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Figure 1.  Tax Interaction Effects of an Increase in the Capital Tax for and 
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Table 1. Likely Effects of Constraints on Policy Goals:

Baseline with No Lump-Sum or Lump-Sum Equivalent Distributional Effects
	
	Reduce environmental harm S
	Reduce distortionary costs (increase NSB)
	Reduce lump-sum (or equivalent) effects (M orS)

	Case 5:

Non-regulation


	baseline case
	baseline case
	baseline case

	Case 4:

Recent literature


	better than Case 5
	better than Case 5
	better than Case 5

	Case 3a:

Cost-Benefit


	better than Case 4
	worse than Case 4
	better than Case 4

	Case 3:

Equivalent exchange


	better than Case 3A
	worse than Case 3A
	better than Case 3A

	Case 2:

Lump sum


	same as Case 3
	same as Case 3


	same as Case 3

	Case 1: No Lump sum or

appropriated Pigovian

revenue
	better than Case 2
	worse than Case 2
	no lump-sum or equivalent distributional effects



Note: Constraints for Case 3a are  = 0 and i = Mi = 0 (all i), for definitions 

of constraints for the other cases see Figure 3.
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