March 2009, pp. 1-2.  
1213 See R. Blundell, A. Duncan, J. McGrae & C. Meghir, ‘The Labour Market Impact of the Working Families’ Tax 
Credit’, Fiscal Studies 2000, Vol. 21, No. 1, p. 75.  
1214 R.A. de Mooij, J. Graafland & A.L. Bovenberg, ‘Tax reform and the Dutch labor market in the 21st century’, CPB 
Report 98/2, p. 19.  
1215 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 88.  
1216 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 88. 
1217 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 135.  
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of this research, this may not always mean that immediate alteration or abolition is desired, as certain 

effects involve, or require, longer time horizons. 

On the one hand, tax policies and measures concerned with well-being and employment should be open 

to revision as new information becomes available, implying a process of sequential decision-making.1218  

On the other hand, states should be conscious of the fact that responses to policies or measures likely 

take at least a couple of years to fully emerge.1219 For instance, Blundell and Hoynes found that a strong 

response to the United Kingdom’s Family Credit took two years to appear.1220 Likewise, Hotz, Mullin, 

and Scholz provided evidence that employment responses to changes in the United States’ Earned 

Income Tax Credit occurred with a one or two year time lag.1221  

In addition, the effects of responses to policies or measures may not always be reversible, easily or at 

all.1222 This, combined with the fact that short-term assessments carry the risk of missing important 

intertemporal dimensions of well-being, arguably makes long-term outlooks and policies essential.1223    

As previously noted in section 7.1 of this research, it seems uncommon for tax incentives for 

employment to be explicitly related, in their wording or goal setting, to well-being. Assessments of the 

effects of taxation on employment rather seem to focus on concepts of (economic) welfare.1224 

                                                             
1218 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, pp. 18-19. 
1219 Compare J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 
2002, No. 1-2, pp. 18-19, and A.E. Clark, E. Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in life satisfaction: a test 
of the baseline hypothesis’, The Economic Journal, 118, June 2008, p. F239.  
1220 R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 452, in D. Card, R. 
Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, 
University of Chicago Press, 2004.  
1221 V.J. Hotz, C.H. Mullin & J.K Scholz, ‘Examining the effect of the earned income tax credit on the labor market 
participation of families on welfare’, National Bureau of Economic Research Working Paper Series, January 2006, 
Working Paper 11968, p. 42.  
1222 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, pp. 18-19. 
1223 Compare A.E. Clark, E. Diener, Y. Georgellis & R.E. Lucas, ‘Lags and leads in life satisfaction: a test of the baseline 
hypothesis’, The Economic Journal, 118, June 2008, p. F239, where it is concluded that research, seeking to relate 
measures such as life satisfaction to one’s labour force and marital status only at a certain point in time, is in danger of 
missing important information.  
1224 See, for instance, OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 
116, where it is remarked that revenue neutral reform in which younger workers (with less elastic labour supply) pay more 
tax than older workers (with more elastic labour supply) could potentially increase aggregate employment and economic 
welfare. Also see R. Blundell, A. Duncan & C. Meghir, ‘Estimating Labor Supply Responses Using Tax Reforms’, 
Econometrica, July 1998, Vol. 66, No. 4, p. 854, who concluded that major tax reform should take into consideration 
behavioural effects, as elasticities suggest that welfare effects are not negligible.  
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Inferences regarding generic design and implementation issues and recommendations as concerns the 

effectiveness and efficiency of tax incentives for employment are drawn here from such research.1225   

A number of issues that concern the effectiveness of tax incentives for employment can be identified 

(listed in random order): 

 Also here, pursuing multiple (employment or other) objectives via one tax measure may reduce 

overall effectiveness. If, for instance, in-work tax credits not only intend to incentivise 

employment, but also aim to alleviate poverty, then that second aim of alleviating poverty would 

suggest targeting those in-work tax credits at family level (e.g. dependent on the presence of 

children and/or on family income).1226 However, a drawback is that targeting at family level is 

less effective in incentivising employment than targeting at individuals, considering for instance 

employment disincentivising effects for second earners.1227 It is therefore often recommended 

to tackle different policy objectives via different policy instruments.1228 

 Some groups are less responsive to incentives than others. Notably, the general consensus is that 

the participation and work hours of male workers are almost completely unresponsive to changes 

in work incentives.1229 Also, the limited empirical research available suggests that tax has only 

a small impact on the migration decisions of high-skilled employees.1230  

 Low take-up rates reduce the potential for effective employment incentives. This is for instance 

the case for many highly restricted tax concessions aimed at high-skilled mobile workers.1231 

                                                             
1225 Assessments of the effects of taxation on employment in light of (economic) welfare can reasonably be expected to be 
relevant, although not all-encompassing and therefore second-best, for drawing inferences regarding well-being effects. 
For distinctions often made between welfare and well-being, reference can be made to section 1.3 of this research.   
1226 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 74.  
1227 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 74. 
1228 Reference is made to section 7.4 of this research and the literature discussed there.  
1229 L. Flood & T. MaCurdy, ‘Work disincentive effects of taxes: an empirical analysis of Swedish men’, Carnegie-
Rochester Conference Series on Public Policy 37, 1992, p. 273; OECD, Taxation and Employment, OECD Tax Policy 
Studies, 2011, No. 21, OECD Publishing, p. 31.  
1230 T. Liebig & A. Sousa-Poza, ‘The influence of taxes on migration: evidence from Switzerland’, Cambridge Journal of 
Economics 2006, Vol. 30, p. 235; T. Liebig, P.A. Puhani & A. Sousa-Poza, ‘Taxation and Internal Migration – Evidence 
from the Swiss Census using Community-Level Variation in Income Tax Rates’, Journal of Regional Science, 2007, Vol. 
47, No. 4, p. 834; D. Wagner, ‘Do Tax Differences Cause the Brain Drain?’, Policy Options, December 2000, pp. 33-34; 
OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 126-129. Y. Hsing, 
‘The Impacts of Welfare Benefits and Tax Burdens on Interstate Migration’, Regional Science Perspectives 1995, Vol. 25, 
No. 2, p. 22, concluded on a 1.32 per cent reduction in interstate immigration in case of a 1 per cent increase in tax burden.    
1231 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 38.  
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Complexity or unfamiliarity can contribute to low take-up rates, next to limitedness of financial 

gains involved.1232  

 Tax concessions aimed at high-skilled mobile workers also face design and targeting difficulties 

that reduce their effectiveness.1233 Examples are uncertainties about optimum levels of migration 

for targeting, and limitations to and inaccuracies in the knowledge on responsiveness of 

migrants.1234  

 Tax incentives for employment that provide only a small benefit are likely to have only a small 

impact on participation and/or hours worked.1235  

 As discussed in section 7.5 of this research, the combined application of taxation and other 

policy measures (such as pension systems, or welfare benefit systems) can diminish the 

effectiveness of tax measures intended to incentivise employment.   

 More generally, research suggests that labour taxes and payroll tax subsidies have a rather 

moderate economic impact on unemployment, and that their (generally overall positive) effects 

should not be overstated.1236 

 Considering that effects of unemployment other than financial (e.g. (mental) health related) have 

a substantial impact on one’s well-being, directly targeted policy instruments, that focus for 

instance on job retaining or psychological counselling, may be more effective from a well-being 

perspective than purely economic measures such as tax instruments.1237 

                                                             
1232 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 120. Also see, with 
respect to take-up of in-work tax credits, R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor 
Market?’, p. 450, in D. Card, R. Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British 
Economic Reforms, 1980-2000, University of Chicago Press, 2004; Department for Work and Pensions, Universal Credit: 
welfare that works, November 2010, Cm 7957, p. 17.  
1233 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 136.  
1234 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 136. 
1235 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 117. 
1236 T. Berger & G. Everaert, ‘Labour taxes and unemployment evidence from a panel unobserved component model’, 
Journal of Economic Dynamic and Control, March 2010, Vol. 34, Issue 3, p. 362; R. Blundell & H.W. Hoynes, ‘Has “In-
Work” Benefit Reform Helped the Labor Market?’, p. 452, in D. Card, R. Blundell & R.B. Freeman, Seeking a Premier 
Economy: The Economic Effects of British Economic Reforms, 1980-2000, University of Chicago Press, 2004; F. Kramarz 
& T. Philippon, ‘The impact of differential payroll tax subsidies on minimum wage employment’, Journal of Public 
Economics 82, 2001, p. 142.  
1237 E. Diener, R.E. Lucas, U. Schmimack & J.F. Helliwell, Well-Being for Public Policy, Oxford University Press 2009, 
pp. 160-161. Reference is also made to the introduction to chapter 7 and to section 7.4 of this research. 
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Furthermore, various recommendations concerning the effectiveness of tax incentives for employment 

can also be identified (listed in random order): 

 The most substantial increases in employment are likely to be obtained with respect to groups 

that have relatively high elasticities as regards labour supply, which are notably low-income 

workers, older workers, single parents, and second earners.1238  

 In-work tax credits, which are contingent on working and are intended to increase work 

incentives for low-income or older workers, have shown overall positive impacts.1239 To 

effectively increase employment, such in-work tax credits are best targeted at individual level 

rather than, for instance, at family or household level, to prevent employment disincentivising 

effects for second earners.1240 Payment of in-work tax credits can be made contingent on hours 

worked, to prevent subsidising of minimal or occasional work.1241 Furthermore, phasing out of 

in-work tax credits at a certain income level allows for effective targeting of low-income 

workers, although doing so may on the other hand reduce (formal) work incentives for those in 

                                                             
1238 See Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation Papers, 2015, 
Working Paper No. 56, pp. 10-11; OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD 
Publishing, p. 9, 35, and 97; R. Blundell, A. Duncan & C. Meghir, ‘Estimating Labor Supply Responses Using Tax 
Reforms’, Econometrica, July 1998, Vol. 66, No. 4, p. 828 and 854; R.A. de Mooij, J. Graafland & A.L. Bovenberg, ‘Tax 
reform and the Dutch labor market in the 21st century’, CPB Report 98/2, p. 19; A.L. Bovenberg, ‘Environmental taxation 
and employment’, De Economist 143(2), 1995, p. 129; P. Haan & V. Prowse, ‘A Structural Approach to Estimating the 
Effect of Taxation on the Labor Market Dynamics of Older Workers’, The Institute for the Study of Labor Discussion 
Paper Series, No. 4102, March 2009, p. 2; Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, 
Oxford University Press 2011, pp. 56-57 and p. 64.   
1239 R. Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 440, in D. Card, R. 
Blundell & R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, 
University of Chicago Press, 2004; OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD 
Publishing, p. 53 and 68. An alternative is providing employer tax credits targeted at low-skilled workers, although this 
has the drawback of being indirectly targeted (and therefore is dependent on incidence) (ibid., p. 12 and 65); M. Brewer & 
J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The Institute for Fiscal 
Studies 2006, Briefing Note No. 69, p. 1; N. Eissa & J.B. Liebman, ‘Labor Supply Response to the Earned Income Tax 
Credit’, The Quarterly Journal of Economics, May 1996, Vol. 111, No. 2, p. 606 and 607; V.J. Hotz, C.H. Mullin & J.K 
Scholz, ‘Examining the effect of the earned income tax credit on the labor market participation of families on welfare’, 
National Bureau of Economic Research Working Paper Series, January 2006, Working Paper 11968, p. 41; B.D. Meyer & 
D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The Quarterly Journal of 
Economics, August 2001, p. 1063. 
1240 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 12 and 74; R. 
Blundell & H.W. Hoynes, ‘Has “In-Work” Benefit Reform Helped the Labor Market?’, p. 443, in D. Card, R. Blundell & 
R.B. Freeman, Seeking a Premier Economy: The Economic Effects of British Economic Reforms, 1980-2000, University of 
Chicago Press, 2004; R. Blundell, A. Duncan, J. McGrae & C. Meghir, ‘The Labour Market Impact of the Working 
Families’ Tax Credit’, Fiscal Studies 2000, Vol. 21, No. 1, p. 83 and 87; N. Eissa & H.W. Hoynes, ‘Taxes and the labor 
market participation of married couples: the earned income tax credit’, Journal of Public Economics 88, 2004, p. 1956. 
Potential equality concerns with different targeting possibilities are discussed in section 7.7 of this research.  
1241 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 73. Potential 
drawbacks of targeting based on hours work are that doing so may harm the quality of the work performed and requires 
more information. See R.A. de Mooij, J. Graafland & A.L. Bovenberg, ‘Tax reform and the Dutch labor market in the 21st 
century’, CPB Report 98/2, p. 23.  
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the phase-out zone.1242 The payment of in-work tax credits should preferably be made on a 

regular basis (e.g. via interim tax payments), to increase incentive effects.1243  

 In order to incentivise continued employment of older workers, it seems better to provide age-

based and earned-income related tax incentives rather than pension-specific tax concessions.1244 

In the former case, such tax incentives increase the financial return from working (making 

employment more attractive) without affecting the level of retirement income.1245 Furthermore, 

tax incentives for older workers are likely more effective in stimulating employment when those 

incentives are continued beyond the normal retirement age.1246   

 Reductions of labour tax or social security contributions have a targeting advantage over 

personal income tax reductions, as personal income tax reductions typically also apply to non-

employees (such as entrepreneurs, or unemployed persons), and to middle- or high-income 

employees that do not need incentivising towards employment.1247  

 The more substantial the tax incentive, the greater the awareness, sensitivity, take-up, and hence 

effectiveness likely is.1248  

Also, regarding the efficiency of tax measures to incentivise employment, the following general 

observations on issues and recommendations can be made (listed in random order):  

 The more complex the tax measure design, the more significant the related compliance and 

administration costs will likely be, relative to the potential employment gains resulting from the 

tax measure in question.1249 For example, tax measures to incentivise employment for high-

                                                             
1242 R.A. de Mooij, J. Graafland & A.L. Bovenberg, ‘Tax reform and the Dutch labor market in the 21st century’, CPB 
Report 98/2, p. 23; OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 60 
and 79; N. Eissa & J.B. Liebman, ‘Labor Supply Response to the Earned Income Tax Credit’, The Quarterly Journal of 
Economics, May 1996, Vol. 111, No. 2, p. 606.  
1243 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 35 and 82.  
1244 P. Haan & V. Prowse, ‘A Structural Approach to Estimating the Effect of Taxation on the Labor Market Dynamics of 
Older Workers’, The Institute for the Study of Labor Discussion Paper Series, No. 4102, March 2009, p. 2, 17, and pp. 21-
22; OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 11 and pp. 114-
115. An alternative is to reduce social security contribution burdens to match those on pension income (ibid., p. 11).  
1245 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 115. 
1246 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 117.  
1247 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 130; OECD, Taxation and 
Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 34-35, and p. 63.  
1248 N. Eissa & J.B. Liebman, ‘Labor Supply Response to the Earned Income Tax Credit’, The Quarterly Journal of 
Economics, May 1996, Vol. 111, No. 2, p. 636. 
1249 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 134; OECD, Taxation and 
Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 11-12, and p. 117 and 145.  
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skilled workers often involve complex designs to achieve the desired targeting, resulting in 

relatively significant compliance and administration costs.1250 Similarly, making in-work tax 

credits for low-income workers dependent on hours worked on the one hand minimises 

deadweight losses (as it avoids subsidising minimal or occasional work), yet such conditionality 

may on the other hand also distort choices of those around the minimum hour requirement, and 

increase the information required to properly comply with and administer such credits.1251     

 On the other hand, the less targeting, the higher the risk of significant deadweight losses or 

windfall gains.1252 An example is that the often provided reduction in employer social security 

contribution, intended to increase demand for workers, typically covers such a broad group of 

workers that benefits are likely also provided to new employees that would have been employed 

even in the absence of the tax incentive.1253 Another example is that, in case of progressive 

scales, cutting average income tax rates paid by low-income earners also reduces taxes paid by 

high-income workers, unless marginal tax rates are raised.1254 If states can make tax systems 

contingent on factors closely related to abilities, needs, and responsiveness, then welfare losses 

due to inefficiencies from taxes can be minimised.1255 

 The efficiency of tax measures to incentivise employment varies among different types of taxes. 

