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Abstract: The question of how to design socially optimal tax policies is located at the epicenter of
today’s inequality debate. However, the field of optimal policy design is dominated by a distinctive
brand of economic analysis which suffers from a blinkered theoretical lens and weak empirical
foundations. This article offers an alternative framework for studying optimal policy design that
replaces the dominant economic model’s emphasis on individual utility with a sociological emphasis
on unequal life chances. Cross-national data are mobilized to study the architecture of contemporary
tax systems across different institutional contexts. The dual taxation of labor and capital income
coupled with the preferential treatment of socially concentrated wealth accumulation is shown to
have generated sharp tax regressivity at the top of the resource distribution in all countries under
consideration, from the (neo)liberal Anglosphere to social-democratic Scandinavia. Rationales for
and possible designs of a progressive wealth tax, for which there is renewed international interest,
are then explored in detail. A tractable formal model of optimal policy design is presented in which
the net welfare effect of a tax policy reform emerges as a weighted sum of how the reform impacts
aggregate life chances, inequality in life chances, and the ambient ecosphere. Under common
normative and analytical assumptions, a socially optimal annual wealth tax levied on society’s most
affluent——defined above a high exemption threshold——is shown to be positive and, in empirically
realistic scenarios, lies upward of 10 percent. The corresponding top income tax rate exceeds
65 percent and can, on “limitarian” grounds, approach the confiscatory rate.
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WHAT is the socially optimal rate at which society’s most affluent should be
taxed? This question lies at the heart of today’s inequality debate, yet its

answer remains elusive. Beyond the general view that tax policies should have
an ameliorative function—in the broad sense of maximizing some measure of
social welfare—the question of how such policies should be designed in practice
remains fiercely contested. Not only do stakeholders disagree on how different tax
instruments—from taxes on income flows to taxes on capital stock and from taxes
on individuals and corporations to taxes on goods and services—might impact
social welfare; the very definition of social welfare and, by extension, the criteria
with respect to which a given tax system may be deemed socially optimal also
constitute key sites of intellectual and political contestation.

The field of optimal policy design tends to be dominated by a neoclassical brand
of economics which, in a sequence of (in)famous theoretical papers from the 1970s
and 1980s, purportedly demonstrated the economically deleterious consequences
of high tax rates at the top of the resource distribution—to the effect that the socially
optimal top tax rate was said to be zero (e.g., Atkinson and Stiglitz 1976; Chamley
1986; Judd 1985; Mirrlees 1971; Seade 1977; Stiglitz 1982). However, these theoret-
ical results are not only largely irrelevant for real-world policy-making, but they
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also derive from a strikingly narrow conceptualization of social welfare, based on
individual utility-maximizing behaviors, that resonates poorly with competing ap-
proaches in neighboring disciplines or even in less orthodox branches of economics
itself. The present article revisits the theory of social welfare and offers an alter-
native framework for studying optimal policy design that replaces the dominant
economic model’s emphasis on individual utility with a sociological emphasis on
unequal life chances. From this renewed conceptual basis, it proposes a different
approach on the political economy of optimal taxation.

Although there is a gargantuan literature on the topic of optimal taxation in the
neoclassical tradition—whose utilitarian calculus continues to hold sway over both
research and decision-making—its sociological counterpart is virtually non-existent.
An important branch of economic sociology charts the comparative-historical
anatomy of modern tax systems (e.g., Campbell 1993, 2005; Martin, Mehrotra,
and Prasad 2009a; Martin and Prasad 2014), while another investigates tax-related
economic behavior (e.g., Young 2017; Young and Lurie 2025; Young, Lurie, and
Prisinzano 2016), but both branches refrain from probing the question of opti-
mal taxation itself. Although tax policy design remains pivotal as both topic and
tool in the study of inequality, redistribution, the state, and social welfare itself—
all objects of major sociological concern—sociology’s direct contribution to the
study of optimal taxation is yet to see the light of day. This article advances the
view that not only does furnishing this field with a distinctly sociological anchoring
yield novel insights of significant relevance to public policy, but it also enriches the
discipline of sociology by opening up new avenues for research.

