
A bstract

Intheproblemofoptimaltaxationinaneconomywithlaborandcapital, the
optimalsolutionwhenthegovernmentcancommittoasequenceoftaxratesentails
thetaxoncapitaltotendtozerointhelimit, withallthetaxburdenonlabor. Itis
wellknown, however, thatthissolutionistimeinconsistent;soifthecommitment
powerisnotperfect, thissecondbesttaxplanwillnotbesustainable.

W emodelexplicitlythetrade-o¤ betweenthecostofrevisingthetaxplan, and
thebene…toftherevision. A s aresult, whencommitmentis notpossible, both
thelimittaxrateandthesteadystatecapitalaredi¤erentfromtheirlevelsinthe
secondbestsolution. L imittaxesoncapitalmaybestrictlypositive;butitmayalso
bethecasethattheonlysustainableplanhassubsidiestocapital. T hesubsidies
induceanoveraccumulationofcapital, whichbecomesacommitmentdeviceagainst
revisionsofthetaxplan. JournalofEconomicL iteratureClassi…cationnumbers:
H 21, C7 3.
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