In general, corporate income taxes are found to generate the greatest welfare losses with regard 

to employment and growth, while consumption taxes are found to be the least distortionary in 

this regard, and labour taxes occupy a space in between.1256   

 Compliance and administration costs can be reduced if already existing tax systems can be used 

for incentivising employment.1257 

                                                             
1250 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 11-12.  
1251 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 73-74 and p. 117.  
1252 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 86 and 145; M. 
Brewer & J. Browne, ‘The Effect of the Working Families’ Tax Credit on Labour Market Participation’, The Institute for 
Fiscal Studies 2006, Briefing Note No. 69, p. 1.   
1253 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 86.  
1254 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 132.  
1255 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, p. 69.   
1256 See OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 33, and the 
research discussed there. Also see F. Daveri & G. Tabellini, ‘Unemployment, growth and taxation in industrial countries’, 
Economic Policy, April 2000, Vol. 15, No. 30, p. 54.  
1257 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 82. 
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 As discussed in section 7.4 of this research, more fundamental problems in labour markets are 

generally better addressed via direct state intervention than via taxes.1258 Examples are skill 

shortages, which are likely more efficiently addressed via direct policy tools such as education-

based solutions that encourage specifically targeted training, than indirectly via tax concessions 

for high-skilled mobile workers (that may introduce further distortive tax effects).1259 And the 

limited quantitative and qualitative information found on the performance of more general tax 

incentives for education and training suggests that such tax incentives come with relatively high 

deadweight losses, financing education or training that would also have occurred without those 

tax incentives.1260 

 Specifically with regard to tax incentives for highly-skilled, mobile workers, various studies 

highlighted risks of inefficiencies following from distortive tax competition for labour between 

states, potentially overall leading to suboptimal levels of public goods, reduced tax revenues 

(due to a race to the bottom in tax rates), higher tax burdens on less mobile production factors, 

and less redistribution.1261 It may not come to a dismantling of the social welfare state, though, 

as it does not seem that actual migration is primarily tax induced.1262 If there is a concern for tax 

revenues, using time restrictions can be a way to reduce expenditures and increase efficiency 

by, on the one hand, excluding immigration that would have occurred anyway (e.g. citizens 

returning home after a few years abroad) and, on the other hand, by reflecting that costs 

associated with immigration, as well as the likelihood of re-migration, typically decrease over 

time post-migration.1263  

                                                             
1258 See, for instance, Consortium, Study on the effects and incidence of labour taxation, European Commission Taxation 
Papers, 2015, Working Paper No. 56, p. 9; OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37, 75, and 135; 
A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 134; J.E. Stiglitz, 
‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 1-2, p. 18. 
1259 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37 and 135.  
1260 European Centre for the Development of Vocational Training CEDEFOP, Using tax incentives to promote education 
and training, Panorama series 2009, Luxembourg, p. 41 and pp. 99-108.  
1261 L.P. Feld & E. Reulier, ‘Strategic Tax Competition in Switzerland: Evidence from a Panel of the Swiss Cantons’, 
CESifo Working Paper, August 2005, No. 1516, p. 2; T. Liebig & A. Sousa-Poza, ‘The influence of taxes on migration: 
evidence from Switzerland’, Cambridge Journal of Economics 2006, Vol. 30, pp. 235-236 and 247-248; T. Liebig, P.A. 
Puhani & A. Sousa-Poza, ‘Taxation and Internal Migration – Evidence from the Swiss Census using Community-Level 
Variation in Income Tax Rates’, Journal of Regional Science, 2007, Vol. 47, No. 4, p. 834.   
1262 L.P. Feld & E. Reulier, ‘Strategic Tax Competition in Switzerland: Evidence from a Panel of the Swiss Cantons’, 
CESifo Working Paper, August 2005, No. 1516, p. 2; T. Liebig & A. Sousa-Poza, ‘The influence of taxes on migration: 
evidence from Switzerland’, Cambridge Journal of Economics 2006, Vol. 30, p. 248; T. Liebig, P.A. Puhani & A. Sousa-
Poza, ‘Taxation and Internal Migration – Evidence from the Swiss Census using Community-Level Variation in Income 
Tax Rates’, Journal of Regional Science, 2007, Vol. 47, No. 4, p. 802.  
1263 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 142-145.  
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 From the perspective of efficiency, proposals have been made to integrate all employment 

related tax and other benefits into a single instrument, in order to reduce complexity and scope 

for error or fraud, and increase awareness and simplicity.1264  

 

 

 

  

                                                             
1264 An example is the argument made for a universal credit, see Department for Work and Pensions, Universal Credit: 
welfare that works, November 2010, Cm 7957, pp. 3-17 and p. 41.  
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7.7. Legality and legitimacy of tax incentives for employment 

Question 7 of the assessment framework requires states to verify and substantiate whether their tax 

incentives for employment conform to applicable laws and regulations, as well as the extent to which 

their tax incentives for employment conflict with (tax or other) principles that underlie the law, such as 

certainty or equality. States should explain why well-being is accorded decisive weight, in case tax 

incentives for employment conflict with principles. 

Tax measures that incentivise employment can clash with international, supranational, and national 

bodies of rules or laws. For instance, tax measures that incentivise employment can be in conflict with 

the EU’s internal market, or with the WTO rules. Without striving for comprehensiveness, these and 

some other ways in which tax measures that incentivise employment may conflict with applicable laws 

or regulations are highlighted here.1265  

Within the EU, increasing employment is a key objective. One of Europe’s strategic targets is to have 

more than 75 per cent of the population aged 20 to 64 years employed by 2020.1266 Furthermore, the 

EU’s rules and principles are aimed at strengthening the internal market, for instance through facilitating 

cross-border employment.1267 This also means that EU Member States’ tax measures that incentivise 

employment need to conform to the EU’s fundamental freedoms and State aid rules.1268 Examples of 

possible conflict areas are discussed below.  

With regard to the EU’s fundamental freedoms, tax measures that incentivise employment can, 

depending on their design and functioning, for instance come in conflict with the free movement of 

workers.1269 This question was for example posed before the ECJ in 2015, with respect to a Dutch wage 

tax facility for incoming workers with skills which are not available or are scarce on the Dutch labour 

market, which facility aims to attract foreign high-skilled workers and to stimulate investments in the 

                                                             
1265 As indicated before, an exhaustive and in-depth discussion of the conformity with applicable law and regulations is 
outside the scope of this (predominantly normatively oriented) research.   
1266 See http://ec.europa.eu/eurostat/web/europe-2020-indicators/europe-2020-strategy/overview. Accessed 12 August 
2019.   
1267 This is for instance ensured through the freedom of movement for workers, codified in Article 45 TFEU.  
1268 On the fundamental freedoms, see for instance E.C.C.M. Kemmeren, ‘Sopora: A Welcome Landmark Decision on 
Horizontal Comparison’, EC Tax Review 2015, Vol. 24, Issue 4, pp. 178-184. For an extensive discussion of the European 
rules surrounding State aid for employment and training, reference is made to C. Quigley, European State Aid Law and 
Policy, Hart Publishing 2015, Third Edition, pp. 339-353.  
1269 If, on the other hand, tax disincentives would be used for maintaining employment, such as taxes on emigrating 
workers, such disincentives may also conflict with European fundamental freedoms in relation to movement of workers 
and establishment. See, for instance, J.N. Bhagwati, ‘Taxing the Brain Drain’, Challenge, July/August 1976, Vol. 19, No. 
3, pp. 34-38, and O. Oldman & R. Pomp, ‘The Brain Drain: A Tax Analysis of the Bhagwati Proposal’, World 
Development 1975, Vol. 3, No. 10, pp. 751-763.  
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Netherlands.1270 Under this optional facility, 30 per cent of the employment income is exempted from 

wage tax in order to compensate for extraterritorial expenses, without an obligation to provide proof. In 

addition, it remains possible to produce proof of higher expenses incurred, and to obtain a wage tax 

exemption for that reimbursement up to the amount of those expenses.1271 One of the conditions for 

obtaining this facility is that the worker was residing at a distance of more than 150 kilometres from the 

Dutch border for more than two thirds of the 24-month period preceding his or her recruitment in the 

Netherlands. In case of a worker recruited in another Member State who does not satisfy the ‘150 

kilometres’ requirement, it is also possible for him or her to obtain an exemption for the reimbursement 

of extraterritorial expenses incurred for which proof can be provided. The ‘150 kilometres’ requirement 

was imposed to prevent incoming workers who live relatively close to the Dutch border, and likely incur 

only limited extraterritorial expenses, from benefiting to the detriment of the competitive position of 

workers residing in the Netherlands.1272 In the case at hand Sopora, a German resident who lived at a 

distance of less than 150 kilometres from the Dutch border, claimed that the denial of the facility was 

in conflict with the freedom of movement for workers.1273 The ECJ ruled that, while that freedom also 

prohibits discrimination between non-resident workers if such discrimination leads to nationals of 

certain Member States being unduly favoured in comparison with others, the mere fact that limits are 

set concerning the distance in relation to the workers’ place of residence and concerning the ceiling of 

the exemption granted, does not in itself amount to indirect discrimination or an impediment to the free 

movement of workers.1274 This would however be different if those limits were set in such a way that 

the facility were to systematically give rise to a net overcompensation in respect of the extraterritorial 

expenses actually incurred.1275 

                                                             
1270 ECJ, 24 February 2015, C-512/13 (C.G. Sopora v Staatssecretaris van Financiën); E.C.C.M. Kemmeren, ‘Sopora: A 
Welcome Landmark Decision on Horizontal Comparison’, EC Tax Review 2015, Vol. 24, Issue 4, p. 181. Also see D.S. 
Smit, ‘The 150km Requirement under the Dutch 30% Wage Tax Facility C-512/03 (Sopora)’, p. 131, in M. Lang, P. 
Pistone, J. Schuch, C. Staringer & A. Storck (eds.), ECJ – Recent Developments in Direct Taxation 2013, Linde Verlag 
2014.  
1271 ECJ, 24 February 2015, C-512/13 (C.G. Sopora v Staatssecretaris van Financiën), para. 6. Also see E.C.C.M. 
Kemmeren, ‘Sopora: A Welcome Landmark Decision on Horizontal Comparison’, EC Tax Review 2015, Vol. 24, Issue 4, 
p. 178.  
1272 E.C.C.M. Kemmeren, ‘Sopora: A Welcome Landmark Decision on Horizontal Comparison’, EC Tax Review 2015, 
Vol. 24, Issue 4, pp. 178-179. 
1273 ECJ, 24 February 2015, C-512/13 (C.G. Sopora v Staatssecretaris van Financiën), para. 7.  
1274 ECJ, 24 February 2015, C-512/13 (C.G. Sopora v Staatssecretaris van Financiën), para. 25 and 34.  
1275 ECJ, 24 February 2015, C-512/13 (C.G. Sopora v Staatssecretaris van Financiën), para. 35. The Dutch Supreme Court 
subsequently ruled that the Dutch wage tax ‘30 per cent’ facility does not systematically give rise to a net 
overcompensation in respect of the extraterritorial expenses actually incurred, and therefore does not breach EU law. See 
Dutch Supreme Court, 4 March 2016, 12/05577, ECLI:NL:HR:2016:360, para. 2.3.   
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Tax measures to incentivise employment can also conflict with the EU’s State aid rules. Already in 

1974, the ECJ ruled that an Italian reduction of social charges pertaining to family allowances in the 

Italian textile industry, intended to sustain employment in that sector, constituted State aid.1276 The 

Italian government in that case argued that the reduction of social charges sought to make up for a 

handicap suffered by the Italian textile industry, as the system for financing family allowances which 

was previously in force placed sectors employing a high proportion of female labour (such as the textile 

industry) in a disadvantageous position, and as the social charges devolving upon employers were higher 

in Italy than in the other EU Member States.1277 The ECJ rejected Italy’s submissions, considering that 

the EU State aid rules do not distinguish between measures of state intervention by reference to their 

causes or aims, but define them in relation to their effects.1278 The reduction of social charges pertaining 

to family allowances devolving upon employers in the textile sector was found to partially exempt 

undertakings of a particular industrial sector from the financial charges arising from the normal 

application of the general social security system, without justification.1279 The reduction resulted in 

reduced labour costs in the Italian textile sector, and was therefore considered to affect trade between 

member states and to distort competition.1280  

The EC has, on various occasions, issued guidance on the interaction of tax measures to incentivise 

employment and the EU State aid rules. For instance, employment aid in the form of taxes is not caught 

by the EU State aid rules if it only provides aid to individuals, and not to undertakings.1281 Such aid can 

for instance entail improving one’s personal situation, supplementing income, encouraging women or 

minorities, fostering the mobility of workers, or promoting employment of those suffering from 

disabilities.1282 The fact that tax measures may benefit certain firms or sectors more than others does 

not necessarily bring those measures within scope of the EU State aid rules (for instance, reductions of 

labour tax that have a relatively greater effect for labour intensive industries).1283 Similarly, measures 

targeted at low-income workers would have greater effects in certain sectors, but would, according to 

                                                             
1276 ECJ, 2 July 1974, case 173/73 (Italian Republic v Commission of the European Communities). Also see C. Quigley, 
European State Aid Law and Policy, Hart Publishing 2015, Third Edition, p. 25.  
1277 ECJ, 2 July 1974, case 173/73 (Italian Republic v Commission of the European Communities), para. 12.  
1278 ECJ, 2 July 1974, case 173/73 (Italian Republic v Commission of the European Communities), para. 13.  
1279 ECJ, 2 July 1974, case 173/73 (Italian Republic v Commission of the European Communities), paras. 14-15. 
1280 ECJ, 2 July 1974, case 173/73 (Italian Republic v Commission of the European Communities), paras. 17-19. 
1281 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, para. 5. 
Notwithstanding, insofar a benefit is (indirectly) also conferred on undertakings, the EU State aid rules can apply. See also 
K. Dirix, ‘Harmful Tax Competition: Six Belgian Tax Incentives under the Microscope’, EC Tax Review 2013/5, p. 246, 
with regard to a Belgian tax regime for expatriates and the possibility of an indirect transfer of resources.  
1282 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, para. 6.  
1283 EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, para. 13. 
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the EC, not constitute State aid.1284 However, insofar it concerns investment aid that is not directly 

aimed at creating or maintaining jobs yet may also foster job creation, the EC will perform a more 

rigorous assessment.1285 And while the EC is generally sympathetic to aid intended to create jobs, also 

if targeted towards categories of workers experiencing particular difficulties, the EC is less favourably 

disposed towards aid to maintain jobs.1286 This, as the latter form of aid may be protective of nature, 

and may hence adversely impact employment in competing sectors or regions in a way which generally 

outweighs the common interest to reduce unemployment (unless it concerns regions experiencing 

serious underemployment or other difficulties).1287  

The EC has issued various State aid decisions regarding tax incentives for employment. Some examples 

are discussed next.  

For instance, the EC decided in 1980 that an Italian scheme, that effectively resulted in a reduction in 

sickness insurance contributions for manufacturing undertakings and for certain undertakings in the 

services sector, with higher reduction rates for female than for male workers, amounted to State aid.1288 

Italy argued that the differential was justified by Italy’s social security legislation, which aimed to afford 

protection for female labour.1289 The EC rejected Italy’s arguments, and reasoned that the bigger 

reduction in employers' sickness insurance costs for female employees was such as to favour the 

production of certain Italian goods in which the use of female labour is particularly important, such as 

in the textile, clothing, footwear, and leather industries.1290  

In 2000, the EC decided that two Scandinavian tax schemes, applicable to experts recruited abroad, did 

not constitute State aid. Regarding a Danish scheme granting a lower flat rate income tax to high-earning 

experts recruited abroad and employed by Danish companies or institutions for between six months and 

                                                             
1284 EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, para. 15.  
1285 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, para. 10. 
1286 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, paras. 20-
23; EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, para. 5.  
1287 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, paras. 22-
23; EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, paras. 18-20. 
1288 EC, Decision of 15 September 1980 concerning the partial taking-over by the State of employers’ contributions to 
sickness insurance schemes in Italy, 80/932/EEC, Official Journal of the European Communities No. L 264/28.  
1289 EC, Decision of 15 September 1980 concerning the partial taking-over by the State of employers’ contributions to 
sickness insurance schemes in Italy, 80/932/EEC, Official Journal of the European Communities No. L 264/28, section II. 
1290 EC, Decision of 15 September 1980 concerning the partial taking-over by the State of employers’ contributions to 
sickness insurance schemes in Italy, 80/932/EEC, Official Journal of the European Communities No. L 264/28, sections III 
and IV.  
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three years, the EC found that, in fact, employers in all sectors of industry were hiring experts covered 

by the scheme, and hence it did not favour certain undertakings or the production of certain goods.1291 

With regard to a Swedish scheme granting a reduction of the income tax base to experts1292 recruited 

abroad, and a corresponding reduction of the basis for calculating the social contributions to be paid by 

their employers, the EC also found that it did not favour certain undertakings or the production of certain 

goods, as employers in all sectors of industry were able to hire experts benefiting from the scheme.1293  

In 2017, the EC approved a Swedish tax scheme to reduce the taxation of employee share options 

(resulting in employers paying lower social security contributions, and employees benefitting from 

income tax relief when exercising their share options), intended to allow young and small innovative 

companies to recruit and retain employees.1294 The EC approved the measure under Article 107(3)(c) 

TFEU, which allows State aid to facilitate the development of certain economic activities or areas. 

And in 2018, the EC announced to open an in-depth investigation into Portuguese tax exemptions for 

companies in the Madeira Free Zone.1295 These tax measures (including corporate income tax reductions 

on profits resulting from activities performed in Madeira, and other tax reductions), intended to attract 

investment and create jobs in the outermost region Madeira, were in the past approved under among 

other things the condition that the amount of aid granted would be linked to the number of jobs that the 

recipient companies created in Madeira.1296 As the EC doubted whether Portugal respected the 

conditions under which these tax measures were approved, a further investigation was initiated.  

Tax measures that incentivise employment, applied by WTO members, also need to conform to the 

requirements following from the WTO agreements.1297 As indicated before, the non-discrimination 

requirements following from these agreements, such as requirements of national and most-favoured-

nation treatment, can affect tax measures to incentivise employment, notwithstanding that exceptions, 

                                                             
1291 EC, 3 May 2000, Press Release IP/00/428. The EC assessed data showing that, de facto, the scheme was being applied 
in both private and public sectors, in manufacturing, trade and services, and in large companies as well as in small and 
medium sized enterprises. Those data led the EC to change its previous assessment of the scheme as constituting State aid 
(ibid.).  
1292 Experts in this regard are workers that have specialist qualifications at such a level, or in such a field, that an equally 
competent person cannot be found in Sweden without significant difficulties. See EC, 3 May 2000, Press Release 
IP/00/429. 
1293 EC, 3 May 2000, Press Release IP/00/429.  
1294 EC, 26 June 2017, Press Release IP/17/1794.  
1295 EC, 6 July 2018, Press Release IP/18/4384.  
1296 EC, 6 July 2018, Press Release IP/18/4384. 
1297 Reference is made to section 5.7 of this research, and the literature mentioned there.    
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carve-outs, and lack of use in practice may mitigate their impact.1298 While a tax measure to incentivise 

employment may be open to counteraction by WTO members under the WTO Agreement on Subsidies 

and Countervailing Measures, this is not the case where such a tax measure is not specific, that is, where 

the criteria of the tax measure are objective.1299 The examples provided by the WTO of objective criteria 

include criteria that pertain to the number of employees.1300 Specifically, the example is given that an 

investment tax credit, available to any enterprise that invests at least 100,000 dollar, or that creates at 

least 10 new jobs, to which access is automatic so long as these criteria are met, would not be 

specific.1301 

Other restrictions may for instance be imposed through constitutions (e.g. equality requirements), 

international treaties (such as the European Convention on Human Rights, and the International 

Covenant on Civil and Political Rights), (other) trade agreements (such as the North American Free 

Trade Agreement), double tax conventions, or may concern more political, non-binding restrictions via 

soft-law instruments (such as the European’s Code of Conduct for business taxation, or the reviews 

conducted by the OECD’s Forum on Harmful Tax Practices).1302  

Tax incentives for employment can also create conflicts with equality, or with other principles that 

underlie tax systems. Notable examples are discussed next.  