The article is structured as follows. Section 1 outlines the key sociological
motivation for the study of progressive income and wealth taxation. Above and
beyond being a vital means of raising revenue to fund the provision of public
goods and services, taxation is also construed as a public policy tool capable of
addressing and redressing the social problem of extreme wealth and its downstream
consequences. Moreover, a case is made that the optimal tax problem provides
a strategic opportunity to revisit and revise the theory of social welfare and the
corresponding theory of optimal policy design.

In section 2, cross-national data are used to survey the architecture of contem-
porary tax systems in a selection of countries around the world that represent
key institutional “varieties” of contemporary capitalism. This section stresses the
preferential tax treatment of wealth accumulation despite high and increasing
wealth inequality in all countries under consideration. A simple formal model of
income and wealth dynamics is developed to show how even a comprehensive
income tax fails to target the leading source of economic inequality, namely wealth
concentration. This serves as additional motivation for studying the taxation of
wealth.

Against this empirical backdrop, the dominant theory of optimal policy design
is reviewed in section 3 and a case is made that the criterion of “optimality” should
be anchored not in the quasi-philosophical notion of utility—which forms the cor-
nerstone of neoclassical theory—but in the sociological concept of life chances. This
approach entails more than a lexical shift from one universe of jargon to another; it
dispenses with the behavioral assumptions of the neoclassical model altogether and
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redirects our attention to the relational structure of social space and the institutions
that undergird it. In particular, unlike existing frameworks, the proposed approach
explicitly incorporates aggregative, distributive, and environmental normative
concerns.

This alternative approach is subsequently put to work in section 4 through the
study of progressive income and wealth taxation, with special emphasis on the
latter. In a mathematically tractable yet empirically realistic model, the net welfare
effect of introducing a tax reform that targets the top wealth bracket is decomposed
into a weighted sum of the reform’s social and environmental consequences. The
weights in this weighted sum are conceptualized as the marginal value that society
accords to improving life chances, reducing social inequality, and protecting the
environment. The socially optimal tax rate emerges as a function of three principal
parameters, namely (a) the elasticity of extreme wealth with respect to the net-of-tax
rate, (b) the welfare multiplier effect of extreme wealth, and (c) the welfare multiplier
effect of public funds—all of which will be defined below. The determinants of
these parameters, the range of empirically realistic values they may take, and the
attendant policy implications are then discussed.

Section 4 also discusses the leading critique of progressive taxation, namely that
high top tax rates inevitably carry significant efficiency costs through the behavioral
responses they induce. This critique is related back to the parameters of the optimal
tax formula and attention is drawn to how they crucially depend on historical and
institutional context. Behavioral responses to progressive taxation should therefore
be construed not as unalterable mechanical laws but as malleable social processes
that can be (re)shaped through appropriate forms of collective action. As such, what
is typically portrayed as an unbridgeable gulf between “equity” and “efficiency”
in tax policy debates can to a significant extent be resolved once distributive and
aggregative dynamics are acknowledged as being mutually imbricated.

A note on terminology is in order. As will become evident in what follows,
the boundary between income and wealth dynamics is not always clear-cut at the
very top of the income and wealth distributions. For this reason, terms such as
“ultra-wealthy,” “ultra-rich,” “high-net worth,” or “affluent” are used interchange-
ably. In a similar vein, the notion of (economic) “resource,” when left unspecified,
will comprise both income flows and capital stock. However, when viewed as a
collective, the individuals to whom these relatively loose terms are applied will turn
out to have a more precise sociological designation: they unambiguously belong to
the upper—meaning economically dominant—fraction of the capitalist class.

The principal arguments of the article are presented in both substantive and
formal terms. Most readers are likely to find the substantive elements of greater
interest and may readily skip the more technical passages without any loss of
understanding. A moderate portion of mathematical formalism is nonetheless
retained to pinpoint the immediate consequences of altering the assumptions of
the dominant economic approach and to showcase that tax analysis need not be
of a neoclassical variety to be placed on a formal footing. However, mathematical
formalization does not automatically entail analytical rigor—in fact, it may easily
undermine it—and hence it is the substantive or “qualitative” crux of the argument
that is foregrounded.
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1 Motivation

Why is the question of optimal taxation worthy of serious attention? This article
takes its cue from the following threefold motivation.

