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Abstract

7KLV�DUWLFOH�VXUYH\V�WKH�DSSOLFDWLRQ�RI�QRUPDWLYH�WD[�WKHRU\�WR�JDPEOLQJ�WD[�
SROLF\��7KH�DQDO\VLV�VXJJHVWV�WKDW�¿[HG�OLFHQVH�EDVHG�WD[HV�PD\�EH�SUHIHUDEOH�WR�WD[HV�
RQ�JURVV�JDPLQJ�UHYHQXH��:KHUH�RXWSXW�EDVHG�WD[HV�DUH�XVHG��WKH�W\SHV�RI�JDPEOLQJ�
ZKRVH�GHPDQG�LV�PRUH�SULFH�VHQVLWLYH��DQG�WKH�W\SHV�WKDW�KDYH�SRVLWLYH�OLQNV�WR�RWKHU�
LQGXVWULHV��VKRXOG�EH�WD[HG�DW�FRPSDUDWLYHO\�ORZHU�UDWHV��6LQ�EDVHG�WD[HV�DUH�QRWHG�WR�
LQFUHDVH�HFRQRPLF�ZHOIDUH��EXW�RQO\�ZKHQ�DSSOLHG�ZLWK�D�UDWH�FRPPHQVXUDWH�WR�KDUP�WKDW�
LV�H[WHUQDO�WR�WKH�JDPEOHU�DQG�WKH�RSHUDWRU��)LQDOO\��LQWHU�MXULVGLFWLRQDO�FRPSHWLWLRQ�LV�
LGHQWL¿HG�DV�DQ�LPSRUWDQW�FRQVLGHUDWLRQ�LQ�WD[�SROLF\�DQG�HQIRUFHPHQW��
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Introduction

*DPEOLQJ�LV�DPRQJ�D�VPDOO�JURXS�RI�VHFWRUV�WKDW�LV�VXEMHFW�WR�WD[�SROLFLHV�ZKLFK�DUH�
GLIIHUHQW� IURP� WKH� UHVW� RI� WKH� HFRQRP\��8QOLNH�PRVW� RWKHU� LQGXVWULHV�� FDVLQRV�� ORWWHULHV��
KRUVH�UDFLQJ��UHPRWH�JDPLQJ��DQG�QHDUO\�DOO�RWKHU�IRUPV�RI�JDPEOLQJ�WHQG�WR�EH�WD[HG�DW�
UDWHV�RYHU�DQG�DERYH�WKRVH�RI�W\SLFDO�EXVLQHVVHV��7KHVH�WD[�SROLFLHV�DUH�DOVR�RIWHQ�DSSOLHG�
LQFRQVLVWHQWO\� IURP� MXULVGLFWLRQ� WR� MXULVGLFWLRQ� �&KULVWLDQVHQ�� ������ +HQFKPDQ�� 5DXW��
'XQFDQ���������7KLV� VWXG\�SURYLGHV�D�QRUPDWLYH�DQDO\VLV�RI�JDPEOLQJ� WD[�SROLF\��XVLQJ�
HFRQRPLF�WKHRU\�DQG�HPSLULFDO�JDPEOLQJ�VWXGLHV�WR�GHVFULEH�KRZ�JRYHUQPHQW�WD[HV�OHYLHG�
RQ�WKH�JDPEOLQJ�LQGXVWU\�VKRXOG�EH�VWUXFWXUHG�WR�PD[LPL]H�HFRQRPLF�ZHOIDUH��,Q�SDUWLFXODU��
WKLV�VWXG\�SURYLGHV�JXLGHOLQHV�IRU�WD[�SROLFLHV�WKDW�PD[LPL]H�HFRQRPLF�ZHOIDUH�LQ�WKH�ORFDO�
HFRQRP\�

3RVLWLYH� DQDO\VLV� LV� DOVR�SURYLGHG� WR�KLJKOLJKW� DFWXDO� SROLFLHV�XVHG� LQ� WKH�JDPEOLQJ�
LQGXVWU\��7KLV�SHUVSHFWLYH�LV�QHFHVVDU\�WR�IXOO\�XQGHUVWDQG�WKH�QRUPDWLYH�VXJJHVWLRQV��VLQFH�
SROLF\�GHFLVLRQV�E\�SROLWLFLDQV�DQG�EXUHDXFUDWV�DUH�RIWHQ�PDGH�ZLWK�REMHFWLYHV�RWKHU�WKDQ�
WR�PD[LPL]H�HFRQRPLF�ZHOIDUH��,Q�SDUWLFXODU��6PLWK��������DQG�:DONHU�DQG�-DFNVRQ��������
KDYH�VXJJHVWHG�WKDW�WKH�UHDVRQ�IRU�WKH�REVHUYHG�WD[�OHYHOV�LV�WKDW�JDPEOLQJ�WD[HV�KDYH�EHHQ�
VHW�LQ�RUGHU�WR�FDSWXUH�HFRQRPLF�UHQWV��UDWKHU�WKDQ�WR�LQWHUQDOL]H�QHJDWLYH�H[WHUQDOLWLHV�RU�WR�
PD[LPL]H�HFRQRPLF�ZHOIDUH��6LPLODUO\��&KHQ�DQG�&KLH��������IRXQG�WKDW�DYHUDJH�ORWWHU\�WD[�
UDWHV�ZHUH�TXLWH�FORVH�WR�WKH�SXEOLF�UHYHQXH�PD[LPL]LQJ�HVWLPDWHV�WKDW�WKH\�SURGXFHG��1RW�
DOO�DXWKRUV�DJUHH�RQ�WKH�PRWLYDWLRQ�IRU�WD[�SROLF\��DQG�LQGHHG�VRPH�FLWH�PXOWLSOH�REMHFWLYHV��
$GDP�5RVH�DQG�$VVRFLDWHV��������DQG�0HLFK��������ERWK�VXJJHVW�WKDW�WD[�UDWHV�UHÀHFW�D�
MRLQW�REMHFWLYH�WR�UDLVH�SXEOLF�IXQGV�DQG�WR�SXQLVK�DQ�DFWLYLW\�FKDUDFWHUL]HG�DV�VLQIXO�

7KLV� DUWLFOH� LV� VHSDUDWHG� LQWR� GLVWLQFW� DUHDV� RI� WD[� WKHRU\�� VRPH� RI� ZKRVH� SROLF\�
UHFRPPHQGDWLRQV�PD\�EH�LQ�FRQÀLFW�ZLWK�RWKHUV��7KH�RYHUDOO�¿QGLQJV�DUH�VXPPDUL]HG�LQ�
WKH�FRQFOXVLRQ��ZKLFK�SURYLGHV�D�FRQFHSWXDO�RYHUYLHZ�IRU�KRZ�WKH�SROLF\�VXJJHVWLRQV�PD\�
interact.