Distinguishing tax treatment between different categories of workers for instance prompts equity 

concerns, raising the question whether such difference in tax treatment is acceptable and does not unduly 

impact distributional aims.1303 By way of example, tax concessions for high-skilled mobile workers 

imply an employment versus equity trade-off, in the sense that such tax concessions distinguish between 

high-skilled and less-skilled workers, and often also between foreign and domestic workers, in order to 

                                                             
1298 Reference is made to section 5.7 of this research, and the literature mentioned there.       
1299 WTO, Detailed Presentation of Subsidies and Countervailing Measures in the WTO, WTO E-Learning 12, p. 11. 
1300 WTO, World Trade Report 2006, p. 201. Objective criteria are “criteria or conditions which are neutral, which do not 
favour certain enterprises over others, and which are economic in nature and horizontal in application, such as the 
number of employees or size of enterprise.” (Ibid., p. 201, and footnote 2 to Article 2.1(b) of the Agreement on Subsidies 
and Countervailing Measures).  
1301 WTO, Detailed Presentation of Subsidies and Countervailing Measures in the WTO, WTO E-Learning 12, p. 11.  
1302 Compare K. Dirix, ‘Harmful Tax Competition: Six Belgian Tax Incentives under the Microscope’, EC Tax Review 
2013/5, pp. 233-249, assessing that a Belgian tax regime for expatriates may have harmful effects, but does not come 
within the scope of application of the European’s Code of Conduct for business taxation or the reviews conducted by the 
OECD’s Forum on Harmful Tax Practices, as these instruments do not extend to personal taxation (ibid., p. 249). 
1303 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, pp. 69-70. 
Also compare R.A. de Mooij, J. Graafland & A.L. Bovenberg, ‘Tax reform and the Dutch labor market in the 21st century’, 
CPB Report 98/2, p. 24.  
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achieve employment aims.1304 If such tax concessions for instance lower marginal tax rates on labour 

for high-skilled workers, the progressivity of the tax system is altered.1305 And brain drain processes, 

which can be stimulated by tax concessions for high-skilled workers, may be particularly detrimental 

for development in less developed countries, raising questions of inter-nation equity.1306 Another 

employment versus equity trade-off presents itself when designing in-work tax credits. As discussed in 

section 7.6 of this research, in-work tax credits are found to be more effective in stimulating employment 

if they are based on individual, rather than family, income. However, disregarding family income may 

violate notions of neutrality, horizontal equity, and ability-to-pay, as it may sometimes be perceived to 

be unfair to provide substantial benefits to low-income workers, for instance when those workers are 

married or partnered to high-income earners.1307 Notions of equal treatment can also call into question 

tax measures that distinguish between different categories of people based on certain characteristics, 

such as preferences or elasticities. Before discussed was the proposal made in literature to set higher 

marginal taxes for male workers than for female workers: as men seem to be more prone to working too 

much to achieve maximum well-being, the suggestion made in literature is that men should be subject 

to higher, discouraging, wage taxes (next to the already existing argument for higher marginal taxes for 

men because women tend to have higher labour supply elasticities).1308 A tax measure along those lines 

not only conflicts with concepts such as autonomy and freedom, but the differentiation made also raises 

concerns with equality, questioning whether a difference between men and women in tendency to work 

more, or in labour supply elasticities, also justifies a difference in tax treatment. Suggestions to shift tax 

burdens away from labour and towards other, less distortive, sources,1309 also often imply a less 

equitable distribution, which may in turn be detrimental to well-being.1310 As previously addressed, 

Wijtvliet concluded that such a tax shift from direct to indirect taxes (and any other instrumental 

measure or tax expenditure that results in an unequal treatment of income) can affect well-being and its 

                                                             
1304 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 37 and 124.  
1305 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 130.  
1306 Compare J.N. Bhagwati, ‘Taxing the Brain Drain’, Challenge, July/August 1976, Vol. 19, No. 3, pp. 34-38; O. Oldman 
& R. Pomp, ‘The Brain Drain: A Tax Analysis of the Bhagwati Proposal’, World Development 1975, Vol. 3, No. 10, pp. 
751-763; D. Wagner, ‘Do Tax Differences Cause the Brain Drain?’, Policy Options, December 2000, pp. 33-41. 
1307 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, pp. 41-42; N. Eissa & 
H.W. Hoynes, ‘Taxes and the labor market participation of married couples: the earned income tax credit’, Journal of 
Public Economics 88, 2004, p. 1956; Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford 
University Press 2011, p. 66.  
1308 See A. Gerritsen, ‘Optimal taxation when people do not maximize well-being’, Journal of Public Economics 144, 
2016, p. 136, further discussed in sections 1.4.1.1, 3.3.1, and 3.3.2 of this research. 
1309 See, for instance, OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 
137; F. Daveri & G. Tabellini, ‘Unemployment, growth and taxation in industrial countries’, Economic Policy, April 2000, 
Vol. 15, No. 30, p. 54. 
1310 A.L. Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 113.  
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various dimensions through increasing economic inequality.1311 In addition, tax measures to incentivise 

employment also need to deal with aspects of intergenerational equity. As discussed in section 7.1 of 

this research, this for instance concerns distribution of the intergenerational burdens of pension and 

social security contribution programs.1312  

Tax concessions for high-skilled workers may also call into question the fairness of tax competition 

between states.1313 States use such tax measures to become more competitive destinations, to attract or 

retain high-skilled workers with a view to positive knowledge spillovers, tax revenue gains, or the 

tackling of skill shortages.1314 While tax competition has benefits, it may also turn wasteful when states 

try to outdo each other, resulting in sizeable public expenditures through tax that distort markets, and 

may even have negative impacts on employment in the long term.1315 Furthermore, the before discussed 

brain drain processes may exacerbate harmful effects of tax competition.1316 Although, as discussed in 

section 7.6 of this research, the negative impacts of such tax competition may turn out to be less 

substantial than initially thought, as it does not seem that actual migration is primarily tax induced.  

There is also a trade-off between, on the one hand, the effectiveness and efficiency of tax incentives for 

employment, and, on the other hand, the simplicity of the tax system, and the transparency and certainty 

of the benefits which that system provides. The more precisely targeted a measure, the more effective 

and efficient it can be.1317 However, precise targeting requires more information (which can also impact 

privacy), and makes rules more complex and less easy to understand, including in terms of 

implications.1318 Reduced targeting allows for increased certainty and simplicity, yet risks deadweight 

losses.1319 Similarly, operating different policy measures in conjunction, possibly via tax and other 

                                                             
1311 See L.W.D. Wijtvliet, The Tax Tectonics: Well-being and Wealth Inequality in Relation to a Shift in the Tax Mix from 
Direct to Indirect Taxes, doctoral thesis 2018, CentER Dissertation Series no. 557, p. 622, as discussed in section 3.3.1 of 
this research.   
1312 See R. Disney, ‘Are contributions to public pension programmes a tax on employment?’, Economic Policy, July 2004, 
p. 283.   
1313 See, for instance, K. Dirix, ‘Harmful Tax Competition: Six Belgian Tax Incentives under the Microscope’, EC Tax 
Review 2013/5, pp. 233-249, assessing that a Belgian tax regime for expatriates may have harmful effects (ibid., p. 249). 
1314 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 124.  
1315 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, paras. 22-
23; EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, paras. 18-20. 
1316 See J.N. Bhagwati, ‘Taxing the Brain Drain’, Challenge, July/August 1976, Vol. 19, No. 3, pp. 34-38; O. Oldman & R. 
Pomp, ‘The Brain Drain: A Tax Analysis of the Bhagwati Proposal’, World Development 1975, Vol. 3, No. 10, pp. 751-
763; D. Wagner, ‘Do Tax Differences Cause the Brain Drain?’, Policy Options, December 2000, pp. 33-41. 
1317 See section 7.6 of this research on considerations of effectiveness and efficiency in relation to tax incentives for 
employment.  
1318 Institute for Fiscal Studies, Tax by Design, chaired by Sir James Mirrlees, Oxford University Press 2011, pp. 69-70.  
1319 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 145.  
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systems, allows for more finely tuned tackling of diverse employment goals.1320 However, integration 

of such measures would reduce complexity, and increase simplicity and certainty in terms of 

implications.1321 

 

  

                                                             
1320 See section 7.4 of this research on the assessment of different policy instruments available to address employment and 
well-being.   
1321 As example, see the proposal for a universal credit outlined by the Department for Work and Pensions, Universal 
Credit: welfare that works, November 2010, Cm 7957, pp. 3-17. Also see A.L. Bovenberg, ‘Environmental taxation and 
employment’, De Economist 143(2), 1995, pp. 134-135.  
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7.8. Political process risks associated with tax incentives for employment 

Question 8 of the assessment framework asks which political process risks are associated with tax 

incentives for employment, and what is done to manage those risks.  

One of the risks posed to political processes by tax measures that incentivise employment is that special 

interest groups may lobby with greater effect than others, potentially resulting in a distortion of the 

incentivising employment effect as originally desired or intended. Stiglitz remarked how, in the context 

of political processes concerning employment, social justice, and societal well-being, the voices of 

commercial and financial interests are heard far more loudly than those of, for instance, labour 

interests.1322 The potential detrimental results thereof include a growth in dissatisfaction among 

constituents.1323   

Political process risks associated with tax measures that incentivise employment can be mitigated 

through improved transparency, scrutiny, and accountability.1324 Increased pre-legislative scrutiny of 

tax proposals, for instance via application of the assessment framework proposed in chapter 4 of this 

research, is a way to mitigate the risks of distortive lobbying.1325   

 

  

                                                             
1322 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 25. 
1323 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 25. 
1324 Compare J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 
2002, No. 1-2, p. 27, where it is remarked that, in order to promote equitable, sustainable, and democratic development 
(which, in turn, is likely to promote societal well-being), it is important to point out, and speak out against, trade-offs 
which go against the interests of workers, and to insist on democratic processes for making economic decisions.  
1325 Reference can be made to the arguments outlined and conclusions drawn in section 5.8 of this research on the 
managing of political process risks associated with tax incentives for innovation. 
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7.9. Character traits stimulated by tax incentives for employment 

Question 9 of the assessment framework asks states to indicate which character traits are stimulated by 

their tax incentives for employment, to enable a discussion on the desirability or virtuousness thereof.  

States should be cautious of the potential to stimulate undesirable character traits through tax incentives 

for employment.  

For example, it was mentioned in the introduction to chapter 7 of this research that high taxes can create 

a stimulation for people to participate in informal work (avoiding taxation), or even to work in black or 

shadow economies (evading taxation).1326 Similarly, phasing out tax incentives can boost informal 

activities.1327 On the other hand, tax reduction might encourage people to leave the black economy and 

return to formal employment.1328   

Another effect that may be considered undesirable is that tax incentives for employment, if not carefully 

designed, can reduce incentives for training and work effort (sometimes referred to as the poverty 

trap).1329 Or, if tax incentives for employment are targeted towards selected sectors, such incentives are 

likely to encourage privilege-seeking behaviour, in the sense that taxpayers who were not intended to 

benefit are in fact stimulated to try and gain entry to those benefits (through lobbying, competition, or 

otherwise).1330 Competitive rent-seeking was found to entail a welfare cost,1331 rather than to bring about 

additional well-being.  

And, the competition for employment between states can turn harmful and wasteful overall, stimulating 

beggar-thy-neighbour behaviour. As discussed in sections 7.6 and 7.7 of this research, tax concessions 

for high-skilled workers may for instance turn wasteful when states try to outdo each other, resulting in 

                                                             
1326 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 10 and 37; A.L. 
Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 129. 
1327 R.A. de Mooij, J. Graafland & A.L. Bovenberg, ‘Tax reform and the Dutch labor market in the 21st century’, CPB 
Report 98/2, p. 23.  
1328 EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, para. 22. The EC noted that market services account for more than 40 per cent of total employment, and 
often involve sectors with high levels of tax evasion and avoidance and relatively large shares of black or quasi-black 
economy. Tax reduction in those sectors might encourage people to leave the black economy. (Ibid., para. 22).  
1329 A.L. Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 129; OECD, 
Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 34. 
1330 See A.L. Bovenberg, ‘Environmental Taxation and Employment’, De Economist 143, 1995, No. 2, p. 135, and A.O. 
Krueger, ‘The Political Economy of the Rent-Seeking Society’, The American Economic Review, June 1974, Vol. 64, No. 
3, pp. 291-303.  
1331 A.O. Krueger, ‘The Political Economy of the Rent-Seeking Society’, The American Economic Review, June 1974, 
Vol. 64, No. 3, p. 295.  
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sizeable public expenditures through tax that distort markets, and may even have negative impacts on 

employment in the long term.1332 If states are only concerned with the well-being of their own citizens, 

then the tax systems chosen are unlikely to produce optimal well-being results from a worldwide 

perspective.1333 Brain drain processes may further exacerbate these harmful effects of tax competition, 

including negative international spillovers.1334 Simula and Trannoy suggested that high-skilled workers 

come out as winners, whereas the resulting increases in tax burdens are likely mostly borne by middle-

skilled workers.1335 That said, and as discussed in section 7.6 of this research, the negative impacts of 

such tax competition may turn out to be less substantial than initially thought, as it does not seem that 

actual migration is primarily tax induced.1336 

The financial goal aspect of tax incentives for employment can, furthermore, have ambiguous well-

being effects. On the one hand, progress towards one’s goals is predictive of (subjective) well-being, in 

the sense that achievement of goals can generally be considered to contribute to well-being.1337 On the 

other hand, pursuing financial goals (such as striving for higher pay, or more employment) may also 

distract from other aspects of well-being that are arguably more meaningful (such as spending time with 

family and friends).1338 It should be recalled that people have been shown to care greatly about their 

relative position or relative income.1339 Luttmer found that having higher earning neighbours is 

                                                             
1332 EC, Guidelines on Aid to Employment, Official Journal of the European Communities 1995, 95/C 334/04, paras. 22-
23; EC, Notice on Monitoring of State Aid and Reduction of Labour Costs, Official Journal of the European Communities 
1997, 97/C 1/05, paras. 18-20; OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD 
Publishing, p. 133; L.P. Feld & E. Reulier, ‘Strategic Tax Competition in Switzerland: Evidence from a Panel of the Swiss 
Cantons’, CESifo Working Paper, August 2005, No. 1516, pp. 2-3; T. Liebig & A. Sousa-Poza, ‘The influence of taxes on 
migration: evidence from Switzerland’, Cambridge Journal of Economics 2006, Vol. 30, pp. 235-236 and 247-248; T. 
Liebig, P.A. Puhani & A. Sousa-Poza, ‘Taxation and Internal Migration – Evidence from the Swiss Census using 
Community-Level Variation in Income Tax Rates’, Journal of Regional Science, 2007, Vol. 47, No. 4, p. 834.  
1333 Compare J.D. Wilson, ‘Optimal Income Taxation and Migration: A world welfare point of view’, Journal of Public 
Economics 18, 1982, p. 382. 
1334 See J.N. Bhagwati, ‘Taxing the Brain Drain’, Challenge, July/August 1976, Vol. 19, No. 3, pp. 34-38; O. Oldman & R. 
Pomp, ‘The Brain Drain: A Tax Analysis of the Bhagwati Proposal’, World Development 1975, Vol. 3, No. 10, pp. 751-
763; D. Wagner, ‘Do Tax Differences Cause the Brain Drain?’, Policy Options, December 2000, pp. 33-41. 
1335 L. Simula & A. Trannoy, ‘Optimal income tax under the threat of migration by top-income earners’, Journal of Public 
Economics 94, 2010, p. 172.  
1336 Also see G. Kirchgässner & W.W. Pommerehne, ‘Tax harmonization and tax competition in the European Union: 
Lessons from Switzerland’, Journal of Public Economics 60, 1996, p. 351, who found that tax competition has some 
influence on the spread of people with high income, but does not lead to a collapse of public good supply.   
1337 See T.A. Judge, J.E. Bono, C.J. Thoresen & G.K. Patton, ‘The Job Satisfaction-Job Performance Relationship: A 
Qualitative and Quantitative Review’, Psychological Bulletin 2001, Vol. 127, No. 3, p. 392, and the research discussed 
there.   
1338 C. Nickerson, N. Schwarz, E. Diener & D. Kahneman, ‘Zeroing in on the Dark Side of the American Dream: A Closer 
Look at the Negative Consequences of the Goal for Financial Success’, Psychological Science, November 2003, Vol. 14, 
No. 6, pp. 531-536.  
1339 See R. Layard, Happiness: Lessons from a New Science, Penguin Books 2011, revised and updated edition, p. 41 and 
further, and the research referenced there.  
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associated with lower levels of subjective well-being, an effect that is most likely caused by 

interpersonal preferences for relative consumption.1340 Luttmer’s research suggests that “an increase in 

own income leads to a negative externality on neighbors’ well-being that is of the same order of 

magnitude as the positive effects on own well-being.”1341 That these effects are so sizeable suggests that 

people are willing to go to great lengths to compete with others, even if such competition may be to the 

detriment of leisure or quality time with family and friends, and may significantly impact well-being.1342 

Especially in the consideration of tax measures for employment, these issues can generate externalities 

that substantially affect the optimality of policies.1343   

                                                             
1340 E.F.P. Luttmer, ‘Neighbors as negatives: relative earnings and well-being’, The Quarterly Journal of Economics, 
August 2005, p. 963.  
1341 E.F.P. Luttmer, ‘Neighbors as negatives: relative earnings and well-being’, The Quarterly Journal of Economics, 
August 2005, p. 990.  
1342 E.F.P. Luttmer, ‘Neighbors as negatives: relative earnings and well-being’, The Quarterly Journal of Economics, 
August 2005, p. 985 and 990. 
1343 Compare E.F.P. Luttmer, ‘Neighbors as negatives: relative earnings and well-being’, The Quarterly Journal of 
Economics, August 2005, p. 990.  
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7.10. Public support for tax incentives for employment 

Question 10 of the assessment framework requires states to indicate to what extent their tax incentives 

for employment find public support. If tax incentives for employment reduce such support and, with 

that, reduce trust and respect of people for the state, governments need to carefully consider their course 

of action and the behavioural impact thereof. 