Taxation and the Provision of Public Goods

At a time when the universalist welfare state is under serious economic strain,
taxation is a means of raising much-needed revenue, by way of compulsory financial
contributions made by individuals and corporations, to fund the provision of public
goods and services—from housing and healthcare to schooling and security—and
concurrently to invest in the green transition. Given the current magnitude of the
world’s largest private fortunes, even a modest wealth tax is capable of generating
significant public funds for such an undertaking (e.g., Zucman 2024). Underpinning
this undertaking is a particular conception of the public−private divide whereby
government and other collective social actors engage in vital activities which the
private sector cannot efficiently undertake on its own (Offer 2022). Thus, tax
revenues are not only the “life-blood” of the modern state (Braun 1975, p. 243),
propping up its perceived legitimacy (Tilly 2009) and feeding its “sinews of power”
(Brewer 1989), but they also constitute an important channel through which society
invests in its members’ life chances and protects the environment.

Taxation and the Problem of Extreme Wealth

However, taxation is not only a matter of generating revenue: as a socially sanc-
tioned obligation to contribute money to the state that engages citizens in webs of
generalized reciprocity, it is also a more general policy tool that regulates private
property relations (cf. Campbell 1993, 2005; Martin 2020; Martin, Mehrotra, and
Prasad 2009b). Progressive taxation, in particular, is a regulatory mechanism de-
signed to circumscribe the possible forms of ownership and, more specifically, to
tackle the social problem of extreme wealth. By “extreme wealth” is meant the point
beyond which the concentration of society’s resources in the hands of a few private
actors causes social and environmental harm. In line with a large and growing body
of literature, such harm may be broadly characterized in the following terms (for
synthetic overviews, see, e.g., Chancel et al. 2022; Piketty and Sandel 2025; Robeyns
2024; Savage 2021; Scanlon 2018; Stiglitz 2012; Therborn 2013):

a. High concentrations of wealth translate into high concentrations of social
power. This is because, to paraphrase Sen (1992, p. 115), relative inequalities
in the space of income and wealth can yield absolute inequalities in the
space of life chances. Such inequalities, in turn, distort civic opportunities
for effective democratic participation. The enduring nexus of affluence and
influence thus renders extreme wealth a serious democratic problem (Elsässer
and Schäfer 2023; Gilens and Page 2014; Robeyns 2019).

b. Extreme wealth is a leading source of environmental destruction. Recent
research (e.g., Chancel 2022; Oswald, Owen, and Steinberger 2020; Rehm and
Chancel 2022) has derived methods for apportioning carbon emissions across
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the income and wealth distributions, showing that globally, the top 1 percent
account for nearly one-fifth of all carbon emissions and the top 10 percent
account for nearly half (Chancel et al. 2022, p. 122). This occurs through two
principal mechanisms, namely

i. consumption-related carbon emissions, that is, emissions resulting from
the consumption of energy-intensive goods and services—such as private
jets and yachts, luxury homes, or high-end fashion brands; and

ii. investment-related carbon emissions, that is, emissions resulting from in-
vestment decisions made by capital owners located within major circuits
of production, typically involving fossil fuel infrastructures and other
high-externality industrial complexes.

Top wealth holders can thus be held responsible not only for their private
energy-intensive consumption behavior but also for the emissions that oc-
cur in production processes that they, by virtue of their social class position,
implicitly or explicitly control. In addition, tax avoidance and evasion behav-
iors, so common among the ultra-rich (Alstadsæter, Johannesen, and Zucman
2018,2019; Alstadsæter et al. 2022, 2024; Guyton et al. 2021), increasingly
undermine efforts to fund effective climate policies. It follows that a well-
designed progressive tax system can reduce the carbon footprint at the top
and, by extension, on a global scale by restricting access to luxury goods and
services, by blocking or redirecting investment behaviors that amplify and
accelerate environmental degradation, and by mobilizing revenue to fund
green investments and fuel the green transition. Extreme wealth, in short, is a
central driver of the ongoing climate crisis and a natural target for climate pol-
icy intervention—of which progressive taxation is an oft-neglected exemplar
(Chancel 2020).