 First and Second-Best Taxation

)LUVW�EHVW�WD[DWLRQ�LV�FKDUDFWHUL]HG�E\�ZKDW�LV�NQRZQ�DV�D�QRQ�GLVWRUWLYH�WD[��VXFK�DV�
OXPS�VXP� WD[DWLRQ� �0DQNLZ��:HLQ]LHUO�� DQG�<DJDQ�� ������ ±� HIIHFWLYHO\�� LW� LV� D� WUDQVIHU�
of wealth to the government that does not affect marginal decision making and therefore 

.DKOLO�6��3KLODQGHU��3K�'�
$VVLVWDQW�3URIHVVRU

:LOOLDP�)��+DUUDK�&ROOHJH�RI�
Hotel Administration

8QLYHUVLW\�RI�1HYDGD��/DV�9HJDV
�����6��0DU\ODQG�3DUNZD\

/DV�9HJDV��19������
(PDLO�NDKOLO�SKLODQGHU#XQOY�HGX

$�1RUPDWLYH�$QDO\VLV�RI�*DPEOLQJ�7D[�3ROLF\



�� UNLV Gaming Research & Review Journal � Volume 17 Issue 2

GRHV�QRW�GLVWRUW�ZKDW�ZRXOG�KDYH�EHHQ� WKH�FRPSHWLWLYH�HTXLOLEULXP� LQ� WKH�DEVHQFH�RI� D�
tax1���)RU�H[DPSOH��LI�DOO�UHVLGHQWV�DUH�IRUFHG�WR�SD\�WKH�JRYHUQPHQW�D�SUHYLRXVO\�XQNQRZQ�
DQG�RQH�WLPH�IHH��WKDW�ZRXOG�FDXVH�PLQLPDO�GLVWRUWLRQV��VLQFH�LW�ZRXOG�QRW�DIIHFW�PDUJLQDO�
decisions of production. The choice of which products to consume to provide the greatest 
UHWXUQ�UHPDLQV�WKH�VDPH�IRU�DOO�PHPEHUV�RI�WKH�HFRQRP\��:H�ZRXOG�REVHUYH�QR�FKDQJHV�LQ�
FRQVXPSWLRQ�WKURXJKRXW�WKH�HFRQRP\��

$�WD[�RQ�D�VSHFL¿F�SURGXFW�LV�GLVWRUWLYH��$�FRPPRGLW\�WD[�JHQHUDOO\�PDNHV�LWV�SURGXFW�
PRUH� FRVWO\� WR� FRQVXPHUV� DQG� SURGXFHUV� �WKH� VSHFL¿F� LQFLGHQFH� GHSHQGV� RQ� PDUNHW�
HODVWLFLWLHV���DQG�DOWKRXJK�LW�PD\�QRW�FDXVH�DOO�FRQVXPHUV�WR�FKDQJH�WKHLU�FRQVXPSWLRQ��LW�
will cause the marginal consumers to change their consumption pattern. This distorts the 
HFRQRPLF�GHFLVLRQV�WKDW�ZRXOG�EH�PDGH�LQ�DQ�HI¿FLHQW�DQG�WD[�IUHH�HFRQRP\��DQG�WKHUHIRUH�
ORZHUV�WKH�HFRQRP\�IURP�LWV�PD[LPXP�SRVVLEOH�RXWSXW�

,Q� WKH�VXSSO\�FRQWUROOHG�JDPEOLQJ�LQGXVWU\��ZKHUH� WKH�QXPEHU�RI�FDVLQR�OLFHQVHV�RU�
JDPEOLQJ� VWDWLRQV� DUH� W\SLFDOO\� OLPLWHG� E\� D� JRYHUQPHQW� TXRWD�� D� JDPEOLQJ� WD[� WKDW� LV�
VXI¿FLHQWO\�VPDOO�PD\�DFWXDOO\�EH�QRQ�GLVWRUWLYH��$Q�LQLWLDO�GHDGZHLJKW�ORVV�LV�FUHDWHG�E\�
JRYHUQPHQW�UHVWULFWLQJ�WKH�VXSSO\�RI�JDPEOLQJ�LQ�WKH�PDUNHW��DQG�D�OLFHQVH�IHH�RU�UHYHQXH�
WD[� WKDW� LV� VPDOOHU� WKDQ� WKH� HFRQRPLF� UHQWV� ZLOO� VLPSO\� UHGLUHFW� RSHUDWRU� SUR¿W� WR� WKH�
JRYHUQPHQW��ZLWKRXW�IXUWKHU�FKDQJLQJ�WKH�OHYHO�RI�FRQVXPSWLRQ�LQ�WKH�PDUNHW��2I�FRXUVH��
HYHQ�WKRXJK�WKH�WD[�PD\�EH�QRQ�GLVWRUWLYH�LI�LW�LV�VXI¿FLHQWO\�VPDOO��WKH�PDUNHW�UHVWULFWLRQV�
FDXVHG�E\�WKH�JDPEOLQJ�OLFHQVH�TXRWDV�LV�GLVWRUWLYH��

$V�VKRZQ�LQ�)LJXUH����LI�WKH�PD[LPXP�QXPEHU�RI�OLFHQVHV�LQ�WKH�PDUNHW�LV�UHVWULFWHG�
to Qr�IURP�WKH�FRPSHWLWLYH�HTXLOLEULXP�RI�4*��WKHQ�WKH�UHVWULFWHG�PDUNHW�SULFH�ZLOO�EH�3r. 
8QOHVV�D�VSHFL¿F�WD[�RQ�WKH�OLFHQVH�LV�VR�ODUJH�WKDW� LW�GLVFRXUDJHV�HQWU\�LQWR�WKH�PDUNHW��
WKH�WD[�RQ�WKH�FDVLQR�OLFHQVH�ZLOO�QRW�FDXVH�DQ\�GLVWRUWLRQV�VLQFH�LW�ZLOO�QRW�DIIHFW�PDUJLQDO�
SURGXFWLRQ��7KDW�UHVXOW�KROGV�EHFDXVH�WKH�LQWHUVHFWLRQ�RI�WKH�GHPDQG�FXUYH�DQG�WKH�VXSSO\�
��WD[�FXUYH�DW�]�LV�FKDUDFWHUL]HG�E\�D�TXDQWLW\��4t) that is greater than the market restricted 
quota (Qr���,Q�DQ�RWKHUZLVH�FRPSHWLWLYH�PDUNHW��VXFK�D�WD[�ZRXOG�FDXVH�GLVWRUWLRQV�WKDW�OHDG�
to a reduction in output from Q* to Qt��DQG�D�GHDGZHLJKW�ORVV�HTXDO�WR�]�\�F��+RZHYHU��LQ�
WKH�DOUHDG\�FRQVWUDLQHG�PDUNHW��WKH�DGGLWLRQ�RI�D�PRGHUDWHO\�VL]HG�WD[�ZLOO�QRW�FKDQJH�WKH�
PDUNHW�SULFH��WKH�TXDQWLW\�SURGXFHG��RU�WKH�GHDGZHLJKW�ORVV��D�E�F���

Figure 1��(IIHFW�RI�D�JDPEOLQJ�OLFHQVH�WD[�LQ�D�PDUNHW�ZLWK�TXRWDV
���7KH�RGGO\�SKUDVHG�³¿UVW�EHVW�WD[DWLRQ´�LV�ZULWWHQ�DV�VXFK�VLQFH�LW�LV�D�FRUROODU\�WR�
³VHFRQG�EHVW�WD[DWLRQ´�ZLWKRXW�OXPS�VXP�WUDQVIHUV
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+RZHYHU��LI�D�JURVV�JDPLQJ�UHYHQXH��**5��WD[�LV�HPSOR\HG��WKH�UHVXOW�LV�GLIIHUHQW��
7KH�LVVXH�ZLWK�XVLQJ�DQ�DG�YDORUHP�**5�WD[�LQ�D�PDUNHW�ZLWK�TXRWDV�LV�WKDW�D�¿UP�ZLWK�
PRQRSRO\�SRZHU�ZLOO�DOUHDG\�EH�VHWWLQJ�WKHLU�VXSSO\�DW�D�OHYHO�EHORZ�WKH�FRPSHWLWLYH�
HTXLOLEULXP��WKH�PRQRSRO\�SULFH�TXDQWLW\���7KH�DGGLWLRQ�RI�DQ�DG�YDORUHP�WD[�ZLOO�WKHQ�
FDXVH�WKH�RSHUDWRU¶V�SHU�XQLW�FRVWV�WR�LQFUHDVH��FDXVLQJ�IXUWKHU�GLVWRUWLRQV��UDWKHU�WKDQ�
VHUYLQJ�DV�D�SVHXGR�OXPS�VXP�WD[�WKDW�WUDQVIHUV�WKH�PRQRSRO\�UHQWV�WR�WKH�JRYHUQPHQW��
7R�GHPRQVWUDWH�WKLV�HIIHFW�RQ�LQGLYLGXDO�RSHUDWRUV¶�EHKDYLRU��D�JLYHQ�¿UP¶V�PDUJLQDO�FRVW�
UHYHQXH�FXUYHV�DUH�LOOXVWUDWHG�LQ�)LJXUH����$V�WKHVH�¿UPV�KDYH�VRPH�PDUNHW�SRZHU�GXH�WR�
WKH�OLFHQVH�UHVWULFWLRQV��WKH\�ZLOO�SURGXFH�ZKHUH�PDUJLQDO�UHYHQXH�IURP�WKH�UHVLGXDO�
GHPDQG�FXUYH�HTXDOV�PDUJLQDO�FRVW��TP��7KH�**5�WD[�LQFUHDVHV�WKH�RSHUDWRU¶V�FRVW�RI�
production and causes output to fall from qm to qm+t.�$�OXPS�VXP�WD[�FRXOG�KDYH�JHQHUDWHG�
tax revenue equal to pm�H�I�E��VXFK�DV�WKURXJK�D�JDPLQJ�OLFHQVH�HTXDO�WR�WKDW�DPRXQW���EXW�
the GGR tax reduced output and reduced the tax revenue to pt�F�G�D��**5�WD[HV�FDQ�
WKHUHIRUH�FUHDWH�HYHQ�JUHDWHU�GHDG�ZHLJKW�ORVVHV�WKDQ�DOUHDG\�H[LVW�LQ�D�PDUNHW�ZLWK�
PRQRSRO\�SRZHU�

Figure 2��(IIHFW�RI�D�JURVV�JDPLQJ�UHYHQXH�WD[�RQ�D�¿UP�ZLWK�PDUNHW�SRZHU

3KLODQGHU��������H[SDQGV�WKLV�JDPEOLQJ�PRQRSRO\�PRGHO�WR�D�PDUNHW�ZLWK�WZR�
FRQVXPHU�W\SHV��SULFH�VHQVLWLYH�UHFUHDWLRQDO�JDPEOHUV�DQG�SULFH�LQVHQVLWLYH�SUREOHP�
JDPEOHUV��+H�VKRZV�WKDW�LQ�D�PDUNHW�ZKHUH�VXSSO\�LV�UHVWULFWHG�WR�D�VLQJOH�ORFDO�
PRQRSROLVW��FRQVXPHUV�ZLOO�JHQHUDOO\�SUHIHU�VSHFL¿F�WD[DWLRQ�ZKLOH�WKH�PRQRSROLVW�
ZRXOG�SUHIHU�DG�YDORUHP�WD[DWLRQ��8QGHU�VSHFL¿F�WD[DWLRQ��D�UHYHQXH�PD[LPL]LQJ�
JRYHUQPHQW�ZLOO�WHQG�WR�HPSOR\�D�OXPS�VXP�WD[�RQ�WKH�SURGXFHU�WKDW�LV�HTXDO�WR�KLV�
HQWLUH�PRQRSRO\�SUR¿WV�±�HIIHFWLYHO\�WUDQVIHUULQJ�DOO�UHQWV�IURP�WKH�SURGXFHU��ZKHUHDV�
XQGHU�DQ�DG�YDORUHP�WD[��WKH�PRQRSROLVW�ZLOO�VWLOO�UHWDLQ�VRPH�HFRQRPLF�UHQWV�GXH�WR�WKH�
LPSHUIHFW�WD[�PHFKDQLVP��:LWK�D�OXPS�VXP�WD[��FRQVXPHUV�REWDLQ�D�KLJKHU�SURYLVLRQ�
RI�JRYHUQPHQW�IXQGHG�SXEOLF�JRRGV�WKDQ�XQGHU�DG�YDORUHP�WD[HV��DQG�DOVR�LQFXU�WKH�
VDPH�OHYHO�RI�FRQVXPSWLRQ�DV�XQGHU�QR�WD[DWLRQ��8QGHU�DQ�DG�YDORUHP�WD[��UHFUHDWLRQDO�
JDPEOHUV�DUH�QRWHG�WR�KDYH�WKHLU��QR�WD[DWLRQ��FRQVXPSWLRQ�OHYHOV�GLVWRUWHG�PRUH�WKDQ�
SUREOHP�JDPEOHUV��EHFDXVH�RI�WKH�IDFW�WKDW�SUREOHP�JDPEOHUV�DUH�WKH�OHDVW�VHQVLWLYH�WR�
SULFH��5HFUHDWLRQDO�JDPEOHUV�FRQVXPSWLRQ�OHYHOV�DUH�WKHUHIRUH�GLVSURSRUWLRQDWHO\�UHGXFHG�
UHODWLYH�WR�SUREOHP�JDPEOHUV��OHDYLQJ�D�KLJKHU�VKDUH�RI�SUREOHP�JDPEOHUV�LQ�WKH�PDUNHW�
WR�IXQG�WKH�WD[��7KLV�LQHTXLW\�RI�LQFLGHQFH�SURYLGHV�DQRWKHU�UHDVRQ�WR�XVH�OLFHQVH�EDVHG�
WD[HV��UDWKHU�WKDQ�WD[HV�RQ�JURVV�JDPLQJ�UHYHQXH�

,Q�WKH�DEVHQFH�RI�DQ�DELOLW\�WR�XVH�OXPS�VXP�WD[HV��WKH�RSWLPDO�FRPPRGLW\�WD[�
VWUXFWXUH�LV�SURYLGHG�E\�5DPVH\���������5DPVH\�¿QGV�WKDW�FRPPRGLW\�WD[HV�VKRXOG�EH�
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EDVHG�RQ�WKH�UHODWLYH�VHQVLWLYLW\�RI�GHPDQG�WR�FKDQJHV�LQ�SULFH��GHPDQG�HODVWLFLW\��DQG�RQ�
WKH�HIIHFW�WKDW�FRQVXPSWLRQ�RI�WKH�FRPPRGLW\�KDV�RQ�GHPDQG�LQ�RWKHU�PDUNHWV��7KDW�LV��
JRRGV�ZKRVH�GHPDQG�ZLOO�UHVSRQG�OHDVW�WR�D�FKDQJH�LQ�SULFH�VKRXOG�EH�WD[HG�DW�D�KLJKHU�
UDWH��VLQFH�WKHUH�ZLOO�EH�IHZHU�GLVWRUWLRQV�LQ�FRQVXPSWLRQ��DQG�ZKHUH�FRUUHODWLRQV�H[LVW�
DPRQJ�WKH�GHPDQG�IRU�JRRGV��WKH�RSWLPDO�SROLF\�EHFRPHV�PRUH�FRPSOLFDWHG��7KH�HIIHFW�
RI�FRPPRGLW\�WD[HV�RQ�D�JLYHQ�JRRG�PXVW�EH�EDODQFHG�DJDLQVW�WKH�FKDQJH�LQ�GHPDQG��DQG�
WKHUHIRUH�FRPPRGLW\�WD[�UHYHQXH��RI�RWKHU�FRPSOLPHQWDU\�VXEVWLWXWLRQDU\�JRRGV��)RU�
H[DPSOH��VLQFH�FDVLQR�JDPEOLQJ�LV�VWURQJO\�WLHG�WR�WKH�ORGJLQJ�DQG�KRVSLWDOLW\�LQGXVWULHV�
�H�J��)HQLFK�DQG�+DVKLPRWR��������������+DVKLPRWR�DQG�)HQLFK���������D�KLJK�WD[�RQ�
FDVLQR�UHYHQXH�PD\�DGYHUVHO\�DIIHFW�WD[�UHYHQXH�JHQHUDWHG�IURP�KRWHOV�

*LYHQ�WKH�UHVXOWV�RI�5DPVH\���������WKH�WKHRUHWLFDOO\�FRUUHFW�WD[�SROLF\�LQ�JDPEOLQJ�
LV�WZR�IROG��)LUVW��VLQFH�PDQ\�JDPEOLQJ�LQGXVWULHV�DUH�VLWXDWHG�ZHOO�ZLWKLQ�WKH�HODVWLF�
SRUWLRQ�RI�WKH�GHPDQG�FXUYH��WKH\�PD\�QRW�EH�JRRG�FDQGLGDWHV�IRU�IXUWKHU�LQFUHDVHV�
LQ�WD[�UDWHV��,Q�D�VXUYH\�RI�RYHU�WZR�GR]HQ�VWXGLHV��)RUUHVW��������IRXQG�WKH�DYHUDJH�
YDOXH�RI�JDPEOLQJ�HODVWLFLWLHV�WR�EH��������2I�FRXUVH��WKLV�PD\�SDUWLDOO\�EH�D�IXQFWLRQ�RI�
DOUHDG\�KLJK�WD[HV�DQG�PRQRSROLVWLF�FRQGLWLRQV�LQ�PDQ\�PDUNHWV��,Q�DQ\�FDVH��ORWWHULHV�
KDYH�JHQHUDOO\�EHHQ�QRWHG�WR�EH�D�PRUH�LQHODVWLF�IRUP�RI�JDPEOLQJ��6ZLVV�,QVWLWXWH�RI�
&RPSDUDWLYH�/DZ���������DQG�WKHUHIRUH�WKH�JHQHUDOO\�KLJKHU�FRPSDUDWLYH�WD[�UDWHV�IRU�WKDW�
IRUP�RI�JDPEOLQJ�PD\�EH�ZDUUDQWHG��$PHULFDQ�*DPLQJ�$VVRFLDWLRQ��������&DOJDJQR��
:DONHU��DQG�-DFNVRQ��������7D[�)RXQGDWLRQ��������

'XH�WR�WKH�VHFRQG�DVSHFW�RI�5DPVH\�WD[�GHVLJQ��QRUPDWLYH�SROLF\�LV�FRPSOLFDWHG�
E\�YDULRXV�JDPEOLQJ�LQGXVWULHV�WLHV�WR�RQH�DQRWKHU��:DONHU������D��DQG�WKHLU�WLHV�WR�
WKH�RYHUDOO�WRXULVP�LQGXVWU\��(DGLQJWRQ�	�'R\OH���������)RU�H[DPSOH��D�ORZHU�FDVLQR�
JDPEOLQJ�WD[�UHODWLYH�WR�WKH�ORWWHU\�WD[�PD\�EH�VXSSRUWHG�E\�FDVLQRV¶�FRPSOHPHQWDU\�
HIIHFWV�RQ�RWKHU�WD[DEOH�LQGXVWULHV��VXFK�DV�WRXULVP�DQG�KRVSLWDOLW\���$�KLJK�WD[�RQ�
FDVLQRV�ZLOO�UHGXFH�WD[�UHYHQXH�FROOHFWHG�IURP�WKRVH�RWKHU�ORFDO�LQGXVWULHV��DQG�WKLV�
PD\�EH�SDUWLFXODUO\�QRWLFHDEOH�IRU�LQWHJUDWHG�UHVRUW�FDVLQRV�WKDW�VHUYH�DV�JUHDWHU�WRXULVP�
DWWUDFWLRQV��+RZHYHU��FDVLQRV�KDYH�EHHQ�QRWHG�WR�EH�D�VXEVWLWXWH�WR�ORWWHU\�JDPEOLQJ�
�)LQN�DQG�5RUN��������:DONHU�DQG�-DFNVRQ���������7KH�ORZHU�FDVLQR�WD[�WR�FRPSOHPHQW�
WKH�WRXULVP�LQGXVWU\��DQG�WRXULVP�EDVHG�WD[HV��PXVW�WKHUHIRUH�EH�EDODQFHG�DJDLQVW�WKH�
LQFUHDVHG�VXEVWLWXWLRQDU\�HIIHFWV�RQ�WKH�PRUH�KHDYLO\�WD[HG�ORWWHU\�LQGXVWU\��6LPLODU�
DUJXPHQWV�ZRXOG�DSSO\�WR�RWKHU�IRUPV�RI�JDPEOLQJ�EDVHG�RQ�WKHLU�GHPDQG�DQG�FURVV�
HODVWLFLWLHV��DQG�DQ\�FRPSUHKHQVLYH�SROLF\�VKRXOG�PDNH�XVH�RI�FDUHIXO�HPSLULFDO�PRGHOLQJ�
WR�EDODQFH�WKHVH�HIIHFWV�

Externality Based Taxes

,Q�WKH�SUHVHQFH�RI�H[WHUQDOLWLHV��D�FRVW�RU�EHQH¿W�WKDW�LV�LQFXUUHG�E\�D�WKLUG�SDUW\�
RI�D�WUDQVDFWLRQ���RSWLPDO�FRPPRGLW\�WD[�GHVLJQ�LV�QR�ORQJHU�GHVFULEHG�E\�WKH�5DPVH\�
�������FRQGLWLRQV��,Q�SDUWLFXODU��LI�FRQVXPSWLRQ�RI�D�SDUWLFXODU�FRPPRGLW\�OHDGV�WR�D�
QHJDWLYH�H[WHUQDOLW\��3LJRX��������DQG�%DXPRO��������VXJJHVW�WKDW�WKRVH�JRRGV�VKRXOG�
EH�WD[HG�DW�D�KLJKHU�UDWH��7KLV�³SLJRYLDQ´�WD[�VKRXOG�EH�HTXDO�LQ�VL]H�WR�WKH�QHJDWLYH�
H[WHUQDOLW\�FDXVHG�E\�FRQVXPSWLRQ��7KH�SXUSRVH�RI�WKLV�WD[�LV�WR�IRUFH�WKH�SULYDWH�PDUNHW�
WR�³LQWHUQDOL]H´�WKH�VRFLDO�FRVW�RI�WKH�DFWLYLW\��,I�WKH�EHQH¿W�IURP�SURGXFLQJ�WKH�JRRG�LV�
JUHDWHU�WKDQ�ERWK�WKH�FRVW�RI�SURGXFWLRQ�DQG�WKH�FRVW�RI�WKH�SLJRYLDQ�WD[��WKHQ�LW�UHPDLQV�
HFRQRPLFDOO\�HI¿FLHQW�IRU�FRQWLQXHG�SURGXFWLRQ�2 

���,Q�VRPH�FDVHV��D�WD[�JUHDWHU�WKDQ�WKDW�GHVFULEHG�E\�%DXPRO��������PD\�EH�DSSURSULDWH���
TuOORFN��������DQG�6DQGPR��������VXJJHVW�WKDW�KLJKHU�WD[HV�PD\�EH�GHVLUDEOH�LI�WKRVH�
VLQ�WD[HV�DUH�DEOH�WR�RIIVHW�GLVWRUWLYH�WD[HV�HOVHZKHUH�LQ�WKH�HFRQRP\��VXFK�DV�LQFRPH�
WD[HV�WKDW�UHGXFH�WKH�LQFHQWLYH�WR�ZRUN���7KLV�SKHQRPHQRQ�KDV�EHHQ�GHVFULEHG�LQ�WKH�
HQYLURQPHQWDO�HFRQRPLFV�OLWHUDWXUH�DV�D�GRXEOH�GLYLGHQG��3HDUFH��������VLQFH�WKH�WD[�ERWK�
UHGXFHV�WKH�KDUPIXO�H[WHUQDOLW\�DQG�RIIVHWV�GLVWRUWLRQV�HOVHZKHUH��7KH�GRXEOH�GLYLGHQG�LV�
IUHTXHQWO\�FLWHG�DV�D�UHDVRQ�WR�LPSOHPHQW�SROOXWLRQ�EDVHG�WD[HV��EXW�FDQ�EH�FKDOOHQJLQJ�WR�
HIIHFWLYHO\�LPSOHPHQW�
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6LQFH�PDQ\�VRFLDO�FRVWV�FDQ�EH�DWWULEXWHG�WR�GLIIHUHQW�IRUPV�RI�JDPEOLQJ��VXFK�DV�
WKRVH�QRWHG�E\�:DONHU������E���&ROOLQV�DQG�/DSVOH\���������DQG�(DGLQJWRQ���������������
3�KLJKHU�WD[HV�LQ�WKH�JDPEOLQJ�VHFWRU�FRXOG�EH�QRUPDWLYHO\�YDOLG�LI�WKH\�DUH�FRPPHQVXUDWH�
ZLWK�WKH�LQFUHDVH�LQ�H[WHUQDO�VRFLDO�FRVWV��7KLV�GRHV�QRW�PHDQ�WKDW�WKH\�DUH�HTXDO�WR�WKH�
GLUHFW�FRVWV�RI�D�FRQVXPHU�ZLWK�SUREOHP�JDPEOLQJ�LVVXHV��VLQFH�JDPEOHUV�ZRXOG�QRW�EH�
D�³WKLUG�SDUW\´�LQ�WKH�WUDQVDFWLRQ�DQG�FDQ�FRQFHLYDEO\�KDYH�FRQWURO�RYHU�WKHLU�RZQ�FRVWV�
�*XU\DQ�DQG�.HDUQH\��������0RELOLD��������1DUD\DQDQ�DQG�0DQFKDQGD���������5DWKHU��
accounting of the externalities could include items such as the need for increased law 
HQIRUFHPHQW�RU�WKH�SV\FKLF�FRVWV�ERUQH�E\�WKH�IULHQGV�DQG�IDPLO\�RI�SUREOHP�JDPEOHUV��

6LQFH�WKDW�PHDVXUH�RI�H[WHUQDOLWLHV�LV�HIIHFWLYHO\�D�IXQFWLRQ�RI�WKH�OHYHO�RI�SUREOHP�
JDPEOLQJ��WKLV�WD[�WKHRU\�LPSOLHV�WKDW�KLJKHU�UHODWLYH�WD[�UDWHV�VKRXOG�EH�DSSOLHG�WR�WKRVH�
IRUPV�RI�JDPEOLQJ�WKDW�KDYH�PRUH�SUREOHP�JDPEOHUV��VXFK�DV�YLGHR�ORWWHU\�WHUPLQDOV�
RU�SRNLHV��$EERWW�	�9ROEHUJ��������$XVWUDOLD�3URGXFWLYLW\�&RPPLVVLRQ��������:LHEH��
6LQJOH��	�)DONRZVNL�+DP���������,W�DOVR�VXJJHVWV�WKDW�LQFHQWLYHV�FRXOG�EH�GHVLJQHG�IRU�
WKH�JDPEOLQJ�LQGXVWU\��ZKHUH�WKH�WD[�UDWH�EHFRPHV�D�IXQFWLRQ�RI�WKH�SUREOHP�JDPEOLQJ�
SUHYDOHQFH�UDWH��)LUPV�ZRXOG�WKHQ�EH�DEOH�WR�PDNH�UDWLRQDO�GHFLVLRQV�DURXQG�LQYHVWPHQWV�
LQ�UHVSRQVLEOH�JDPEOLQJ�SURJUDPV�

(PSLULFDOO\��JDPEOLQJ�WD[HV�GR�QRW�DSSHDU�WR�IROORZ�DQ\�VRUW�RI�SLJRYLDQ�REMHFWLYH��
&KDSPDQ�HW�DO���������IRXQG�WKDW�WKH�PRVW�VRFLDOO\�KDUPIXO�IRUPV�RI�JDPEOLQJ�ZHUH�QRW�
WD[HG�DW�D�KLJKHU�UDWH�LQ�$XVWUDOLD��7D[HV�RQ�SRNLHV�ZHUH�IDLUO\�ORZ��ZKLOH�WKH�WD[�UDWH�RQ�
OHVV�VRFLDOO\�KDUPIXO�ORWWHULHV�ZDV�FRPSDUDWLYHO\�PXFK�KLJKHU��6LPLODU�FRPSDUDWLYH�WD[�
OHYHOV�DUH�LOOXVWUDWHG�LQ�WKH�8�6��E\�&ORWIHOWHU���������$Q�LPSRUWDQW�GLVWLQFWLRQ�WR�PDNH�
ZLWK�WKH�FDVLQR�JDPLQJ�LQGXVWU\��DV�FRPSDUHG�WR�PRVW�RWKHU�³VLQ´�JRRGV�RU�LQGXVWULHV�
ZLWK�QHJDWLYH�H[WHUQDOLWLHV��LV�WKDW�FDVLQRV�DUH�RIWHQ�GHVLJQ�WR�EH�DQ�H[SRUW�JRRG�WR�RWKHU�
MXULVGLFWLRQV��$V�VWDWHG�E\�(DGLQJWRQ��������

+LVWRULFDOO\��FDVLQRV�KDYH�RIWHQ�EHHQ�LQWURGXFHG�WR�FDSWXUH�HFRQRPLF�EHQH¿WV�
IURP�³H[SRUWLQJ´�FDVLQR�JDPLQJ�WR�FXVWRPHUV�IURP�UHJLRQV�ZKHUH�WKH�DFWLYLW\�LV�
SURKLELWHG��-XULVGLFWLRQV�WKDW�OHJDOL]HG�FDVLQRV�ZHUH�RIWHQ�UHVRXUFH�SRRU��RU�XQGHU�
HFRQRPLF�GXUHVV��2QH�RU�ERWK�RI�WKHVH�IDFWRUV�DSSO\�WR�0RQDFR���������1HYDGD�
��������0DFDR��LQ�WKH�HDUO\���WK�FHQWXU\���WKH�&DULEEHDQ������V���DQG�$WODQWLF�
&LW\����������S���������

:KHQ�D�ODUJH�SRUWLRQ�RI�HFRQRPLF�DFWLYLW\�LV�LQ�WKH�IRUP�RI�H[SRUWV��WKH�KRPH�VWDWH�
LV�DEOH�WR�FDSWXUH�WKH�HFRQRPLF�UHQWV�IURP�IRUHLJQ�YLVLWRUV��ZKLOH�H[SRUWLQJ�PDQ\�RI�
the negative externalities when the visitors return home. This lowers the appropriate 
SLJRYLDQ�WD[�RI�WKH�KRPH�VWDWH��VLQFH�PXFK�RI�WKH�H[WHUQDOLWLHV�DUH�QR�ORQJHU�ERUQH�E\�
WKH�ORFDO�HFRQRP\��'HVWLQDWLRQ�UHVRUWV�DQG�RWKHU�JDPEOLQJ�IDFLOLWLHV�HVWDEOLVKHG�QHDU�
IRUHLJQ�SRSXODWLRQV�VKRXOG�WKHUHIRUH�EH�WD[HG�OHVV�WKDQ�IDFLOLWLHV�WKDW�SULPDULO\�GUDZ�IURP�
domestic patrons.

Tax Incidence

,QFLGHQFH�LV�QRW�D�KHDYLO\�GLVFXVVHG�LVVXH�LQ�WD[�WKHRU\��EXW�SXEOLF�GHEDWHV�RIWHQ�WHQG�
WR�IRFXV�RQ�WKH�GHJUHH�WR�ZKLFK�WD[HV�JHQHUDWHG�E\�JDPEOLQJ�DUH�³UHJUHVVLYH´�±�WKDW�LV��
ZKHWKHU�ORZ�LQFRPH�UHVLGHQWV�WHQG�WR�SURGXFH�PRUH�JDPEOLQJ�WD[�UHYHQXH�DV�D�VKDUH�RI�
LQFRPH�UHODWLYH�WR�KLJK�LQFRPH�UHVLGHQWV��0XFK�DFDGHPLF�JDPEOLQJ�UHVHDUFK�KDV�DOVR�
IRFXVHG�RQ�WKLV�LVVXH��¿QGLQJ�WKDW�ORWWHULHV�WHQG�WR�EH�TXLWH�UHJUHVVLYH��H�J��'DEHUNRZ�DQG�
/LQ��������*KHQW�DQG�*UDQW��������3HUH]�DQG�+XPSKULHV���������ZLWK�FDVLQR�JDPEOLQJ�
VRPHZKDW�OHVV�VR��EXW�VWLOO�UHJUHVVLYH��H�J��%RUJ��0DVRQ��DQG�6KDSULR�������5LYHQEDUN�
DQG�5RXQVDYLOOH��������:RUWKLQJWRQ���������3DUW�RI�WKLV�GLIIHUHQFH�PD\�EH�H[SODLQHG�E\�

���$OEHLW�WKH�YDOLGLW\�RI�PDQ\�RI�WKH�FRVWV�DUH�LQ�GLVSXWH

$�1RUPDWLYH�$QDO\VLV�RI�*DPEOLQJ�7D[�3ROLF\
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WKH�OLPLWHG�RSSRUWXQLW\�IRU�KLJKHU�LQFRPH�SOD\HUV�WR�HQJDJH�LQ�KLJK�GHQRPLQDWLRQ�SOD\�LQ�
ORWWHULHV��$�VLQJOH�ORWWHU\�WLFNHW�SXUFKDVH�LV�WKH�VDPH�SULFH�IRU�D�ORZ�LQFRPH�JDPEOHU�DV�LW�
LV�IRU�D�KLJK�LQFRPH�JDPEOHU��,Q�D�FDVLQR��D�KLJKHU�LQFRPH�JDPEOHUV�FDQ�ZDJHU�RQ�KLJK�
GHQRPLQDWLRQ�VORWV�ZKLOH�ORZHU�LQFRPH�JDPEOHUV�FDQ�ZDJHU�RQ�³SHQQ\�VORWV���/RWWHULHV�
DUH�DOVR�FRQVLGHUHG�WR�EH�PRUH�OLNHO\�WR�EH�³DVSLUDWLRQDO�JDPEOLQJ�´¶�7KDW�LV��JDPEOLQJ�
ZLWK�WKH�DVSLUDWLRQ�RI�UHDFKLQJ�KLJKHU�OHYHOV�RI�ZHDOWK�UDWKHU�WKDQ�DV�DQ�HQWHUWDLQPHQW�
RULHQWHG�DFWLYLW\��,W�ZRXOG�WKHUHIRUH�EH�PRUH�OLNHO\�WR�DSSHDO�WR�ORZHU�LQFRPH�JDPEOHUV�
WKDQ�DOUHDG\�KLJK�LQFRPH�JDPEOHUV��(DGLQJWRQ��������VXPPDUL]HV�WKLV�SHUVSHFWLYH��

/RWWHULHV�ZKLFK�KDYH�ORZ�LQWULQVLF�HQWHUWDLQPHQW�YDOXH�EXW�YHU\�ODUJH�SUL]HV�UHODWLYH�
WR�WKH�FRVW�RI�SDUWLFLSDWLRQ�DUH�WKH�LGHDO�ZHDOWK�PRWLYH�JDPEOHV��)L[HG�RGGV�JDPHV�
ZLWK�HYHQ�PRQH\�SD\�RIIV��RQ�WKH�RWKHU�KDQG��DUH�PRUH�OLNHO\�WR�DWWUDFW�HQWHUWDLQPHQW�
PRWLYDWHG�SOD\HUV�WKDQ�ZHDOWK�VHHNHUV�

7KH�LGHD�RI�WD[�UHJUHVVLYLW\�RIWHQ�GUDZV�PRUH�DWWHQWLRQ�IURP�WKH�SXEOLF�GHEDWHV�
WKDQ�IURP�WD[�WKHRULVWV�EHFDXVH�GLVWULEXWLRQDO�HIIHFWV�DUH�RIWHQ�LJQRUHG�LQ�WKH�GHEDWHV��$�
FRPSOHWH�WD[�UHJUHVVLYLW\�GLVFXVVLRQ�VKRXOG�KLJKOLJKW�WKH�QHW�HIIHFW�RI�WKH�WD[��DIWHU�SXEOLF�
LQFRPH�LV�UHGLVWULEXWHG�WKURXJK�JRYHUQPHQW�VSHQGLQJ��)RU�H[DPSOH��D�UHJUHVVLYH�WD[�
PD\�DFWXDOO\�KDYH�D�QHW�SURJUHVVLYH�HIIHFW�LI�WKH�UHYHQXH�LV�UHGLVWULEXWHG�WR�ORZ�LQFRPH�
JURXSV��)RU�H[DPSOH��D�ORWWHU\�WD[�FRXOG�EH�XVHG�WR�ORZHU�LQFRPH�WD[�UDWHV�IRU�SHUVRQV�
ZLWK�ORZ�LQFRPHV�RU�LW�FRXOG�EH�XVHG�WR�IXQG�SXEOLF�JRRGV�WKDW�DUH�GLVSURSRUWLRQDWHO\�
XVHG�E\�ORZHU�LQFRPH�UHVLGHQWV��VXFK�DV�WKH�SXEOLF�VFKRRO�V\VWHP��

Inter-Jurisdictional Competition

,I�D�SROLF\�PDNHU�LV�DEOH�WR�HIIHFWLYHO\�UHVWULFW�FRPSHWLWLRQ�IURP�RXWVLGH�MXULVGLFWLRQV��
WKHQ�WKH�QRUPDWLYH�DQDO\VLV�RXWOLQHG�DERYH�VKRXOG�VHUYH�DV�D�XVHIXO�JXLGH�IRU�
SROLF\PDNLQJ��+RZHYHU��LI�WKHUH�LV�D�SUHVHQFH��RU�WKUHDW��RI�FRPSHWLWLRQ�IURP�VXUURXQGLQJ�
MXULVGLFWLRQV��WKHQ�WKH�DSSURSULDWH�WD[�SROLF\�PD\�FKDQJH��&RQVLGHU�IRU�H[DPSOH�WZR�
FDVLQRV��HDFK�ORFDWHG�RQ�VHSDUDWH�VLGHV�RI�WKH�VDPH�ERUGHU�DQG�HDFK�FRQIRUPLQJ�WR�
different government policies.���,I�FDVLQR�$�LV�VXEMHFW�WR�D�KLJKHU�WD[�UDWH�WKDQ�FDVLQR�%��
WKHQ�LW�ZLOO�EH�DW�D�GLVWLQFW�GLVDGYDQWDJH�GXH�WR�LWV�KLJKHU�RSHUDWLQJ�FRVWV��7KH�UHGXFWLRQ�
LQ�SUR¿WDELOLW\�FRXOG�EH�PDQLIHVWHG�WKURXJK�KLJK�SULFHV��ORZHU�UHWXUQ�WR�SOD\HU���RU�D�
UHGXFWLRQ�LQ�WKH�TXDOLW\�RI�WKH�SURGXFW��H�J��IHZHU�DPHQLWLHV��OHVV�FDSLWDO�LQYHVWPHQWV��
IHZHU�UHZDUGV��HWF����EXW�DOO�ZLOO�OHDG�WR�ORZHU�RXWSXW�DQG�SUR¿WDELOLW\��:KLOH�FDVLQR�$�
PD\�VWLOO�EH�DEOH�WR�JHQHUDWH�D�SRVLWLYH�UHWXUQ�LI�WKH�PDUNHW�LV�XQGHU�VXSSOLHG��DQG�WKXV�
SURGXFLQJ�VRPH�HFRQRPLF�UHQWV���D�OHVV�UHVWULFWHG�PDUNHW�ZRXOG�XOWLPDWHO\�OHDG�WR�WKH�
FROODSVH�RI�WKH�JDPEOLQJ�PDUNHW�LQ�VWDWH�$��VLQFH�DQ\�RSHUDWRU�ZRXOG�SUHIHU�WR�SURYLGH�LWV�
product under state B’s lower cost regime. 

7KLV�PRGHO�PD\�H[SODLQ�WKH�ODFN�RI�VLWHV�WKDW�DUH�DFWXDOO\�ORFDWHG�ZLWKLQ�WKH�8QLWHG�
.LQJGRP�±�ZKHUH�DSSOLFDEOH�WD[HV�LQFOXGH�D�����**5�WD[��%HHP�	�0LNOHU��������
+XPSKUH\V�	�3HUH]���������DQG�WKH�ODUJH�DJJORPHUDWLRQ�RI�,QWHUQHW�JDPEOLQJ�VLWHV�
WKDW�VHUYH�8.�UHVLGHQWV�IURP�RIIVKRUH�WD[�KDYHQV��6LPLODUO\��WKH�H[WHUQDO�FRPSHWLWLRQ�
TXDOL¿FDWLRQ�FDQ�H[SODLQ�WKH�LQWHUHVW�RI�VR�PDQ\�¿UPV�LQ�WKH�8�6��RQOLQH�JDPEOLQJ�
PDUNHW��GHVSLWH�WKH�H[SHFWDWLRQ�RI�KLJKHU�WD[�UDWHV�WKDQ�LQ�RIIVKRUH�WD[�KDYHQV��7KH�
8QODZIXO�,QWHUQHW�*DPEOLQJ�(QIRUFHPHQW�$FW�DQG�WKH�HYHQWV�RI�%ODFN�)ULGD\�KDYH�
GHPRQVWUDWHG�WKH�DELOLW\�RI�WKH�8�6��JRYHUQPHQW�WR�HIIHFWLYHO\�UHVWULFW�SDUWLFLSDWLRQ�IURP�
XQOLFHQVHG�RIIVKRUH�RSHUDWRUV��5RVH���������������7KH�8�6��KDV�FUHDWHG�HIIHFWLYH�EDUULHUV�
YLD�GLI¿FXOW�¿QDQFLDO�WUDQVDFWLRQ�PHFKDQLVPV�DQG�KLJKHU�DFFRXQW�GHSRVLW�ORVV�ULVN��(YHQ�
LI�IXWXUH�RQVKRUH�RSHUDWRUV�ZLOO�KDYH�WR�SDVV�WKURXJK�KLJKHU�GRPHVWLF�WD[�UDWHV��WKHVH�
EDUULHUV�PD\�EH�HIIHFWLYH�GHWHUUHQWV�WR�FRPSHWLWLRQ�IURP�IRUHLJQ�VLWHV��

�����7KLV�PRGHO�LV�FORVHO\�UHODWHG�WR�WKH�OLQHDU�FLW\�PRGHO�GHVFULELQJ�WKH�ORFDWLRQ�RI�VLPLODU�
¿UPV�JLYHQ�FRQVXPHUV¶�SUHIHUHQFHV�DQG�WUDYHO�FRVWV��G¶$VSUHPRQW��*DEV]HZLF]��	�
7KLVVH��������+RWHOOLQJ�������
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Conclusion