As discussed in section 7.4 of this research, tax measures to incentivise employment may in certain 

situations be viewed more positively than direct government spending. This can notably be the case 

were specific employment goals are combined with poverty alleviation goals. Direct government 

spending in the form of welfare benefits for such situations can carry negative stigmas, and may raise 

public concern about the amounts of government spending and the potentially negative impacts on work 

ethics and family unity.1344 For these situations, tax incentives such as in-work credits may trigger less 

aversion.1345 

Public and political support may however be lacking where tax measures are perceived to result in less 

equitable distributions,1346 as described in section 7.7 of this research. Furthermore, where the influences 

of lobbying are observed on political processes regarding tax incentives for employment, such can lead 

to a growth in dissatisfaction among constituents.1347   

 

  

                                                             
1344 B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The 
Quarterly Journal of Economics, August 2001, p. 1069; OECD, Taxation and Employment, OECD Tax Policy Studies, 
2011, No. 21, OECD Publishing, pp. 82-83. Also see Y. Hsing, ‘The Impacts of Welfare Benefits and Tax Burdens on 
Interstate Migration’, Regional Science Perspectives 1995, Vol. 25, No. 2, p. 16.  
1345 B.D. Meyer & D.T. Rosenbaum, ‘Welfare, the earned income tax credit, and the labor supply of single mothers’, The 
Quarterly Journal of Economics, August 2001, p. 1063; OECD, Taxation and Employment, OECD Tax Policy Studies, 
2011, No. 21, OECD Publishing, p. 82; N. Eissa & J.B. Liebman, ‘Labor Supply Response to the Earned Income Tax 
Credit’, The Quarterly Journal of Economics, May 1996, Vol. 111, No. 2, p. 636.  
1346 OECD, Taxation and Employment, OECD Tax Policy Studies, 2011, No. 21, OECD Publishing, p. 41 and 142; A.L. 
Bovenberg, ‘Environmental taxation and employment’, De Economist 143(2), 1995, p. 113.  
1347 J.E. Stiglitz, ‘Employment, social justice and societal well-being’, International Labour Review, Vol. 141, 2002, No. 
1-2, p. 25. 
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Summary and conclusions of chapter 7 

In chapter 7, the framework for assessing tax measures undertaken by states in their aim for well-being 

through taxation, described in chapter 4, is applied to the well-being aspects of tax incentives for 

employment, whereby employment is taken to mean the circumstance of having a paid job. 

Below are summarised a number of the observations, issues, and recommendations that follow from 

this application.     

The main argument for states to intervene in matters of employment, discussed in sections 7.1 to 7.4, is 

also here to correct market failures, which occur for instance as a result of asymmetries of information 

or bargaining power, in order to ensure higher levels of (healthy and safe) employment. Persistent high 

levels of involuntary unemployment erode the financial basis of welfare states and threaten the provision 

of public goods. Current challenges concern unemployment, the aging population coupled with 

increased life expectancy, increasing international mobility and migration, and the stress placed upon 

social security and welfare systems as a result of the before mentioned developments. While taxes may 

themselves have distortionary effects on employment, tax incentives for employment can also serve to 

prevent or mitigate the negative effects of market failures or, moreover, to bring about positive effects. 

As to why well-being is important in relation to (tax incentives for) employment, many studies seem to 

assume that well-being is what ultimately matters. While it is true that well-being may be better suited 

to reflect value than traditional economic indicators, such does however not explain why well-being in 

itself is of such importance. In taxation and employment, matters such as justice, redistribution, equality 

considerations, health, and economic growth can reasonably be said to be important also outside the 

sphere of their well-being impact. States should put into perspective the relative importance attributed 

to well-being in tax incentives for employment, and the potential trade-offs inherent in attributing such 

importance to well-being. Specifically with regard to taxation, literature explicitly addressing 

employment and well-being aspects seems scarce. It also seems uncommon for tax measures that aim 

to stimulate employment to be expressly related, in their wording or goal setting, to well-being. 

Formulated well-being aims that are related to employment often lack specificity, and face difficulties 

of causality and measurability. It seems a challenge to combine, through taxation, employment aims 

with well-being aims in a way that is realistic and achievable within a determinable time frame. That 

said, if tax measures purposely aim for employment and well-being, states should clarify which 

particular well-being aim is pursued, so that ex ante assessment, continuous monitoring, and ex post 

evaluation can be as concrete and specific as possible. Aspects of tax incentives for employment raise 

questions of intergenerational equity, for instance concerning the intergenerational burdens of pension 
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and social security contribution programs. Furthermore, tax incentives for employment applied by one 

state may well impact other states, and may have well-being effects beyond humans, for instance on 

wildlife. States should provide clarity on these choices to be made as to who or what are within scope 

of the well-being concept used, which can substantially determine the way tax incentives for 

employment are implemented and play out. Furthermore, states have a range of different policy 

instruments available, as alternatives to tax incentives for employment. Governments can for instance 

reform pension systems, use active labour market policies, optimise employment protection, or offer 

education-based solutions. Integrated assessment of the pursuit of well-being aims by states necessitates 

taking stock of these different policy instruments available. Many studies agree that more fundamental 

problems in labour markets (such as skill shortages, or non-competitive labour markets) are generally 

better addressed via direct state intervention than via taxes. Moreover, considering that effects of 

(un)employment, other than financial, may have the largest impact on one’s well-being, policy 

instruments that focus on job retaining and psychological counselling may be more effective from a 

well-being perspective than purely economic measures. Although the effect of taxation on employment 

will therefore often be subsidiary to effects of other policy instruments, there is scope for use of taxation 

as an (additional) instrument to address employment issues. For instance, tax incentives, such as in-

work tax credits, have proven to be viable and effective measures that allow for reduced administration 

costs (through using already existing tax systems) in combination with increased take-up rates. 

When viewed from a consequential perspective in sections 7.5 and 7.6, and in relation to employment 

and well-being, it is important to consider in integration the net impact of state intervention via spending 

and taxing, and not only the tax effect in isolation. This need for an integrated assessment shows also 

from the distortive or undesirable employment impacts that can emerge through the combined 

application of taxation and other policy measures. On many occasions, the effect of taxation on 

employment will be subsidiary to effects of other policy instruments. That said, taxes still have effects 

on employment that should not be disregarded, and there is potential for positive contributing impacts. 

It is however not easy to identify who ultimately bears the tax, and whose well-being is ultimately 

affected by tax incentives for employment. Likely, the level of centralisation of bargaining plays an 

important role in the matter of incidence of labour taxes. A number of general issues and 

recommendations that concern the effectiveness and efficiency of tax incentives for employment are 

identified in this chapter. How states deal with such issues and recommendations to a large extent 

determines how effective and efficient a tax incentive for employment is in achieving well-being aims. 

Here again, it shows to be difficult in practice to assess or estimate the effects of taxes on labour in a 

robust way, and to fully disentangle tax effects. Notwithstanding, regular monitoring, control, and 
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evaluation of the effectiveness and efficiency of tax measures to incentivise employment are important 

to ensure that immediate effects on job creation are not cancelled out through indirectly harmful and 

unpredicted effects. Empirical evidence on the success of tax measures in creating employment is quite 

limited. While tax policies and measures concerned with well-being and employment should be open 

to revision as new information becomes available, states should also be aware that responses to such 

policies or measures likely take at least a couple of years to fully emerge, and that the resulting effects 

may not always be reversible. This generates a recommendation for long-term outlooks. 

Viewed from a deontological perspective in sections 7.7 and 7.8, different ways are addressed in which 

international, supranational, and national bodies of rules or laws may collide with tax incentives for 

employment, such as concerning territorial or sectoral limitations incorporated in such tax incentives. 

States need to verify and substantiate whether their tax incentives for employment are in conformity 

with such applicable laws and regulations. Tax incentives for employment can moreover create conflicts 

with equal treatment, neutrality, equity, ability-to-pay, simplicity, certainty, or with other principles that 

underlie tax systems. These potential cases of conflict need to be addressed by states using tax incentives 

for employment, whether or not in the sphere of well-being. In case principles are weighed in view of 

conflicting well-being considerations, states should provide insight into the consideration made. One of 

the recurring political process risks associated with tax measures that incentivise employment is that 

some special interest groups may lobby with greater effect than others, potentially resulting in a 

distortion of the incentivising employment effect as originally desired or intended. States need to assess 

such risks posed by tax incentives for employment to political processes. Proper substantiation, 

increased transparency, and pre-determined checks and balances, or review procedures, can mitigate 

such risks associated with tax incentives for employment. 

From a virtue ethics perspective applied in sections 7.9 and 7.10, finally, states should be cautious of 

the potential to stimulate undesirable character traits through tax incentives for employment. As 

examples, tax incentives for employment can create a stimulation for people to work in black or shadow 

economies, can reduce incentives for training and work effort, can encourage privilege-seeking 

behaviour, or can turn competition between states harmful and wasteful overall. And while the 

achievement of financial goals through employment can contribute to well-being, financial pursuits may 

also distract from other aspects of well-being that are arguably more meaningful (such as spending time 

with family and friends). Therefore, states should assess and indicate which character traits are 

stimulated by their tax incentives for employment, to enable a discussion on the desirability or 

virtuousness thereof. Where direct government spending in the form of, for instance, welfare benefits 
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relating to employment can carry negative stigmas, tax incentives such as in-work credits may trigger 

less public aversion. However, public and political support may be lacking where tax incentives for 

employment are perceived to result in less equitable distributions. Governments using tax incentives for 

employment need to carefully consider their course of action and the behavioural impact thereof. There 

are different ways in which tax incentives for employment may also encourage competition for existing 

well-being, rather than bring about additional well-being. For one, if tax incentives for employment are 

targeted towards selected sectors, such incentives are likely to encourage competitive privilege-seeking 

behaviour. In addition, the competition for employment between states can turn harmful and wasteful 

overall, stimulating beggar-thy-neighbour behaviour. More generally, research suggests that people are 

willing to go to great lengths to compete with others, even if such competition may be to the detriment 

of leisure or quality time with family and friends, and may significantly affect well-being. Especially in 

the consideration of tax incentives for employment, these issues can generate externalities that 

substantially affect the optimality of policies. 
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8. Discussion of assessment results and recommendations  

 

Introduction  

In this chapter 8, the results following from application of the assessment framework in chapters 5 to 7 

are reflected on in light of, firstly, the answers to the main research questions as arrived at in chapters 3 

and 4 of this research, and, secondly, the intended purpose and function of the assessment framework, 

as set out in chapter 4. Furthermore, the purpose of this chapter 8 is to highlight recommendations made, 

as well as to provide some suggestions for potential future research.  

Section 8.1 discusses whether the results that follow from the case studies of chapters 5 to 7 support the 

answers to the main research questions arrived at earlier in chapters 3 and 4, and highlights 

recommendations made. In section 8.2, it is reflected whether the illustrative application of the 

assessment framework aligns with the intended purpose and function of that framework. Finally, certain 

suggestions for potential future research are provided in section 8.3.   
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8.1. Discussion of assessment results and recommendations 

In this section, the results that follow from the assessments performed in chapters 5 to 7 are discussed 

in reflection, to determine whether those results support the answers to the main research questions, as 

arrived at in chapters 3 and 4 of this research. Afterwards, previously addressed issues and 

recommendations are bundled and illustrated once more through the assessment of a previously existing 

wide-ranging and ‘society-reforming’ tax incentive, which involved matters of innovation, the 

environment, and employment.   

Assessment of, respectively, tax incentives for innovation, environmental taxes, and tax incentives for 

employment, suggests the following general observations, issues, and recommendations that tie into the 

(answers to the) main research questions of this research.  

1. Should states aim for well-being through taxation? 

In relation to each of the three topics, good arguments were found for state intervention in the case of 

clear market failures. A more proactive approach by states, and the choice how to intervene, would 

however require careful consideration of the different options available, and of the potential drawbacks 

pertaining to those options. 

Furthermore, based on the three assessed topics, it seems uncommon in practice for taxation to focus 

on well-being. This may have to do with observed difficulties of specificity, measurability, and 

achievability that seem to surround concepts of well-being. Moreover, and similar to the conclusions 

reached in chapter 3 of this research, for each of the topics assessed it proved difficult to convincingly 

establish a dominant importance of well-being, above and beyond other matters that, while they may 

affect well-being, may reasonably also carry importance outside the sphere of well-being. 

Notwithstanding, and as also argued in chapter 3, the topics at the same time suggest that consideration 

of well-being as an aim for states has its value, in that it obliges states to consider in a broad way what 

is good for people, and thus calls for further discussion of the more traditional emphasis from states on 

for instance economic production, or on income or other money-oriented measurement items. In 

addition, use of a concept such as well-being obliges states to consider the effects of their policies not 

in isolation but in integration, taking into account how different government policies affect each other 

and ultimately, how such policies impact the way life is going for the individuals concerned.  

Thus, and in line with the answer to the first main research question established in chapter 3 of this 

research, it is concluded that, while there is a case to be made for states to aim for well-being through 
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taxation, such a case cannot find a broad basis of normative support and brings with it many intricate 

and important issues to which states need to be very sensitive. Therefore, states should exercise caution 

and restraint when aiming for well-being through taxation.  

2. What should be the framework for assessing taxation that aims for well-being?  

In answer to the second main research question of what should be the framework for assessing taxation 

that aims for well-being, a framework that instils caution and restraint in states was proposed and 

explained in chapter 4. To recall, this framework consists of ten questions to be answered by states as 

part of their legislative or other tax policymaking processes to enhance the quality and acceptability of 

taxation aimed at well-being, with four general questions, and six questions that are placed under the 

headers of consequentialist, deontological, and virtue ethics normative theories, to allow integrated 

plural assessment. Concretely put, it was recommended that the answers to the questions contained in 

the proposed assessment framework are published by states as part of their legislative or other tax 

policymaking processes. Publication increases transparency, the possibilities for scrutiny, and with that, 

state accountability. Answers provided during the tax law policymaking process to the questions 

contained in the assessment framework can thus also provide clarity to judiciaries as to the meaning and 

intent of the law, and can stimulate for instance consistency of enforcement, as well as efficiency and 

effectiveness in execution and administration of the law. It was furthermore recommended that the 

answers to the questions contained in the proposed assessment framework are subsequently reviewed 

and results following therefrom are regularly evaluated by institutions that are independent of the 

institutions that design and apply the tax in question, such as the before discussed United States’ 

Congressional Budget Office and Joint Committee on Taxation, or the Dutch Council of State, Statistics 

Netherlands (CBS), and the CPB Netherlands Bureau for Economic Policy Analysis.1348 Another 

example is the Netherlands’ Court of Audit, checking through audit of the revenue and expenditure 

whether the Dutch government spends public funds in an effective and efficient way, and providing 

their independent report once a year to parliament.1349 

                                                             
1348 See section 4.1 of this research and the references mentioned there. 
1349 See https://english.rekenkamer.nl/organisation. Accessed 12 August 2019. The legal status, tasks, and powers of the 
Netherlands’ Court of Audit are laid down in law (namely in the Constitution of the Netherlands and in the Dutch 
Government Accounts Act 2016). Also see T. Budding & F. van Schaik, ‘Public Sector Accounting and Auditing in the 
Netherlands’, pp. 142-155 in I. Brusca, E. Caperchione, S. Cohen & F.M. Rossi (eds.), Public Sector Accounting and 
Auditing in Europe: The Challenge of Harmonization, IIAS Series: Governance and Public Management, Palgrave 
Macmillan, London, 2015, and M. de Jong, I. van Beek & R. Posthumus, ‘Introducing accountable budgeting: lessons 
from a decade of performance-based budgeting in the Netherlands’, OECD Journal on Budgeting, Vol. 12/3, 2013, pp. 1-
34. 
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Application of the proposed assessment framework to the topics of, respectively, tax incentives for 

innovation, environmental taxes, and tax incentives for employment, also suggests that a variety of 

alternatives to tax measures exists for states that pursue well-being aims, with many of those alternatives 

providing for a more fundamental intervention. While a substantive body of research attaches 

importance to, and focuses on, a predominantly consequentially oriented assessment of the effectiveness 

and efficiency of tax measures, such research typically focuses on assessment in light of narrower or 

more economically oriented concepts than well-being, such as welfare. Application of the assessment 

framework questions to the tax topics in chapters 5, 6, and 7 illustrates that substantiation of overall net 

well-being effects, the contribution of the tax measure thereto, and the incidence of tax measures, is no 

easy task due to data and methodological challenges. Systematic and rigorous evaluations using high-

quality data, as proposed in chapter 4 of this research, are not (yet) standard, and long time horizons 

typically need to be factored in.  