c. The hoarding of society’s resources by a small minority aggravates distribu-
tional conflicts, heightens psychosocial stress, and warps the cultural fabric of
which shared systems of meaning, recognition, reciprocity, and representation
are made. This negatively impacts not only society’s most vulnerable but
also society as a whole. Such is the hypothesis advanced by a large group of
interdisciplinary scholars (see, e.g., Kawachi and Subramanian 2014; Pickett
and Wilkinson 2015; Wilkinson and Pickett 2009, 2019). Although the research
literature on the direct welfare effects of inequality has proved controversial
for both methodological and ideological reasons, the underlying hypothesis
that inequality itself is harmful continues to find empirical support, in fields
ranging from social psychology to health economics (e.g., Melita, Willis, and
Rodríguez-Bailón 2021; Rablen and Oswald 2008; Redelmaier and Singh 2022).
Somewhat less controversial, however, is the more general notion that extreme
inequality has a distinct cultural effect that weakens social cohesion, magnifies
divisions, breeds instability, and thus “corrodes the social contract” (Saez and
Zucman 2019a, p. 438; see Savage 2021; Stiglitz 2012; Therborn 2013).

d. Extreme wealth has major efficiency costs. Above a certain threshold, addi-
tional income and wealth contributes nothing to the welfare of the wealthy.
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Rather than “trickling down,” the enormous resources they command are
instead the source of distortionary monopolistic control over key political
and economic processes (e.g., Domhoff 2022; Saez and Zucman 2019b; Stiglitz
2012). However, these resources can be put to better use if collectively de-
ployed in the public interest to solve urgent unmet needs, from housing to
hunger (Robeyns 2019).

In short, the social problem of extreme wealth involves democratic, environmen-
tal, cultural, and economic externalities. These externalities have motivated re-
cent developments in so-called “limitarianism,” which advocates that “it is not
morally permissible to have more resources than are needed to fully flourish in life”
(Robeyns 2023, p. 15) and calls for the public confiscation of private wealth above
a “maximum wealth” or “riches” line. The latter can be defined analogously to a
poverty line, which delineates a set of resources and the corresponding capabilities
that are needed to reach a minimally acceptable standard of living (cf. Sen 1983). On
the other hand, a riches line represents the point beyond which the accumulation
of resources is deemed socially harmful and hence ethically inadmissible. Much
like the poverty line, the riches line is subject to intense controversy and debate, but
recent research on population preferences indicates that it should lie somewhere in
the wide range between $10 million and $1 billion (e.g., New Economics Foundation
2025; Robeyns et al. 2021).

Regardless of the controversies surrounding where such a riches line might
be drawn, the social harms associated with the problem of extreme wealth and
the limitarian argument for which they provide a rationale serve to highlight that
taxation is not reducible to the act of raising public revenue. In fact, as will be
developed in detail below, a tax system may be considered socially optimal even if
it fails to raise any revenue at all: compressing the resource distribution by reducing
the wealth of the ultra-wealthy may in and of itself be in the public interest—even
if doing so destroys part of the tax base in the process.

