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ABSTRACT

The level of public service, financed by a commodity tax, is
compared with the efficient level. The rate at which the
tax base adjusts to a price change is a critical - and
previously ignored - parameter. If the tax base adjusts
rapidly to a change in the tax rate, the "second-best”
public service level is likely to be less than the efficient
level (Pigou (1928)). However, if the tax base adjusts
slowly to a change in the tax rate, the public service level
in the steady state exceeds the efficient level.
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