The three case studies also suggest that deontologically oriented questions, regarding conformity of tax 

measures with applicable laws and regulations, and regarding potential conflicts with principles that 

underlie tax systems, are typically assessed in isolation in existing research. Pro-active use of tax 

measures to aim for well-being not only increases the chances of conflict with laws or principles, but 

also raises a deontological concern with regard to their potential impact on political processes. Notably, 

using tax, with a view to well-being, may be susceptible to additional lobbying by special interest 

groups, which may result in distortion of the tax over time into something else than originally envisaged 

or intended. Similar to the conclusions drawn in section 3.3.2 therefore, aiming for well-being through 

taxation increases the risk of ‘injustice’ in taxation, in the sense that using taxation to achieve states’ 

well-being aims is more likely to create conflict with norms, principles, and procedures that should, in 

the deontological view, govern taxation. 

The application of the assessment framework in chapters 5 to 7 furthermore suggests that it is currently 

relatively rare for tax measures to be assessed in terms of their virtuousness, notwithstanding the finding 

that tax measures can on the one hand stimulate character traits that are typically positively viewed 

upon, but on the other hand can also stimulate character traits that carry negative connotations. The 

three case studies suggest that aiming for well-being through taxation can meet with reduced public 

support, and risks encouraging competition for existing well-being rather than bringing about additional 

well-being. In line with what was observed in section 3.3.3 of this research, aiming for well-being 

through taxation may undermine people’s faith in and respect for tax law, and thus might detract from 

virtuous behaviour. 
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Thus, these results that follow from illustrative application in chapters 5 to 7 of the assessment 

framework to, respectively, tax incentives for innovation, environmental taxes, and tax incentives for 

employment, support the answers to the main research questions arrived at earlier in chapters 3 and 4. 

Not taking heed of the caution and restraint advocated in this research when dealing with taxation aimed 

at well-being can generate serious issues, as was illustrated in relation to the case studies addressed in 

chapters 5 to 7.  

Of course, many more potential topics may attract states to aim for well-being through taxation, and can 

bring about examples of possibly problematic tax measures.1350 To once more illustrate the issues 

highlighted and recommendations made in this research, the following paragraphs provide an 

assessment of an ambitious tax incentive for investment that existed in the Netherlands from 1978 until 

1990, and that involved matters of innovation, the environment, and employment.   

The particular tax measure at hand, a Dutch investment account incentive (in Dutch: Wet 

investeringsrekening), can be summarized as a tax credit facility for entrepreneurs subject to Dutch 

personal or corporate income tax, linked to investments in business assets predominantly used in the 

Netherlands.1351 Without going into technical detail, the Dutch investment account incentive allowed a 

credit against personal and corporate income tax consisting of a base premium (to stimulate business 

investments in general) along with certain specific supplements (for instance to stimulate small scale 

investments, regional investments, locational planning, large scale investments, or environmentally 

friendly investments).1352 The Dutch investment account incentive intended to steer investment 

decisions in a direction that was deemed socially and economically desirable, most notably to combat 

unemployment, enhance the economy, improve environmental conditions, and ensure a continuous 

                                                             
1350 Suggestions for future research are provided in section 8.3 of this research.  
1351 See, for instance, B. Bracewell-Milnes, ‘Credit versus Depreciation: The Dutch Investeringsrekening’, Intertax 1978/6-
7, pp. 238-246; B. Bracewell-Milnes & J.C.L. Huiskamp, Investment Incentives; A comparative analysis of the systems in 
the EEC, the USA and Sweden, Kluwer Deventer 1977, pp. 66-67 and p. 80.  
1352 B. Bracewell-Milnes, ‘Credit versus Depreciation: The Dutch Investeringsrekening’, Intertax 1978/6-7, pp. 239-240. 
Also see Werkgroep heroverweging WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 
1986, p. 1 of the summary. For an in-depth discussion of the (technicalities of the) Dutch investment account incentive and 
its development and revisions, reference is for instance made to H.A. Kogels, De Wet investeringsrekening, Fiscale 
monografieën 34, Kluwer Deventer 1981; H.M.N. Schonis & J. Renes, Wet investeringsrekening; Commentaar op WIR en 
SIR, Gouda Quint Arnhem 1978; W.A.F.G. Vermeend, Fiscale investeringsfaciliteiten: een onderzoek naar de werking 
van vervroegde afschrijving, investeringsaftrek en de wet investeringsrekening, S. Gouda Quint, 1983; H.M.N. Schonis, J. 
Renes, P.H.J. Essers, Ch.J. Langereis, P.C. van Maris & Th.W. Poolen, Wet investeringsrekening: Herziene WIR, S. 
Gouda Quint, loose-leaf, 1988; P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361; H.M.N. Schonis, 
‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713; Werkgroep heroverweging WIR, 
Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986.  
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growth in welfare.1353 The government therefore ambitiously labelled this tax incentive as a society-

reforming proposal.1354 While not expressly related to well-being, the Dutch investment account 

incentive thus was intended to affect various aspects of life that are often considered to impact well-

being.1355 

Authors have pointed to these political ambitions as contributors to high expectations that were 

ultimately not fully met.1356 On the one hand, the Dutch investment account incentive was positively 

assessed in some respects. It was for instance found to positively contribute to the level of investments 

made,1357 and the fact that the Dutch investment account incentive was embedded in existing tax systems 

was considered efficient for taxpayers.1358 On the other hand, however, the Dutch investment account 

incentive also met with criticism. In the below paragraphs, some main points of criticism expressed in 

relation to the Dutch investment account incentive are outlined, and it is indicated how the 

recommendations made in this research could have contributed to mitigating the underlying issues.  

A general criticism voiced with regard to the Dutch investment account incentive was that the sense of 

urgency that surrounded its political process might have resulted in a tax incentive that was 

insufficiently thought through.1359 This criticism calls to mind the answer provided in chapter 3 of this 

research to the first of the two research questions, and the general recommendation following from that 

answer, namely that states should exercise caution and restraint when using taxation to achieve well-

being related aims.  

                                                             
1353 See Dutch parliamentary proceedings, No. 14377, 1976-1977, ‘Regelen ter stimulering en sturing van de investeringen 
(Wet investeringsrekening)’, explanatory statement, p. 9. In addition, see H.M.N. Schonis & J. Renes, Wet 
investeringsrekening; Commentaar op WIR en SIR, Gouda Quint Arnhem 1978, p. 1, and Werkgroep heroverweging WIR, 
Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, p. 3 of the summary.  
1354 P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361. Also see Werkgroep heroverweging WIR, 
Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, p. 2 of the summary. 
1355 See chapter 2 and 3 of this research for an extensive discussion of concepts of well-being and their constituent 
elements, and see chapter 6 and 7 of this research on the links between the environment, employment, and well-being and 
taxation. It was also considered to expand the Dutch investment account incentive with a specific supplement for 
innovation (research and development), but this was never realised. See for instance F.H. Lugt, ‘De Investeringsrekening 
(WIR)’, Weekblad Fiscaal Recht 1977/206. On the links between innovation, well-being, and taxation, see chapter 5 of 
this research.    
1356 H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713; P.H.J. Essers, ‘De WIR 
gewogen’, Weekblad Fiscaal Recht 1986/1361.  
1357 Werkgroep heroverweging WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, 
p. 25.  
1358 H.A. Kogels, De Wet investeringsrekening, Fiscale monografieën 34, Kluwer Deventer 1981, p. 255.  
1359 H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713; H.M.N. Schonis & J. 
Renes, ‘Wet investeringsrekening (WIR): Aanvullingen en wijzigingen’, Weekblad Fiscaal Recht 1978/377; F.H. Lugt, 
‘De Investeringsrekening (WIR)’, Weekblad Fiscaal Recht 1977/206.   
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When aspects of the Dutch investment account incentive are further scrutinised in light of the 

assessment framework proposed in chapter 4 of this research, the following observations can be made.   

It was mentioned above that the Dutch investment account incentive intended to steer investment 

decisions in a direction that was deemed socially and economically desirable, and was labelled as a 

society-reforming proposal.1360 However, the exact meaning, scope, and importance of these aims and 

denotations were not clarified in parliamentary proceedings.1361 This goes against the recommendations 

contained in questions 1 and 2 of the proposed assessment framework, which require states to clarify 

which particular (well-being) aim is pursued, and why, not in the least place so that ex ante assessment, 

continuous monitoring, and ex post evaluation can be as concrete and specific as possible.  

As to the reason for state interference, the Dutch investment account incentive was proposed as a way 

to correct market failures: according to the Dutch government at the time, markets failed to adequately 

take into account socially desirable outcomes in investment decisions, notably with respect to 

(structural) unemployment, the economy, and the environment.1362 While brief, the government did 

therefore indicate, in line with the recommendations made in question 3 of the assessment framework 

proposed in this research, why it viewed state intervention as desirable. It can be questioned, however, 

whether the Dutch government had sufficiently taken stock of the different policy instruments available 

to government, including yet not limited to taxation, in pursuing these aims. The Dutch government did 

consider possible alternatives to a certain extent.1363 However, the analysis performed cannot be equated 

to a full-fledged comparative assessment of the tax measure to other possible governmental instruments, 

to identify advantages and drawbacks, and to facilitate a substantiated choice for one or the other, as 

recommended in relation to question 4 of the assessment framework proposed in this research. For 

instance, a more encompassing analysis regarding investment decisions was not performed in the 

context of the Dutch investment account incentive.1364 In addition, the Dutch investment account 

incentive was not a command-and-control instrument, but rather tried to entice entrepreneurs into a 

                                                             
1360 P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361. Also see Werkgroep heroverweging WIR, 
Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, p. 2 of the summary. 
1361 H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713. Also see H.M.N. Schonis 
& J. Renes, Wet investeringsrekening; Commentaar op WIR en SIR, Gouda Quint Arnhem 1978.  
1362 Dutch parliamentary proceedings, No. 14377, 1976-1977, ‘Regelen ter stimulering en sturing van de investeringen 
(Wet investeringsrekening)’, explanatory statement, p. 9. Also see H.M.N. Schonis & J. Renes, Wet investeringsrekening; 
Commentaar op WIR en SIR, Gouda Quint Arnhem 1978, p. 1.  
1363 See for instance Dutch parliamentary proceedings, No. 14377, 1976-1977, ‘Regelen ter stimulering en sturing van de 
investeringen (Wet investeringsrekening)’, explanatory statement, p. 4, where macro-economic reasons for incentivising 
investments over wage costs are referred to.  
1364 H.M.N. Schonis & J. Renes, Wet investeringsrekening; Commentaar op WIR en SIR, Gouda Quint Arnhem 1978, p. 3.  
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certain direction.1365 The Dutch investment account incentive contributed to a more attractive 

investment climate, yet ultimately left it up to investors/entrepreneurs to decide.1366 Various assessments 

of the Dutch investment account incentive pointed to the value and importance of a more thorough 

comparative analysis, not only in relation to potential tax alternatives (such as abolition or reduction of 

income taxes, accelerated or arbitrary depreciation, wage cost multipliers, or reduction of social security 

premiums),1367 but also in relation to instruments outside the sphere of taxation (such as grants, cheap 

loans, other subsidies, or command-and-control regulations).1368 

A lot of the criticism surrounding the Dutch investment account incentive concerned its consequences, 

and notably its effectiveness and efficiency, also considering the substantial amounts involved.1369 In 

relation to questions 5 and 6 of the proposed assessment framework, it was recommended that 

assessment and substantiation of effectiveness and efficiency should not only be provided prior to 

introduction of a tax measure, but should also be performed on a regular and pre-determined basis after 

implementation to allow monitoring, evaluation, and intervention where necessary. However, before 

introduction of the Dutch investment account incentive, its effectiveness could not be predicted with a 

sufficient degree of accuracy to allow for quantification.1370 Early predictions based on economic 

models and assumptions proved to be in need of downwards adjustment during the lifetime of the Dutch 

investment account incentive, resulting in a direct effectiveness assessment of 70 or 80 cents of extra 

investment per 100 cents of tax credit, which was considered relatively low.1371 The exact effect of the 

Dutch investment account incentive however remained unclear, with different assessments ranging from 

                                                             
1365 H.M.N. Schonis & J. Renes, Wet investeringsrekening; Commentaar op WIR en SIR, Gouda Quint Arnhem 1978, p. 3, 
and H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713.   
1366 Werkgroep heroverweging WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, 
p. 3 of the summary.  
1367 See for instance P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361; Werkgroep heroverweging 
WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986; H.M.N. Schonis, ‘Vijf jaren 
Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713; W.A.F.G. Vermeend, Fiscale investeringsfaciliteiten: een 
onderzoek naar de werking van vervroegde afschrijving, investeringsaftrek en de wet investeringsrekening, S. Gouda 
Quint, 1983, pp. 252-253 and pp. 264-269.      
1368 See for instance B. Bracewell-Milnes, ‘Credit versus Depreciation: The Dutch Investeringsrekening’, Intertax 1978/6-
7, pp. 238-246.   
1369 The Dutch investment account incentive cost billions of guilders a year which, over the years 1978 to 1983, amounted 
to approximately 28 billion guilders. See W.A.F.G. Vermeend, Fiscale investeringsfaciliteiten: een onderzoek naar de 
werking van vervroegde afschrijving, investeringsaftrek en de wet investeringsrekening, S. Gouda Quint, 1983, p. 250, and 
P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361.  
1370 H.M.N. Schonis & J. Renes, Wet investeringsrekening; Commentaar op WIR en SIR, Gouda Quint Arnhem 1978, pp. 
4-5 and p. 7. Predictive calculations provided by the Dutch government at the time were based on tax instruments existing 
at that time (which were largely to be replaced by the Dutch investment account incentive).    
1371 Werkgroep heroverweging WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, 
p. 25-28. Also see P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361, and W.A.F.G. Vermeend, 
Fiscale investeringsfaciliteiten: een onderzoek naar de werking van vervroegde afschrijving, investeringsaftrek en de wet 
investeringsrekening, S. Gouda Quint, 1983, pp. 250-251.    
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very low to very high effectiveness, and empirical evidence was lacking.1372 Aspects that may have 

negatively affected the effectiveness of the Dutch investment account incentive concerned its 

complexity, lack of clarity, and slowness in processing, making it difficult for entrepreneurs to fully 

factor the Dutch investment account incentive into their investment decisions.1373 Similarly, aspects of 

the efficiency of the Dutch investment account incentive gave rise to criticism in literature. For instance, 

the additional workload for the Dutch tax authorities in relation to the Dutch investment account 

incentive proved substantial: approximately 15 per cent of available time went to matters related to the 

Dutch investment account incentive.1374 The chosen form of a tax credit was argued to be economically 

wasteful due to distortive redistributive aspects.1375 And research suggests that the Dutch investment 

account incentive involved quite substantial deadweight losses, i.e. tax credits for investments that 

would have occurred anyway.1376  

From a deontological perspective, the assessment framework proposed in this research asks an 

assessment in terms of legality, legitimacy, and political processes (questions 7 and 8). Assessing the 

Dutch investment account incentive from this perspective points to a number of issues and 

accompanying recommendations. One issue that was also discussed in relation to the topics of chapters 

5 to 7 of this research, concerns conflict with the European rules regarding State aid. Authors were 

quick to point out aspects of the Dutch investment account incentive that could breach State aid 

obligations,1377 and after having examined the draft bill, the EC decided that parts indeed were in conflict 

with the State aid rules. More precisely, this concerned aspects of the specific supplements (for instance 

to stimulate regional investments and for town and country planning), and the objections of the EC 

                                                             
1372 Werkgroep heroverweging WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, 
p. 25-28. Also see P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 1986/1361; W.A.F.G. Vermeend, Fiscale 
investeringsfaciliteiten: een onderzoek naar de werking van vervroegde afschrijving, investeringsaftrek en de wet 
investeringsrekening, S. Gouda Quint, 1983, pp. 30-38. 
1373 H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713; H.A. Kogels, De Wet 
investeringsrekening, Fiscale monografieën 34, Kluwer Deventer 1981, p. 252; W.A.F.G. Vermeend, Fiscale 
investeringsfaciliteiten: een onderzoek naar de werking van vervroegde afschrijving, investeringsaftrek en de wet 
investeringsrekening, S. Gouda Quint, 1983, pp. 250-251. 
1374 Werkgroep heroverweging WIR, Heroverweging Wet Investeringsrekening, chaired by W.C. Middelkoop, April 1986, 
and H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713.  
1375 B. Bracewell-Milnes, ‘Credit versus Depreciation: The Dutch Investeringsrekening’, Intertax 1978/6-7, pp. 244-245.   
1376 W.A.F.G. Vermeend, Fiscale investeringsfaciliteiten: een onderzoek naar de werking van vervroegde afschrijving, 
investeringsaftrek en de wet investeringsrekening, S. Gouda Quint, 1983, pp. 30-38. 
1377 P. VerLoren van Themaat, ‘De Europese aspecten van de voorgestelde Wet investeringsrekening’, Sociaal-
economische wetgeving, Vol. 25, November 1977, pp. 743-757; J.A. Winter, ‘De WIR bezien vanuit het perspectief van 
de EEG’, Tijdschrift voor Vennootschappen, Verenigingen en Stichtingen, Vol. 20, 1977, pp. 349-358; H.M.N. Schonis & 
J. Renes, ‘Wet investeringsrekening (WIR): Aanvullingen en wijzigingen’, Weekblad Fiscaal Recht 1978/377; H.A. 
Kogels, De Wet investeringsrekening, Fiscale monografieën 34, Kluwer Deventer 1981, p. 258.        
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translated into amendments made by the Dutch government.1378 As regards legitimacy, or the 

conformity with tax or other principles of law, authors indicated possible risks of unequal treatment (for 

instance due to rather arbitrary differentiation between investors)1379 and of legal uncertainty (due to the 

Dutch investment account incentive’s complexity and lack of clarity).1380 These issues relate to the 

recommendations made with regard to questions 7 and 8 of the assessment framework, namely for the 

legislator to on beforehand verify and substantiate whether the tax measure at hand is in conformity 

with applicable laws, regulations, and principles, and in case principles are weighed in view of 

conflicting (well-being) considerations, to provide insight into the weighing performed. 