Taxation and the Theory of Social Welfare

The upshot of the above is that not only do tax policies determine the funding
and provision of public goods or shape economic activity by regulating social
property relations; as vectors of mutual obligation, recognition, and reciprocity
inscribed in the social contract, they also carry a moral valence that reflects society’s
normative priorities. These normative priorities, in turn, inform the evaluative
criteria with respect to which a given policy formation may be deemed socially
optimal. Thus, the optimal tax problem offers a strategic opportunity to revisit
the question of what is accorded social value and weight in public policy design.
More specifically, insofar as we accept the premise that public policies should be
designed in such a way as to maximize some measure of social welfare, the optimal
tax problem necessitates an explicit conceptualization of social welfare itself. As
will be expounded below, such a conceptualization and the analytical parameters it
privileges will be revelatory of the ambient “inequality regime” (Piketty 2020), the
relational structures that underpin it, and the moral categories that both animate
and emanate from it.
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A final note on this article’s focus on personal income and wealth taxation in
contrast to other types of taxation is in order. Although consumption and payroll
taxes, in particular, are important sources of government revenue and have been
central to the economics of the modern welfare state (e.g., Ganghof 2006, 2007; Kato
2003; Prasad and Deng 2009; Steinmo 1993; Swank and Steinmo 2002; Webber and
Wildavsky 1986; Wilensky 2002), the nexus connecting different tax instruments
to the growing problem of inequality has led the most recent optimal taxation
literature to be focused on personal income and wealth taxes. Both consumption
and payroll taxes are more or less intrinsically regressive (Bruil et al. 2025): the
former because the poor consume a greater share of their income on goods and
services, the latter because they are levied at a flat rate on labor earnings—and
not on business income—while typically being capped above a certain income
level. In contrast, personal income and wealth taxes are not intrinsically regressive;
rather, as the next section will demonstrate, they have been made regressive in recent
decades. Against the backdrop of such salient inequality inscribed in economic
policy arrangements coupled with mounting fiscal and political pressures on the
welfare state, it becomes natural for the question of what constitutes a socially
optimal tax system to be cast in terms of the optimal taxation of income and wealth.

2 Varieties of Tax Regressivity

To provide an empirical backdrop for the subsequent analysis, this section surveys
the architecture of contemporary tax systems across a range of countries that repre-
sent key institutional “varieties” of contemporary capitalism. Special attention is
devoted to the dual taxation of labor and capital income and to the role of unrealized
capital gains in the reproduction of economic inequality. A simple model of income
and wealth dynamics is then developed to pinpoint how the exact calibration of
different tax instruments can impact extreme wealth.

Dual Income Taxation

Income taxation applies to total market income, which is composed of (a) labor
income, that is, wages and other forms of work compensation, and (b) capital in-
come, that is, income flows derived from the ownership of capital assets such as
land, buildings, machinery, or corporate stock. For the vast majority of people,
labor income makes up nearly all of total market income. At the very top of the
income distribution, however, the labor income share tends to drop dramatically.
High-quality administrative data from Norway suggest that labor income makes up
no more than a third of total market income in the top income percentile, whereas
capital income derived from business activities makes up more than half (Aaberge,
Modalsli, and Vestad 2020). Among the top 0.01 percent, the labor income share
drops below 5 percent and the business-related income share exceeds 90 percent
(Aaberge et al. 2021). Comparable data from the UK show that nearly two-thirds
of all taxable capital gains go to only a few thousand individuals making over
£1 million in annual gains (Advani and Summers 2020, 2022; Corlett, Advani,
and Summers 2020). Thus, the unequal distribution of capital income commonly
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involves not merely the top income percentile but the very upper tail of the top
percentile. Similar patterns of capital income concentration have also been docu-
mented in Sweden (Finanspolitiska rådet 2024; Roine and Wadenström, 2012) and
the United States (Campbell, Robbins, and Wylde 2025).

Among the different kinds of capital income, capital gains—meaning income
accrued from the appreciation of financial or physical assets—are of special impor-
tance. Because of the extreme concentration of such assets among society’s most
affluent, accounting for the income flows that they generate is crucial for gauging
the magnitude of economic inequality and for correctly mapping the corresponding
effective tax schedule across the social class structure. The terminology of social
class—and not just that of “income”—is justified by the fact that the category of
capital gains that is central to the accumulation of extreme wealth is that which de-
rives from the ownership of unlisted corporate shares (i.e., shares that are privately
traded outside formal markets), as opposed to more common kinds of wealth such
as bank deposits or real estate. The strong link between capital gains and extreme
wealth is thus related to positions of corporate ownership and control. In Scott’s
(1991, p.65) turn of phrase, when it comes to extreme wealth, what is at stake is not
“property for use” but “property for power.”