7KLV�VWXG\�SURYLGHG�D�QRUPDWLYH�DQDO\VLV�RI�JDPEOLQJ�WD[�SROLF\�XVLQJ�HFRQRPLF�
WKHRU\��6HYHUDO�NH\�FRQVLGHUDWLRQV�IRU�VWDNHKROGHUV�RI�WKH�LQGXVWU\�ZHUH�LGHQWL¿HG�LQ�RUGHU�
WR�PD[LPL]H�HFRQRPLF�ZHOIDUH��)LUVW��OXPS�VXP�WD[DWLRQ�LV�JHQHUDOO\�SUHIHUUHG�RYHU�DG�
YDORUHP�WD[DWLRQ��VLQFH�LW�OHDGV�WR�IHZHU�GLVWRUWLRQV�LQ�WKH�HFRQRP\�IURP�WKH�FRPSHWLWLYH�
HTXLOLEULXP��,Q�WKLV�VHQVH��WKH�XVH�RI�OLPLWHG�OLFHQVH�IHHV�WR�JHQHUDWH�SXEOLF�UHYHQXH�FRXOG�
EH�SUHIHUDEOH�WR�WD[HV�RQ�JURVV�JDPLQJ�UHYHQXH��7KLV�DOORZV�RSHUDWRUV�WR�SUR¿WDEO\�VHUYH�
PDUJLQDO�FRQVXPHUV��VLQFH�WKH�WD[�KDV�QR�HIIHFW�RQ�SURGXFWLRQ�LQFHQWLYHV��7KLV�GHVLJQ�
FRXOG�DOVR�\LHOG�D�GLVWULEXWLRQDO�EHQH¿W��$�VKLIW�WR�OLFHQVH�EDVHG�WD[HV�PD\�ORZHU�WKH�VKDUH�
RI�JDPEOLQJ�UHYHQXH�JHQHUDWHG�E\�SUREOHP�JDPEOHUV�

:KHUH�JURVV�JDPEOLQJ�UHYHQXH�WD[HV�DUH�XVHG�WR�JHQHUDWH�SXEOLF�UHYHQXH��WKH\�
VKRXOG�EH�LQYHUVHO\�UHODWHG�WR�WKHLU�HODVWLFLW\��7KDW�LV��SURGXFWV�ZKRVH�GHPDQG�LV�VHQVLWLYH�
WR�SULFHV�FKDQJHV�VKRXOG�EH�WD[HG�OHVV��DQG�SURGXFWV�ZKRVH�GHPDQG�LV�OHVV�VHQVLWLYH�
VKRXOG�EH�WD[HG�PRUH��7D[HV�RQ�JDPEOLQJ�DFWLYLWLHV�VKRXOG�DOVR�EH�ORZHU�LI�WKH\�KDYH�
FRPSOHPHQWDU\�HIIHFWV�RQ�RWKHU�LQGXVWULHV��DQG�KLJKHU�LI�WKH\�KDYH�VXEVWLWXWLRQDU\�HIIHFWV��
7KLV�LPSOLHV��IRU�H[DPSOH��WKDW�FDVLQR�WD[HV�VKRXOG�EH�ORZHU�LI�WKH\�FDQ�VHUYH�DV�DQ�
DWWUDFWLRQ�WR�WKH�ZLGHU�WRXULVP�DQG�KRVSLWDOLW\�LQGXVWULHV�

1RW�DOO�DG�YDORUHP�WD[HV�DUH�QRWHG�WR�EH�LQHI¿FLHQW��$�SLJRYLDQ�WD[�WKDW�LV�HTXDO�
LQ�VL]H�WR�WKH�QHJDWLYH�H[WHUQDOLWLHV�FDXVHG�E\�JDPEOLQJ�LV�IRXQG�WR�LPSURYH�HFRQRPLF�
ZHOIDUH��7KDW�LV��E\�IRUFLQJ�WKH�PDUNHW�WR�LQWHUQDOL]H�WKH�KDUP�FDXVHG�E\�WKH�LQGXVWU\�
±�W\SLFDOO\�FDOOHG�WKH�VRFLDO�FRVWV�RI�JDPEOLQJ�±�ERWK�SURGXFHUV�DQG�FRQVXPHUV�ZLOO�EH�
IRUFHG�WR�SD\�WKH�IXOO�FRVWV�RI�FRQVXPSWLRQ��LQFOXGLQJ�WKRVH�FRVWV�ERUQH�RQ�WKH�UHVW�RI�
VRFLHW\��'XH�WR�WKH�SHUFHLYHG�UHODWLRQVKLS�EHWZHHQ�SUREOHP�JDPEOHUV�DQG�H[WHUQDO�VRFLDO�
FRVWV��JDPEOLQJ�LQGXVWULHV�WKDW�WHQG�WR�KDYH�KLJKHU�UDWHV�RI�SUREOHP�JDPEOLQJ�VKRXOG�
EH�WD[HG�DW�D�KLJKHU�UHODWLYH�UDWH��+RZHYHU��PDQ\�FDVLQRV�DUH�GHVLJQHG�WR�GUDZ�SDWURQV�
IURP�IRUHLJQ�MXULVGLFWLRQV��DQG�WKHUHIRUH�ZRXOG�ZDUUDQW�ORZHU�SLJRYLDQ�WD[�UDWHV�VLQFH�WKH�
H[WHUQDOLWLHV�DUH�QRW�LQFXUUHG�E\�WKH�ORFDO�HFRQRP\�

:KLOH�HPSLULFDO�VWXGLHV�KDYH�UHSHDWHGO\�VKRZQ�JDPEOLQJ�WR�KDYH�D�UHJUHVVLYH�WD[�
LQFLGHQFH��DQDO\VLV�DQG�GLVFXVVLRQV�RI�WD[�LQFLGHQFH�VKRXOG�QRW�EH�PDGH�ZLWKRXW�IXOO�
FRQVLGHUDWLRQ�RI�WKH�QHW�WD[�HIIHFWV��0DUNHW�VWUXFWXUH�DQG�WKH�GLVWULEXWLRQDO�FKRLFHV�
ZLWK�WKH�WD[�UHYHQXH�FDQ�WXUQ�D�UHJUHVVLYH�WD[�LQWR�D�SURJUHVVLYH�WD[��2I�FRXUVH��WKH�
HIIHFWLYHQHVV�RI�HDUPDUNLQJ�UHYHQXH�IURP�JDPEOLQJ�VRXUFHV�PXVW�DOVR�EH�FRQVLGHUHG�

)LQDOO\��DSSURSULDWH�WD[�SROLF\�GHFLVLRQV�VKRXOG�QRW�EH�PDGH�LQ�D�GRPHVWLF�YDFXXP��
The presence of foreign suppliers can cause the domestic market to collapse if there are 
VLJQL¿FDQW�WD[�DGYDQWDJHV�WR�ORFDWLQJ�LQ�WKH�IRUHLJQ�MXULVGLFWLRQ��+RZHYHU��LI�WKH�RYHUDOO�
PDUNHW�KDV�VXSSO\�OLPLWV�DQG�RU�WKH�KRPH�VWDWH�LV�DEOH�WR�HVWDEOLVK�HIIHFWLYH�EDUULHUV�WR�
FRPSHWLWLRQ��WKHQ�D�GLIIHUHQFH�LQ�WD[�UDWHV�PD\�EH�VXVWDLQDEOH���
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