The above issues and criticisms may have resulted in an attitude of scepticism or even aversion towards 

the Dutch investment account incentive.1381 Such would likely go against recommendations from a 

virtue ethics perspective and, as concluded in relation to question 9 and 10 of the proposed assessment 

framework, should then prompt states to consider the desirability thereof, if indeed the intention is to 

achieve a reform of society, aimed at greater well-being. 

The above assessment of the Dutch investment account incentive once more illustrates how the 

assessment framework proposed in this research can instil caution and restraint in states that choose to 

use taxation to aim for well-being, can stimulate critical assessment, motivation, transparency, can 

increase the possibilities for scrutiny and state accountability, and thus enhances the normative quality 

and acceptability of taxation aimed at well-being. The working of the assessment framework is further 

reflected on in the following section 8.2.  

  

                                                             
1378 See, for instance, EC, Seventh Report on Competition Policy, April 1978, section 184 (pp. 136-137), and EC, Eight 
Report on Competition Policy, April 1979, section 166 (p. 119). Also see B. Hessel & A.D.L. Knook, ‘50 jaar 
staatssteunrecht’, Bouwrecht 2014/87, August 2014, p. 453, and J. Renes & P.C. van Maris, ‘Historie en achtergrond van 
de WIR’, pp. 21-24, in H.M.N. Schonis, J. Renes, P.H.J. Essers, Ch.J. Langereis, P.C. van Maris & Th.W. Poolen, Wet 
investeringsrekening: Herziene WIR, S. Gouda Quint, loose-leaf, 1988.       
1379 See H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713.  
1380 See H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713; H.A. Kogels, De Wet 
investeringsrekening, Fiscale monografieën 34, Kluwer Deventer 1981, pp. 253-254; H.M.N. Schonis & J. Renes, Wet 
investeringsrekening; Commentaar op WIR en SIR, Gouda Quint Arnhem 1978, pp. 8-9.  
1381 Such attitude is noted by Essers and Schonis, see P.H.J. Essers, ‘De WIR gewogen’, Weekblad Fiscaal Recht 
1986/1361 and H.M.N. Schonis, ‘Vijf jaren Wet investeringsrekening’, Weekblad Fiscaal Recht 1983/713. Also see 
W.A.F.G. Vermeend, Fiscale investeringsfaciliteiten: een onderzoek naar de werking van vervroegde afschrijving, 
investeringsaftrek en de wet investeringsrekening, S. Gouda Quint, 1983, pp. 135-136, describing aversion, expressed in 
the context of the Dutch investment account incentive, against far-reaching governmental interference.    
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8.2. Reflection on assessment framework application  

This section provides a brief reflection on whether the application of the assessment framework, 

documented in chapters 5 to 7, aligns with the intended purpose and function of that framework, as set 

out in chapter 4. 

Shortly put and as explained below, the illustrative application of the assessment framework indeed 

aligns with the intended purpose and function of that framework, which is to serve as an essential 

supporting structure in the plural assessment of taxation aimed at well-being, and to instil caution and 

restraint in states that choose to aim for well-being through taxation.  

As indicated in sections 4.1 and 4.2 of this research, the purpose of the assessment framework proposed 

in chapter 4 is i) to instil caution and restraint in states that choose to use taxation to aim for well-being, 

ii) to stimulate critical assessment and motivation by states doing so, iii) to enhance the normative 

quality and acceptability of taxation aimed at well-being, and iv) to increase transparency, the 

possibilities for scrutiny, and with that, state accountability. The answers provided by policymakers to 

the questions contained in the assessment framework can for instance give practical guidance to 

judiciaries and executives or administrators. 

The application, in chapters 5, 6, and 7, of the assessment framework to, respectively, tax incentives for 

innovation, environmental taxes, and tax incentives for employment, illustrates how that framework can 

serve as an essential supporting structure in assessment of taxation aimed at well-being, to enhance its 

quality and acceptability. Not all questions are easily answered, and the answers to these questions often 

pinpoint aspects that are open to discussion, criticism, or improvement. Therefore, the illustrative 

application of the assessment framework suggests that the framework succeeds in instilling caution and 

restraint in states that choose to use taxation to aim for well-being, through stimulating critical 

assessment and motivation, and thus enhances the quality, motivation, and acceptability of taxation 

aimed at well-being, and increases transparency, the possibilities for scrutiny, and with that, state 

accountability. 

Illustrative application of questions 1 to 4 of the framework suggests that these questions allow scrutiny 

of the well-being concept used and aim pursued, its importance, the role of the state, and the instrumental 

use of taxation. Questions 5 and 6 of the framework facilitate the assessment and evaluation of the 

consequences of tax measures used in pursuit of well-being aims. Interactions with rights and duties are 
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tested through questions 7 and 8 of the assessment framework. And questions 9 and 10 enable 

assessment of impacts on virtuousness.  

The case studies addressed thus suggest that a plurality of normative aspects can be assessed via an 

integrated framework. The answers from different perspectives allow to come to broadly supported 

improvements and recommendations. And while the results following from the assessments do not 

necessarily always produce clear, evident, or obvious courses of actions, such results nonetheless 

provide an indication as to which aspects are potentially problematic and require careful and cautious 

consideration.   
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8.3. Suggestions for future research 

Building on this PhD research, some suggestions for potential future research can be made, which are 

briefly outlined here.  

On various occasions throughout this research it was observed that information on well-being and 

taxation is patchy, due to limitations in available research data, knowledge gaps, and less than full 

understanding of linkages. A recommendation that is also embodied in the assessment framework 

proposed in chapter 4, is therefore for further research to be performed on relevant data regarding, for 

instance, the impact of taxation on different concepts of well-being, the incidence of taxation in relation 

to well-being, the effectiveness and efficiency of taxation in the sphere of well-being aims, the net well-

being impact of government spending and taxing, and the relative contribution of the taxing effect 

thereto, to ensure proper substantiation and enable monitoring and evaluation.   

In chapters 5, 6, and 7, and for illustrative purposes, the established assessment framework was applied 

to three case studies of topics that may attract states to aim for well-being through taxation, namely 

concerning innovation, the environment, and employment. These topics used are not – and are not meant 

to be – exhaustive. There are, of course, many more examples of potential topics that may attract states 

to aim for well-being through taxation, for instance topics such as health, education, happiness, housing, 

family life, or security, to name just a few. Future research could continue assessing tax measures 

concerning such further topics that are related to well-being, using the framework proposed in this 

research.   

Finally, the starting point in chapters 5, 6, and 7 of this research was a broad assessment of the topics 

under consideration, after which the research addresses aspects of tax measures concerning the 

respective topic. By applying a broad assessment of the topics under consideration (e.g. tax incentives 

for innovation), the observations and recommendations made in chapters 5, 6, and 7 have a wider 

relevance for states than would have been the case if, instead, the analysis had been limited only to a 

detailed assessment of a particular type of tax, or to a particular, specific, tax measure. That said, and 

notwithstanding that it seems uncommon in current practice for taxation to focus on well-being, future 

research could see continued application of the established framework of assessment in detail to a 

particular, specific, tax measure, tax, or practice, whether currently existing or proposed. Likewise, 

future research could investigate in a more encompassing way whether the role of well-being in taxation 

should differ between various different types of taxes. The established framework of assessment can be 

applied to tax laws, case law, or practices currently existing or proposed in countries or at an 
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international or supranational level to assess whether taxation has a sufficient basis of normative support 

and, if not, which recommendations can be made.  
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Summary and conclusions of chapter 8  

In this chapter 8, the results following from application of the assessment framework in chapters 5 to 7 

are briefly reflected on, and recommendations are highlighted.   

As addressed in section 8.1 of this research, the results that follow from illustrative application in 

chapters 5 to 7 of the assessment framework to the topics of, respectively, tax incentives for innovation, 

environmental taxes, and tax incentives for employment, support the answers to the main research 

questions arrived at earlier in chapters 3 and 4: while there is a case to be made for states to aim for 

well-being through taxation, plural assessment suggests that such a case does not find a broad basis of 

normative support, and brings with it many intricate and important issues to which states need to be 

very sensitive. Therefore, if states choose to aim for well-being through taxation, they should do so 

within a framework of assessment that instils caution and restraint. These and other recommendations 

are revisited in section 8.1 through the assessment of a previously existing wide-ranging and ‘society-

reforming’ Dutch investment tax incentive, which involved matters of innovation, the environment, and 

employment.   

Furthermore, and as discussed in section 8.2, reflection suggests that the illustrative application of the 

assessment framework aligns with the intended purpose and function of that framework, which is 

primarily to serve as an essential supporting structure in assessment of taxation aimed at well-being, 

and to instil caution and restraint in states that choose to aim for well-being through taxation. 

Finally, certain suggestions for potential future research are provided in section 8.3. One of these 

suggestions, which is also embodied in the assessment framework proposed in chapter 4, is for further 

research to be performed on well-being and taxation, as current information is patchy due to limitations 

in available research data, knowledge gaps, and less than full understanding of linkages. Future research 

could furthermore continue assessing tax measures concerning other topics related to well-being, using 

the framework proposed in this research. Lastly, future research could see continued application of the 

established framework of assessment specifically to a particular tax measure, tax, or practice, whether 

currently existing or proposed. 
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9. Summary and conclusions 

 

The current chapter 9 presents a summary and the main conclusions and recommendations following 

from this PhD thesis, titled ‘Aiming for Well-Being Through Taxation: A Framework of Caution and 

Restraint for States’.  

In recent years, concepts of well-being have gained increasing attention in societal and political debates. 

For example, New Zealand in May 2019 published a first Wellbeing Budget, broadening its definition 

of success well beyond financial health, and associating certain of its tax measures explicitly with well-

being aims. Parallel to these developments, a growing body of research from different scientific 

disciplines is concerned with the role that well-being should play in the functioning of states. However, 

and notwithstanding the developing attention for interactions between well-being and taxation, the 

normative question whether states should aim for well-being through taxation has up to now not yet 

been the focus point in scientific research.  

This PhD thesis specifically concerns the normative questions whether states should aim for well-being 

through taxation, and what should be the framework of assessment in that regard, and is structured as 

follows.   

The introductory chapter 1 outlines the motivation of the research and presents the main research 

questions, as well as the methodological approach used to address those questions. Chapter 1 also argues 

the significance of the research, sets out its limitations, as well as the research structure. In chapter 2, 

the case for states to aim for well-being through taxation is elaborated upon. Chapter 3 determines, in 

answer to the first main research question, whether states should aim for well-being through taxation, 

by revisiting and critically scrutinising the case for states to aim for well-being through taxation. In 

chapter 4, following the conclusions from chapter 3 and in answer to the second main research question, 

a framework of assessment that instils caution and restraint is proposed and explained, for purposes of 

assessing tax measures undertaken by states in their aim for well-being through taxation. In chapters 5, 

6, and 7, and for illustrative purposes, the proposed assessment framework is applied to three case 

studies of topics that may attract states to aim for well-being through taxation, to identify practices, 

issues, and recommendations to be made. These three topics concern, respectively, tax incentives for 

innovation, environmental taxes, and tax incentives for employment. In chapter 8, the results and 

recommendations following from application of the assessment framework in chapters 5 to 7 are 

reflected on. Chapter 8 also provides suggestions for future research. 



Aiming for well-being through taxation 
 

280 
 

The following sections provide a summary per chapter and the main conclusions and recommendations 

of this PhD thesis.   
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9.1. Introduction 

Chapter 1 outlines the motivation of the research, and presents the main research questions and 

methodological approach to address those questions. Chapter 1 also argues the significance of the 

research, and sets out its limitations and structure. The main research questions, significance of the 

research, and methodological approach are briefly outlined here.  

The questions central to this PhD research read:  

1. Should states aim for well-being through taxation?  

2. What should be the framework for assessing taxation that aims for well-being?  

For purposes of this research, well-being is used to describe that which is ultimately, or non-

instrumentally, good for a person, and is about how the life of an individual is going for that individual. 

In comparison to other concepts, such as welfare, well-being is often considered a comprehensive 

concept, for instance involving ethical considerations and value judgments, and dependent also upon 

non-material aspects or upon non-scarce resources that determine the quality of our life.  

Considering that policymakers are already using notions of well-being, also in relation to taxation, there 

is need for research determining more extensively and in more detail whether states should aim for well-

being through taxation. The choice for well-being as the main topic of this research does however not 

mean that well-being is presumed to be the criterion by which taxation should be assessed. Rather, the 

intent is to scrutinise whether well-being, which has gained increasing attention also from a tax 

perspective, is a proper tax-related aim, and to determine a framework of assessment that contributes to 

decision making processes regarding taxation aimed at well-being.  

The concepts of well-being and taxation, and their purposeful combination by states, raise many 

intricate and important issues linked to fundamental considerations of, for instance, law, economics, 

politics, and society. Part of the societal and scientific significance of this research is that it calls 

attention to, and addresses, these questions and issues. This research expands on the body of existing 

research, such as that on social choice theory, through an approach from multiple perspectives, in an 

effort to link perspectives of philosophy of law and of tax law with perspectives of economics, politics, 

and psychological and social science.  

This research also serves as a demonstration of the possibility to work with different and sometimes 

competing normative viewpoints and to nevertheless establish useful and robust conclusions, whereby 
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such different normative viewpoints are ultimately integrated in a proposed framework for assessment 

of tax measures undertaken by states in their aim for well-being through taxation. The approach used is 

pluralistic, or one of plural reasoning: the research questions are approached from different normative 

perspectives, to identify important issues and recommend broadly supported improvements. This 

methodological approach of plural reasoning allows working with different and sometimes competing 

viewpoints from the perspective of three main types of normative theories, namely consequential, 

deontological, and virtue ethics reasoning. In short, consequential normative theories consider that 

whether something is desirable or not depends only on consequences. Deontological normative theories 

instead determine right or wrong on the basis of certain duties or rights. Virtue ethics normative theories 

accord decisive normative weight to moral character. The consequential, deontological, and virtue ethics 

approaches to the question of whether states should aim for well-being through taxation each provide 

answers, oftentimes with some shared elements and some divergent ones. It is argued that these answers 

from different perspectives, and especially where those answers point in a similar direction or show 

‘common ground’, can be used to improve the current state of affairs. Therefore, and notwithstanding 

that the approach of plural reasoning may not always produce clear, evident, or obvious answers, such 

an approach nevertheless fits well with approaching a concept as diverse and hotly debated as well-

being, and is used in this research to aim for broadly supported improvements and recommendations.  

Given that this research deals with state actions (often the result of a process aimed at achieving political 

compromise) regarding well-being within the sphere of the moving target that is the public interest, this 

research does not (and does not aspire to) definitively prescribe a certain direction, but rather provides 

tools to enhance the quality and acceptability of taxation aimed at well-being. Moreover, the chosen 

approach from multiple perspectives brings with it that this research cannot, and does not set out to be, 

all encompassing or exhaustive when it comes to the discussion of the different perspectives included 

and their application to the three case studies of topics that may attract states to aim for well-being 

through taxation.  
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9.2. The case for states to aim for well-being through taxation 

In chapter 2, the case for states to aim for well-being through taxation is further elaborated upon using 

plural reasoning, and it is concluded that such a general position can be accepted under different – but 

not all – normative theories.  

The case for states to aim for well-being through taxation can be argued as follows: it seems difficult to 

uphold that states should not be concerned with the well-being of their people, considering the 

importance of well-being for individuals in combination with the public interest aims of states. And in 

that case, it makes sense that taxation, as part of the funding and functioning of states, and affecting 

people’s everyday lives, should to a certain extent be aligned with states’ well-being aims. Finally, 

considering that taxation is not only concerned with collecting sufficient revenues but also with 

(re)shaping distribution and influencing behaviour, such alignment may well translate into states aiming 

for well-being through taxation.   

Notwithstanding that this general case can be argued under different normative theories, the line of 

reasoning needed to support such a case is however less straightforward and more susceptible to 

challenge than one might have initially expected. Chapter 2 does not (aim to) exhaustively discuss issues 

related to aiming for well-being through taxation. Rather, these issues and challenges are addressed in 

more detail in chapter 3.  
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9.3. Challenging the case for states to aim for well-being through taxation 

Chapter 3 revisits and critically scrutinises the case for states to aim for well-being through taxation 

under plural reasoning and argues that, in concretisation, the concepts of well-being, taxation, and their 

purposeful combination by states, raise many intricate and important issues that may often not be 

resolvable if one is looking for broad support. While it is ultimately concluded that these issues and 

challenges do not nullify the case for states to aim for well-being through taxation, it is argued that they 

do call for serious consideration. The reasoning applied can be summarised as follows.  

Under plural reasoning, the normative force (or importance) of well-being seems more limited than 

initially thought. Individuals seem to have little need for a concept of well-being with regard to their 

own lives, and what matters to an individual may well, and typically does, transcend well-being. It is 

difficult to convincingly argue that well-being is the ultimately consequence, right/duty, or virtue that 

matters.  