Most countries have a dual tax system in which labor and capital income are
taxed separately (Hourani and Perret 2025; Hourani et al. 2023). In all countries that
are included in this study, labor income is subject to moderately progressive taxation,
with the statutory top labor income tax rate averaging around 40 percent. However,
capital gains are typically taxed at a preferential flat rate which, at 20 percent to
30 percent in most cases, is significantly lower than the top labor income tax rate.
This general pattern is presented in Table 1, which shows the statutory tax wedge
between labor and capital income in each country, together with the ratio of national
wealth to national income and the share of national income and wealth that goes
to the top percentile of the resource distribution. The relative size of the national
wealth stock, which tends to constitute between 400 percent and 800 percent of
national income, has returned to historically high levels in recent decades. Coupled
with a rate of return to capital that exceeds income and population growth, wealth
concentration thus becomes an increasingly weighty source of long-run economic
inequality (Piketty 2014). The top percentile’s income share ranges from 9 percent
in Norway to 23 percent in India, that is, from 9 times to 23 times higher than a
position of equality where each percentile would receive a proportional 1 percent
of national income. However, the top wealth share tends to be significantly higher
in all countries, ranging from 21 percent in the UK to 55 percent in South Africa.
But even though wealth ownership is more concentrated in all countries, returns to
wealth are more leniently taxed compared to labor, thus handing capital owners a
clear incentive to take remuneration in the form of gains instead of wages. Existing
tax regimes thus actively widen the gap between the holders of capital and those
dependent solely on their labor earnings.

Meanwhile, effective tax rates typically differ from statutory tax rates. In a
country like Norway, which has the highest statutory capital gains tax rate in the
sample, the ordinary yield on corporate shares corresponding to the risk-free rate
of return—typically indexed by the deposit interest rate—is shielded from income
taxation such that only the income exceeding this ordinary yield is taxed at the
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Table 1: Country inequality and statutory tax profiles.

Wealth-Income
Ratio

Top Income
Share

Top Wealth
Share

Top Labor
Tax

Top Capital
Tax

Brazil 3.9 21% 37% 28% 23%
China 8.8 16% 30% 45% 20%
France 6.2 12% 27% 45% 30%
Germany 6.9 13% 28% 45% 25%
India 4.8 23% 40% 38% 25%
Japan 6.9 13% 25% 45% 20%
Mexico 4.6 22% 37% 35% 35%
Norway 7.7 9% 23% 47% 38%
South Africa 3.4 19% 55% 45% 18%
Sweden 6.0 11% 27% 52% 30%
UK 4.4 13% 21% 45% 32%
USA 5.8 21% 35% 37% 20%

Notes: The table combines 2023 and 2024 data from the World Inequality Database, the PwC Worldwide Tax
Summaries database, and individual country tax authorities. The first column (WEALTH-INCOME RATIO)
shows the ratio of the national capital stock to national income in each country. The second column (TOP
INCOME SHARE) shows the share of the national income that goes to the top percentile of the income
distribution in each country. The third column (TOP WEALTH SHARE) shows the share of the national capital
stock that is privately owned by the top percentile of the wealth distribution in each country. The fourth
column (TOP LABOR TAX) shows the top statutory marginal tax rate on labor income in each country. The
fifth column (TOP CAPITAL TAX) shows the top statutory marginal tax rate on capital gains in each country.

personal level (Hourani et al. 2023, p. 46). The effective capital gains tax rate is
therefore significantly lower than the statutory 38 percent, especially when interest
rates are high. In a country like Mexico, which has the second-highest statutory
capital gains tax rate in the sample, there is a similar gap between statutory and
effective tax rates because stock market gains are typically excluded from the or-
dinary income tax base. Effective tax schedules are visualized for all countries in
Figure 1, which compares effective tax rates at the top end of the income distribution
for someone earning labor income only to someone whose income derives only
from capital gains. Across all countries—including in egalitarian Scandinavia—the
effective tax rate on capital gains never exceeds 30 percent, to the effect that
the progressive income tax emerges as a progressive labor income tax. Given the
concentration of capital ownership and the minimal role of labor earnings for the
ultra-rich, the resulting tax schedule thus turns sharply regressive at the top of
the income distribution.