And while reasoning may allow, under certain conceptions, for states to aim for well-being, this initially 

considered case does not find a broad basis of support in reasoning from a consequential, deontological, 

and virtue ethics perspective. Rather, such plural reasoning calls attention to the many intricate 

questions and difficult issues that arise if states aim for well-being. From a consequential perspective, 

and beyond the provision of basic goods and the avoidance of great evils, there is considerable legitimate 

variation in what people consider a good life, and measurability of well-being quickly turns complex. 

From a deontological perspective, efforts to try and comprise well-being into a single concept raise 

concern for neglect of the diversity and incommensurability of people’s values. And from a virtue ethics 

perspective, well-being may be too self-centred or self-interested to properly reflect the virtues held 

dear, and a focus on well-being may result in harmful competition. 

The above however does not mean that well-being should necessarily be dismissed as a state aim 

altogether. For one thing, the consideration of well-being as an aim for states seems valuable in that it 

obliges states to consider in a broad way what is good for people, and thus calls for further discussion 

of the more traditional emphasis from states on, for instance, economic production or income, or other 

money-oriented measurement items. In addition, use of a concept such as well-being obliges states to 

consider the effects of their policies not in isolation (for instance only with regard to income, or only 

with regard to health), but in integration, taking into account how different government policies affect 

each other and ultimately, how such policies impact the way life is going for the individuals concerned. 

Well-being as a state aim can therefore have its relevance and practical use. This notwithstanding the 
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findings that the importance of well-being as such may be more limited than initially thought, and that 

states aiming for well-being best exercise caution and restraint considering the relatively weak 

normative foundations and the accompanying intricate questions and difficult issues that may often not 

be resolvable if one is looking for broad support.  

A recommendation that arises is for states to exercise restraint when considering whether taxation 

should be aligned with states’ well-being aims. Namely, from a consequential perspective, tax policy is 

just one of the alternatives available to governments, and the question whether taxes should be aligned 

with states’ well-being aims boils down to the question whether taxation is the most efficient and 

effective instrument to achieve those aims. From a deontological perspective, moreover, the assessment 

of whether taxation is just seems neutral towards the question of alignment of taxation with states’ well-

being aims. Deontological reasoning predominantly considers the alignment of taxation with well-being 

aims as an exercise of public policy that is extrinsic to, rather than inherent in, the norms, principles, 

and procedures that should govern taxation. And from a virtue ethics perspective, aligning taxation with 

states’ well-being aims might not result in honouring or cultivating virtuous behaviour, and may actually 

stimulate vicious behaviour.  

Finally, plural reasoning prescribes caution for states aiming for well-being through taxation. From a 

consequential normative perspective, taxation often will not be the most effective or efficient instrument 

available to states to achieve their well-being aims. Furthermore, deontological reasoning warns us that 

aiming for well-being through taxation increases the risk of injustice in taxation. Finally, when viewed 

from the perspective of virtue ethics reasoning, aiming for well-being through taxation may conflict 

with the core idea of virtue ethics that there is a shared common good to be pursued, in the form of 

virtues or excellence or human flourishing. Aiming for well-being through taxation may undermine 

people’s faith in and respect for tax law, and thus might detract from virtuous behaviour.  

Thus, and in answer to the first main research question of whether states should aim for well-being 

through taxation, it is concluded that, while there is a case to be made for states to aim for well-being 

through taxation, such a case cannot find a broad basis of normative support and brings with it many 

intricate and important issues to which states need to be very sensitive.   

Therefore, if states choose to aim for well-being through taxation, it is argued that they should do so 

within a framework of assessment that instils caution and restraint, as proposed and explained in chapter 

4.   
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9.4. Aiming for well-being through taxation: assessment framework   

In chapter 4, following the conclusions from chapter 3 and in answer to the second main research 

question of what should be the framework for assessing taxation that aims for well-being, a framework 

that instils caution and restraint in states is proposed and explained.  

This framework, included here, consists of ten questions to be answered by states as part of their 

legislative or other tax policymaking processes, questions that are easy to ask yet require thoroughness 

to properly answer. This recommended publication of the answers to those questions not only 

incentivises states to engage in critical examination and in proper motivation of the measures taken, but 

also increases transparency, the possibilities for scrutiny, and with that, state accountability. The 

answers to the questions allow to pinpoint aspects that are open to discussion, criticism, or improvement. 

The proposed assessment framework can thus serve as an essential supporting structure in assessment 

of taxation aimed at well-being, to enhance its quality and acceptability, and while it is intended to be 

answered in legislative or policymaking processes, the answers provided can also be of use in 

administrative, executive, and judicial matters of taxation aimed at well-being, for instance for purposes 

of cautious, yet critical, judicial review, and of consistency of administrative enforcement.  

The framework of assessment starts with four general questions, and then moves to six questions that 

are placed under the headers of consequentialist, deontological, and virtue ethics normative theories, to 

allow integrated plural assessment.  

Assessment framework for states aiming for well-being through taxation 

1. What is the well-being aim, and why that particular aim?  

2. What is the relative importance of well-being in this matter?    

3. Why should the state intervene in the matter?   

4. How is the tax measure assessed in comparison to alternatives?  

5. (Consequential:) What is the (predicted or actual) net well-being impact of government 

spending and taxing in the matter?  

6. (Consequential:) How effective and efficient is the tax measure (in prediction or in actuality) 

in achieving its well-being aims? 
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7. (Deontological:) How is the tax measure assessed in terms of legality and legitimacy?   

8. (Deontological:) Which risks are associated with the tax measure in terms of political 

processes? 

9. (Virtue ethics:) Which character traits are stimulated by the tax measure?  

10. (Virtue ethics:) To what extent does the tax measure find public support?  

In chapters 5, 6, and 7, and for illustrative purposes, this assessment framework is applied to, 

respectively, tax incentives for innovation, environmental taxes, and tax incentives for employment, to 

identify practices and issues. For each of these topics, the link with well-being and the role of the state 

is explored. Furthermore, for each of these topics, assessments are discussed concerning for instance 

effectivity, efficiency, and consistency with rules and principles, and recommendations are made. 

The application of the assessment framework in chapters 5, 6, and 7 illustrates how that framework can 

serve as an essential supporting structure in assessment of taxation aimed at well-being, to enhance its 

quality and acceptability. The results documented hereafter underline that aiming for well-being through 

taxation brings with it many intricate and important issues, to which states need to be very sensitive. 

Not all questions are easily answered, and the answers to these questions often pinpoint aspects that are 

open to discussion, criticism, or improvement. The case studies addressed hereafter also demonstrate 

that a plurality of normative aspects can be assessed via an integrated framework, rather than in 

isolation. 
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9.5. Well-being and tax incentives for innovation  

In chapter 5 and as the first of three case studies, the framework for assessing tax measures undertaken 

by states in their aim for well-being through taxation, as established in chapter 4, is applied to tax 

incentives for innovation, whereby innovation concerns the implementation of a new or significantly 

improved product (good or service), or process, a new marketing method, or a new organisational 

method in business practices, workplace organisation, or external relations. 

This assessment framework application to tax incentives for innovation generates observations, issues, 

and recommendations, a number of which are briefly outlined here.    

The answers to the first four general questions suggest that there are good arguments for state 

intervention in innovation in the case of clear market failures. A more proactive approach by states, and 

the choice how to intervene, requires careful consideration of the different options available, and of the 

potential drawbacks pertaining to those options. The two-way connections between innovation and 

well-being also suggest well-being as a factor to consider in the assessment of tax incentives for 

innovation. In practice, though, it seems uncommon for taxation to focus on the combination of 

innovation and well-being. References to well-being in tax incentives for innovation are not made, or 

are not thoroughly explained. Innovation is more often associated with other matters (such as economic 

growth and development, employment, productivity, international competitiveness and fairness, and 

meeting global challenges in domains of, for instance, sustainability, resource efficiency, the 

environment, and health), and it seems difficult to convincingly establish a dominant importance of 

well-being. States that do aim for well-being through tax incentives for innovation should pay attention 

to, and properly explain, well-being scoping (for instance in the form of territorial targeting of 

innovation, or via the incorporation in tax incentives for innovation of novelty requirements such as 

new to the world, new to the country, or new to the firm), measurement, distributive preferences, and 

the particular well-being aims pursued. That it is uncommon for tax incentives for innovation to be 

expressly related, in their wording or goal setting, to well-being, may also have to do with difficulties 

of specificity, measurability, and achievability in these matters. These issues make it difficult to set 

realistic and time-bound well-being aims for tax incentives for innovation. Also, various alternatives to 

tax incentives for innovation exist for states that pursue well-being aims, with many of those alternatives 

providing for a more fundamental intervention. Direct state intervention in innovation can prove to be 

a better option than tax incentives for pursuing well-being aims, if states can get the targeting right. If 

proper targeting is difficult, tax incentives for innovation allow for a more general, or nondirective, 

approach. Possibilities for (tax) competition or lobbying may also influence the choice between different 
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forms of state intervention, although such considerations come with well-being and other concerns. An 

important potential drawback of indirect state intervention, in the form of tax incentives for innovation, 

is that companies are not primarily concerned with picking the projects that generate the highest social 

returns.  

Consequential reasoning, addressed in the answers to questions 5 and 6, requires that, in considering 

the net impact on well-being of government spending and taxing in relation to tax incentives for 

innovation, (well-being) opportunity costs and distortive effects of such tax incentives are considered 

within a broader frame involving for instance other taxes, state revenues, and government spending. 

Positive spillover effects (such as know-how diffusion) need to be sufficiently substantive to outweigh 

related inefficiencies, in order to make the application of tax incentives for innovation desirable if the 

aim is to increase well-being. Tracing the (well-being and other) effects of tax incentives for innovation 

is challenging. Part or all of the effects of such tax incentives may translate into matters other than 

innovation (such as increases in R&D related wages, or increases in R&D related asset prices), or may 

ultimately be offset by indirect responses, and measurement is difficult. Substantiation of the overall 

net well-being effects, the contribution of the tax measure thereto, and the incidence of tax incentives 

for innovation, is no easy task. A number of issues and recommendations that concern the effectiveness 

and efficiency of tax incentives for innovation are identified in chapter 5. While assessing the 

effectiveness and efficiency of tax incentives for innovation is not without data and methodological 

challenges, it is important that such assessment does take place, and not only focuses on bang-for-the-

buck (for instance in the form of increase in R&D spending compared to decrease in tax revenues), but 

also on the resulting innovation and broader societal impact. Tax incentives for innovation should be 

subject to systematic, rigorous evaluations, with high-quality data collected according to international 

standards. States furthermore need to deal with ineffectiveness and inefficiency in tax incentives for 

innovation in a proper way, which does not always mean that immediate alteration or abolition is 

desired, as certain innovation effects involve, or require, longer time horizons. Stability and 

predictability are conductive framework conditions for both innovation and well-being.  

Viewed from a deontological perspective and in answer to questions 7 and 8, there are various 

international, supranational, and national bodies of rules or laws that may impose restrictions on tax 

incentives for innovation, such as the European fundamental freedoms and State aid rules, for instance 

with regard to territorial or sectoral restrictions included in such incentives. States need to verify and 

substantiate whether their tax incentives for innovation are in conformity with such applicable laws and 

regulations. Tax incentives for innovation can furthermore create conflicts with equality, certainty, and 
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neutrality, or with other principles that underlie tax systems. In case principles are weighed in view of 

conflicting well-being considerations, states should provide insight into the consideration made. Tax 

incentives for innovation may also pose risks to political processes. Notably, using tax to incentivise 

innovation, with a view to well-being, can create room for lobbying by special interest groups. Proper 

substantiation, increased transparency, and pre-determined checks and balances, or review procedures, 

are all examples of initiatives that can be undertaken to manage political process risks associated with 

tax incentives for innovation.  

Finally, from a virtue ethics perspective, as follows from the answering of questions 9 and 10, tax 

incentives for innovation can stimulate many character traits that are typically positively viewed upon, 

such as creativity (or innovativeness), entrepreneurship, leadership, cooperation, diversity, and 

discipline. At the same time, such incentives can also stimulate character traits that carry negative 

connotations, such as harmful competitiveness, carelessness (risk-taking), striving for more, calculating 

behaviour, or free-riding. It is therefore important that states indicate which character traits are 

stimulated by their tax incentives for innovation, to enable a discussion on the desirability or 

virtuousness thereof. Public support for tax incentives for innovation may reduce in case of, for instance, 

non-transparent incentives, or where such incentives result in harmful tax competition. Where this is 

the case, governments need to carefully consider their course of action, and the behavioural impact 

thereof. The drafting and scoping of tax incentives for innovation determine whether such incentives 

encourage competition for existing well-being (e.g. in the case of more lenient novelty requirements 

such as new to the firm or new to the country, or in the case of incentives targeted towards mobile IP 

income), or bring about additional well-being.  
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9.6. Well-being and environmental taxes  

Chapter 6 sees application of the framework for assessing tax measures undertaken by states in their 

aim for well-being through taxation, as set out in chapter 4, to the well-being aspects of environmental 

taxes, with the aim to scrutinise practices and to identify recommendations. For purposes of chapter 6, 

the environment is taken to be the natural world and all that is related to it. The term ‘environmental 

taxes’ is used here in a broad sense to refer to taxes with a specific base that has a clear negative effect 

on environment, or which seek to tax certain activities, goods, or services so that environmental costs 

may be included in the respective price and/or so that producers and consumers are oriented towards 

activities that better respect the environment. 

A number of observations, issues, and recommendations that follow from application of the assessment 

framework to environmental taxes are briefly outlined below.    

As addressed in answer to the first four general questions, it is typically held that states should intervene 

in the environment, because of associated and otherwise unaddressed market failures as a result of which 

hardly any market price reflects the true overall cost (including environmental costs and benefits). States 

have a range of different policy instruments available to do so, including environmental taxes. The 

impact of environmental conditions on well-being suggests well-being as a factor to consider in the 

assessment of such environmental policy instruments. Environmental impacts are not only felt now, but 

also carry over into the future, to affect the well-being of humans, (other) animals, and other species. 

Furthermore, environmental taxes can for instance have cross-border effects on competitiveness of 

enterprises that may affect well-being domestically and abroad, and also impact whether or not 

redistribution from rich to poor occurs, e.g. through targeting international emission reduction at richer 

regions. That said, the added value of well-being in relation to the environment, above and beyond other 

matters such as happiness, pleasure, health, wealth, et cetera, is difficult to convincingly establish 

outside its function as an overarching concept. In practice, it also seems uncommon for taxation to 

expressly focus on the combination of the environment and well-being. Formulated well-being aims 

related to the environment often are unspecific and difficult to measure. Information on the implications 

of the state of nature for human well-being is patchy, with limited data available, substantial knowledge 

gaps, and poor understanding of linkages. Attempts to address through taxes both environmental and, 

potentially conflicting, well-being aims may undermine the ability of the tax to achieve either one of 

those aims, resulting in the recommendation to pursue aims other than environmental via other, 

complementary policy instruments. A major importance of well-being in matters of environmental 

taxation may be to ensure that public policy consideration goes beyond economic (welfare) aspects, and 
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that states consider environmental measures and effects not in isolation but in integration, taking into 

account how different government policies affect each other and ultimately, how such policies impact 

the way life is going for the individuals concerned. Alternative market-based policy instruments that 

can contribute to correcting market failures as regards environmental prices are for instance tradable 

emission rights, or subsidies for pollution reduction. Governments can also use a whole range of non-

market environmental instruments, such as command-and-control regulations, state financing, green 

tech support policies, infrastructure improvement, targeted procurement, information campaigns, or 

private-public partnerships. Generally, environmental taxes are quite favourably assessed in comparison 

to regulatory policy instruments, as environmental taxes provide an efficient way to reduce 

environmental damage that can avoid deadweight losses and that can provide a continuing, dynamic 

incentive for polluters to reduce their pollution. A downside to environmental taxes is that such taxes, 

as with any taxes, can have distortive effects that can result in substantial welfare and well-being costs. 

In some cases regulatory policy instruments will be favoured over environmental taxes, for instance 

when specifically targeted measures are required to tackle location or source specific environmental 

damages, or when certainty must be had regarding the quantities of the environmental targets that will 

be reached. Compared to environmental taxes, subsidies can allow for better targeting, and can alleviate 

free-rider problems that may occur under broadly set taxes. However, the complexity of targeted 

subsidies brings with it higher administration and compliance costs. In some situations, a mixture of 

different policy instruments will be superior.  

From a consequential normative perspective, and in order to properly assess the well-being impact of 

environmental taxes in answer to questions 5 and 6, the net effect of both government taxing and 

spending in the matter should be taken into account. For example, environmental taxes may, when 

viewed in isolation, have a regressive impact, in that they may disproportionally impact low-income 

households that generally spend a relatively large share of their income on polluting items, while 

resulting environmental gains are also to the benefit of high-income households. However, recycling of 

environmental tax revenues can subsequently mitigate these regressive effects. Reinforcing or 

counteracting effects of other policy instruments must also be taken into account, especially in case of 

overlapping or conflicting objectives or instruments, as a result of which well-being losses can arise. As 

to who ultimately bears environmental taxes, and whose well-being is ultimately affected by those taxes, 

it is not always easy to make the polluter pay. Polluting activities can be relocated to no or low-taxed 

countries, or environmental taxes can result in increased prices for inelastic goods and are in that way 

on-charged to consumers, resulting in relatively high burdens for low-income consumers. 

Environmental tax expenditures (or in other words, environmental tax incentives) effectively have all 
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taxpayers pay in order to induce pollution reduction. Positive well-being effects of environmental 

‘gains’ will not be limited to one specific group, as such environmental gains can be expected to spread 

through positive externalities to positively affect the well-being of many. In order to properly determine 

and substantiate net effects on well-being of environmental taxes, assessments should take account of 

exacerbating or offsetting effects of all relevant distortions in combination with the environmental tax, 

such as already existing taxes, other instruments, externalities, and other market failures, as well as of 

the systemic changes that can ripple through society as a result of environmental policies. And while 

there is no single way in which environmental taxes should be designed, implemented or evaluated, a 

number of issues and recommendations that concern the effectiveness and efficiency of environmental 

taxes are identified in chapter 6. While properly assessing the effectiveness and efficiency of 

environmental taxes may be challenging, it is important that such assessment does take place, and 

focuses also on the broader societal impact. Assessments of environmental taxes should not only be 

done on beforehand, but should also be done after implementation, to provide for regular monitoring 

and evaluation of the effectiveness and efficiency of the measure at hand. As ex post evaluations of 

environmental taxes are rather scarce in practice, a recommendation is to build regular and proper 

evaluation into the process of designing and implementing environmental taxes. Considering that 

environmental taxes need to provide certainty, predictability, and continuity over long periods in order 

to effectively stimulate investment and innovation that will help tackle environmental issues, this pleads 

against frequent or irregular changes to environmental taxes. At the same time, environmental taxes 

need to be sufficiently flexible and dynamic to change with new technologies and unexpected 

opportunities, and with economic or environmental developments. 

From a deontological normative perspective, applied in questions 7 and 8, there are again different ways 

in which international, supranational, and national bodies of rules or laws impose restrictions on 

environmental taxes, such as WTO and EU rules, for example regarding territorial ring-fencing of the 

polluter pays principle. States need to verify and substantiate whether their environmental taxes are in 

conformity with such applicable laws and regulations. Environmental taxes can furthermore create 

conflicts with autonomy, equality, simplicity, and certainty, or with other principles that underlie tax 

systems. These potential cases of conflict need to be addressed by states using environmental taxes, 

whether or not in the sphere of well-being. The required level of flexibility to adjust environmental 

taxes may also here attract efforts of special interest groups to try to influence future regulations. In 

addition, such flexibility may induce delegation to executive authorities, potentially at odds with 

requirements of legality and representation. States need to assess and manage such risks posed by 

environmental taxes to political processes. 
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Finally, from a virtue ethics normative perspective as addressed in answering questions 9 and 10, 

environmental taxes can be used to stimulate certain character traits that can be considered virtuous 

(such as having the polluter pay) or to discourage vicious action (such as polluting, free riding, harmful 

competition, or evasive behaviour). States should assess and indicate which character traits are 

stimulated by their environmental taxes, to enable a discussion on the desirability thereof. In general, 

public support for environmental taxes (and especially for application of the polluter pays principle) 

seems to be favourable. Such public support may reduce in case of, for instance, regressive effects, in 

case of conflicts with the polluter pays principle, or in case of non-transparent use of the funds following 

from such environmental taxes. Where this is the case, governments need to carefully consider their 

course of action, and the behavioural impact thereof. The drafting and scoping of environmental taxes 

determine whether such taxes encourage competition for existing well-being (e.g. in the case of harmful 

tax competition, or where the ‘gains’ of pollution victims are compensated by well-being losses of 

polluters), or bring about additional well-being. This is a matter for states to assess and indicate. 
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9.7. Well-being and tax incentives for employment  

In chapter 7, the framework for assessing tax measures undertaken by states in their aim for well-being 

through taxation, described in chapter 4, is applied to the well-being aspects of tax incentives for 

employment, whereby employment is taken to mean the circumstance of having a paid job.  

Below described are a number of the observations, issues, and recommendations that follow from this 

application.  

The main argument for states to intervene in matters of employment, discussed in answer to the first 

four general questions, is again to correct market failures, which occur for instance as a result of 

asymmetries of information or bargaining power, and thus to ensure higher levels of (healthy and safe) 

employment. Persistent high levels of involuntary unemployment erode the financial basis of welfare 

states and threaten the provision of public goods. Current challenges concern unemployment, the aging 

population coupled with increased life expectancy, increasing international mobility and migration, and 

the stress placed upon social security and welfare systems as a result of the before mentioned 

developments. While taxes may themselves have distortionary effects on employment, tax incentives 

for employment can also serve to prevent or mitigate the negative effects of market failures or, 

moreover, to bring about positive effects. As to why well-being is important in relation to (tax incentives 

for) employment, many studies seem to simply assume that well-being is what ultimately matters. While 

well-being may be better suited to reflect value than traditional economic indicators, such does however 

not explain why well-being in itself is of importance. In taxation and employment, matters such as 

justice, redistribution, equality considerations, health, and economic growth can reasonably be said to 

be important also outside the sphere of their well-being impact. States should put into perspective the 

relative importance attributed to well-being in tax incentives for employment, and the potential trade-

offs inherent in attributing such importance to well-being. Specifically with regard to taxation, literature 

explicitly addressing employment and well-being aspects seems scarce. It seems uncommon for tax 

measures that aim to stimulate employment to be expressly related, in their wording or goal setting, to 

well-being. Formulated well-being aims related to employment often lack specificity, and face 

difficulties of causality and measurability. It seems challenging to combine, through taxation, 

employment aims with well-being aims in a way that is realistic and achievable within a determinable 

time frame. That said, if tax measures purposely aim for employment and well-being, states should 

clarify which particular well-being aim is pursued, so that ex ante assessment, continuous monitoring, 

and ex post evaluation can be as concrete and specific as possible. Aspects of tax incentives for 

employment raise questions of intergenerational equity, for instance concerning the intergenerational 
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burdens of pension and social security contribution programs. Furthermore, tax incentives for 

employment applied by one state may well impact other states, and may have well-being effects beyond 

humans, for instance on wildlife. States should provide clarity on these choices to be made as to who or 

what are within scope of the well-being concept used, which can substantially determine the way tax 

incentives for employment are implemented and play out. Furthermore, states have a range of different 

policy instruments available, as alternatives to tax incentives for employment. Governments can for 

instance reform pension systems, use active labour market policies, optimise employment protection, 

or offer education-based solutions. Integrated assessment of the pursuit of well-being aims by states 

necessitates taking stock of these different policy instruments available. Many studies agree that more 

fundamental problems in labour markets (such as skill shortages, or non-competitive labour markets) 

are generally better addressed via direct state intervention than via taxes. Moreover, considering that 

effects of (un)employment, other than financial, may have the largest impact on one’s well-being, policy 

instruments that focus on job retaining and psychological counselling may be more effective from a 

well-being perspective than purely economic measures. Although the effect of taxation on employment 

will often be subsidiary to the effects of other policy instruments, there is scope for use of taxation as 

an (additional) instrument to address employment issues. For instance, tax incentives, such as in-work 

tax credits, have proven to be viable and effective measures that allow for reduced administration costs 

(through using already existing tax systems) in combination with increased take-up rates. 

When viewed from a consequential perspective in response to questions 5 and 6, and in relation to 

employment and well-being, it is important to consider in integration the net effects of state intervention 

via spending and taxing, and not only the tax effect in isolation. This need for an integrated assessment 

shows also from the distortive or undesirable employment impacts that can emerge through the 

combined application of taxation and other policy measures. As mentioned above, on many occasions 

the effect of taxation on employment will be subsidiary to effects of other policy instruments. That said, 

taxes still have effects on employment that should not be disregarded, and there is potential for positive 

contributing effects. In practice, it however proves difficult to fully disentangle tax effects. It is not easy 

to identify who ultimately bears the tax, and whose well-being is ultimately affected by tax incentives 

for employment. Likely, the level of centralisation of bargaining in a state plays an important role in the 

matter of incidence of labour taxes. A number of general issues and recommendations that concern the 

effectiveness and efficiency of tax incentives for employment are identified in chapter 7. How states 

deal with such issues and recommendations to a large extent determines how effective and efficient a 

tax incentive for employment is in achieving well-being aims. Here again, it shows to be difficult in 

practice to assess or estimate the effects of taxes on labour in a robust way. Notwithstanding, regular 
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monitoring, control, and evaluation of the effectiveness and efficiency of tax measures to incentivise 

employment are important to ensure that immediate effects on job creation are not cancelled out through 

indirectly harmful and unpredicted effects. Empirical evidence on the success of tax measures in 

creating employment is quite limited. While tax policies and measures concerned with well-being and 

employment should be open to revision as new information becomes available, states should also be 

aware that responses to such policies or measures likely take at least a couple of years to fully emerge, 

and that the resulting effects may not always be reversible. This generates a recommendation for long-

term outlooks. 

Viewed from a deontological perspective in answer to questions 7 and 8, there are again restrictions 

imposed on tax incentives for employment through international, supranational, and national bodies of 

rules or laws, such as concerning territorial or sectoral limitations incorporated in such tax incentives. 

States need to verify and substantiate whether their tax incentives for employment are in conformity 

with such applicable laws and regulations. Tax incentives for employment can furthermore create 

conflicts with equal treatment, neutrality, equity, ability-to-pay, simplicity, certainty, or with other 

principles that underlie tax systems. These potential cases of conflict need to be addressed by states 

using tax incentives for employment, whether or not in the sphere of well-being. In case principles are 

weighed in view of conflicting well-being considerations, states should provide insight into the 

consideration made. One of the risks posed to political processes by tax measures that incentivise 

employment is again that special interest groups may lobby with greater effect than others, potentially 

resulting in a distortion of the incentivising employment effect as originally desired or intended. States 

need to assess such risks posed by tax incentives for employment to political processes. Proper 

substantiation, increased transparency, and pre-determined checks and balances, or review procedures, 

are all examples of initiatives that can be undertaken to manage political process risks associated with 

tax incentives for employment. 

From a virtue ethics perspective applied in answering questions 9 and 10, finally, states should be 

cautious of the potential to stimulate undesirable character traits through tax incentives for employment. 

As examples, tax incentives for employment can create a stimulation for people to work in black or 

shadow economies, can reduce incentives for training and work effort, can encourage privilege-seeking 

behaviour, or can turn competition between states harmful and wasteful overall. And while the personal 

achievement of financial goals through employment can contribute to individual well-being, financial 

pursuits may also distract from other aspects of well-being that are arguably more weighty or 

meaningful (such as spending time with family and friends). Therefore, states should assess and indicate 
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which character traits are stimulated by their tax incentives for employment, to enable a discussion on 

the desirability thereof. Where direct government spending in the form of, for instance, welfare benefits 

relating to employment can carry negative stigmas, tax incentives such as in-work credits may trigger 

less public aversion. However, public and political support may be lacking where tax incentives for 

employment are perceived to result in less equitable distributions. Governments using tax incentives for 

employment need to carefully consider their course of action and the behavioural impact thereof. There 

are also different ways in which tax incentives for employment may encourage competition for existing 

well-being, rather than bring about additional well-being. For one, if tax incentives for employment are 

targeted towards selected sectors, such incentives are likely to encourage competitive privilege-seeking 

behaviour. In addition, the competition for employment between states can turn harmful and wasteful 

overall, stimulating beggar-thy-neighbour behaviour. More generally, research suggests that people are 

willing to go to great lengths to compete with others, even if such competition may be to the detriment 

of leisure or quality time with family and friends, and may significantly affect well-being. Especially in 

the consideration of tax incentives for employment, these issues can generate externalities that 

substantially affect the optimality of policies. 
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9.8. Discussion of assessment results and recommendations  

In chapter 8, the results following from application of the assessment framework in chapters 5 to 7 are 

reflected on, and recommendations are highlighted. Such reflection shows that the results that follow 

from illustrative application in chapters 5 to 7 of the assessment framework to the topics of, respectively, 

tax incentives for innovation, environmental taxes, and tax incentives for employment, support the 

answers to the main research questions arrived at earlier in chapters 3 and 4. 

1. Should states aim for well-being through taxation? 

In relation to the three topics of innovation, the environment, and employment, good arguments were 

found for state intervention in the case of clear market failures. A more proactive approach by states, 

and the choice how to intervene, would however require careful consideration of the different options 

available, and of the potential drawbacks pertaining to those options. 

Furthermore, based on the three assessed topics, it seems uncommon in practice for taxation to focus 

on well-being. This may have to do with observed difficulties of specificity, measurability, and 

achievability that seem to surround concepts of well-being. Moreover, and similar to the conclusions 

reached in chapter 3 of this research, for each of the topics assessed it proved difficult to convincingly 

establish a dominant importance of well-being, above and beyond other matters that, while they may 

affect well-being, may reasonably also carry importance outside the sphere of well-being. 

Notwithstanding, and as also argued in chapter 3, the topics at the same time suggest that consideration 

of well-being as an aim for states has its value, in that it obliges states to consider in a broad way what 

is good for people, and thus calls for further discussion of the more traditional emphasis from states on 

for instance economic production, or on income or other money-oriented measurement items. In 

addition, use of a concept such as well-being obliges states to consider the effects of their policies not 

in isolation but in integration, taking into account how different government policies affect each other 

and ultimately, how such policies impact the way life is going for the individuals concerned.  

Thus, and in line with the answer to the first main research question established in chapter 3 of this 

research, it is concluded that, while there is a case to be made for states to aim for well-being through 

taxation, such a case cannot find a broad basis of normative support and brings with it many intricate 

and important issues to which states need to be very sensitive. Therefore, states should exercise caution 

and restraint when aiming for well-being through taxation.  

2. What should be the framework for assessing taxation that aims for well-being?  
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In answer to the second main research question, a framework that instils caution and restraint in states 

was proposed and explained in chapter 4, to allow for plural assessment through ten questions. It was 

recommended that the answers to those questions are published by states as part of their legislative or 

other tax policymaking processes. Publication increases transparency, the possibilities for scrutiny, and 

with that, state accountability. Answers provided during the tax law policymaking process to the 

questions contained in the assessment framework can thus also provide clarity to judiciaries as to the 

meaning and intent of the law, and can stimulate for instance consistency of enforcement, as well as 

efficiency and effectiveness in execution and administration of the law. It was furthermore 

recommended that the answers to the questions contained in the proposed assessment framework are 

subsequently reviewed and results following therefrom are regularly evaluated by institutions that are 

independent of the institutions that design and apply the tax in question.   

Application of that assessment framework to the topics of, respectively, tax incentives for innovation, 

environmental taxes, and tax incentives for employment, also suggests that a variety of alternatives to 

tax measures exists for states that pursue well-being aims, with many of those alternatives providing for 

a more fundamental intervention. While a substantive body of research attaches importance to, and 

focuses on, a predominantly consequentially oriented assessment of the effectiveness and efficiency of 

tax measures, such research typically focuses on assessment in light of narrower or more economically 

oriented concepts than well-being, such as welfare. Substantiation of overall net well-being effects, the 

contribution of the tax measure thereto, and the incidence of tax measures, is no easy task due to data 

and methodological challenges. Systematic and rigorous evaluations using high-quality data, as 

proposed in chapter 4 of this research, are not (yet) standard, and long time horizons typically need to 

be factored in.  

The three case studies also suggest that deontologically oriented questions, regarding conformity of tax 

measures with applicable laws and regulations, and regarding potential conflicts with principles that 

underlie tax systems, are typically assessed in isolation in existing research. Pro-active use of tax 

measures to aim for well-being not only increases the chances of conflict with laws or principles, but 

also raises a deontological concern with regard to their potential impact on political processes. Notably, 

using tax, with a view to well-being, may be susceptible to additional lobbying by special interest 

groups, which may result in distortion of the tax over time into something else than originally envisaged 

or intended. Similar to the conclusions drawn in chapter 3 therefore, aiming for well-being through 

taxation increases the risk of ‘injustice’ in taxation, in the sense that using taxation to achieve states’ 
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well-being aims is more likely to create conflict with norms, principles, and procedures that should, in 

the deontological view, govern taxation. 

The application of the assessment framework in chapters 5 to 7 furthermore suggests that it is currently 

relatively rare for tax measures to be assessed in terms of their virtuousness, notwithstanding the finding 

that tax measures can on the one hand stimulate character traits that are typically positively viewed 

upon, but on the other hand can also stimulate character traits that carry negative connotations. The 

three case studies suggest that aiming for well-being through taxation can meet with reduced public 

support, and risks encouraging competition for existing well-being rather than bringing about additional 

well-being. In line with what was observed in chapter 3 of this research, aiming for well-being through 

taxation may undermine people’s faith in and respect for tax law, and thus might detract from virtuous 

behaviour. 

Thus, these results that follow from illustrative application in chapters 5 to 7 of the assessment 

framework to, respectively, tax incentives for innovation, environmental taxes, and tax incentives for 

employment, support the answers to the main research questions arrived at earlier in chapters 3 and 4. 

Not taking heed of the caution and restraint advocated in this research when dealing with taxation aimed 

at well-being can generate serious issues, as was illustrated in relation to the case studies addressed in 

chapters 5 to 7. Previously addressed issues and recommendations are also bundled and illustrated once 

more in chapter 8 through the assessment of a previously existing wide-ranging and ‘society-reforming’ 

Dutch investments tax incentive, which involved matters of innovation, the environment, and 

employment.   

Furthermore, chapter 8 concludes that the illustrative application of the assessment framework aligns 

with the intended purpose and function of that framework, which is primarily to serve as an essential 

supporting structure in assessment of taxation aimed at well-being, and to instil caution and restraint in 

states that choose to aim for well-being through taxation. 

Finally, certain suggestions for potential future research are provided. One of these suggestions, which 

is also embodied in the assessment framework proposed in chapter 4, is for further research to be 

performed on well-being and taxation, as current information is patchy, due to limitations in available 

research data, knowledge gaps, and less than full understanding of linkages. Future research could 

furthermore continue assessing tax measures concerning other topics that are related to well-being, 

using the framework proposed in this research. Lastly, future research could see continued application 
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of the established framework of assessment specifically to a particular tax measure, tax, or practice, 

whether currently existing or proposed. 
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