Avoidance and Evasion

The above discussion is subject to three important caveats. First, it only applies
to realized capital gains, meaning capital income that results from shares changing
hands through explicit market transactions. However, if they are not realized
upon accrual, capital gains fail to be registered as market income and are therefore
shielded from income taxation altogether, even if the underlying asset values—such
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Figure 1: Effective tax wedge between labor and capital income at the top end of the income distribution in
selected countries in 2024 (for Brazil, China, India, and South Africa) and 2021 (for all other countries). Source:
Hourani et al. (2023) and author’s calculations based on data from the PwC Worldwide Tax Summaries
database and individual country tax authorities.

as Alphabet or Amazon stock prices—go through the roof and hence bolster a
person’s net worth. Second, the above computation of effective tax rates does not
consider a crucial legal mechanism by which capital gains are typically rendered
tax-exempt, namely when they are channelled through private holding companies.
Third, as is well known, the ultra-wealthy hold a substantial portion of their wealth
in offshore tax havens, further retrenching the effective tax base (Alstadsæter et al.
2018, 2019, 2022, 2024; Guyton et al. 2021).
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Figure 2: Share of net worth paid in personal taxes by dollar billionaires in selected OECD countries. Source:
Zucman (2024). Figure slightly modified by the author to take account of the abolition of the French wealth
tax in 2018.

This threefold omission implies that (a) the total market income of the upper
fraction of the capitalist class is significantly underestimated, (b) the accumulation
of extreme wealth is closely linked to both tax avoidance and tax evasion, and (c)
the effective tax schedule is even more regressive at the very top than the above
figures indicated (Alstadsæter et al. 2022, 2024; Zucman 2024). The latter point is
illustrated in the case of Norway, France, Sweden, and the United States in Figure 2,
which shows that dollar billionaires in these countries pay a vanishingly small
portion of their net worth in taxes. It is noteworthy that European dollar billionaires
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pay even less in taxes than their American counterparts (see Blanchet, Chancel, and
Gethin 2022), though Norway stands somewhat apart from France and Sweden
due to its unique wealth tax—which nonetheless does little to effectively reduce
extreme wealth.

Income and Wealth Dynamics

To get a clearer sense of how income and wealth dynamics are related in the
reproduction of economic inequality, let labor income be denoted by z and let initial
wealth and the rate of return on wealth be denoted by k0 and r, respectively. Then,
total market income y is given by

y = z + r · k0. (1)

If a labor income tax τz and a capital income tax τc are now applied, then net-of-tax
disposable market income ỹ is given by

ỹ = (1 − τz) · z + (1 − τc) · (r · k0). (2)

One sees immediately that if τz and τc differ significantly—as is the case empiri-
cally—then economic inequality is magnified by the preferential taxation of capital
income. If instead we consider a comprehensive income tax τy that applies equally
to both labor and capital income, then, ỹ is given by

ỹ = (1 − τy) · (z + r · k0). (3)

However, if τy only applies to observed market income, then capital gains that are
unrealized, legally repackaged, or siphoned offshore continue to go untaxed. Thus,
if r · k0 is decomposed into a realized or observed part δko and an unrealized or
unobserved part δku, then

ỹ = (1 − τy) · (z + δko) + δku. (4)

For simplicity, suppose that all disposable realized income is consumed, while δku

is saved. Then, in a basic two-period model, accumulated wealth k is given by

k = k0 + δku. (5)

In the absence of wealth taxation, even a comprehensive income tax will therefore
fail to target the principal source of inequality, namely (returns to) wealth. This
is because δku will systematically escape income taxation. If a wealth tax τk is
introduced, then ỹ is given by

ỹ = (1 − τy) · (z + r · (1 − τk) · k0), (6)

while net-of-tax wealth accumulation is given by

k̃ = (1 − τk) · (k0 + δku). (7)
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Two main points emerge from this simple formal exercise. First, for the ultra-
wealthy, income and wealth dynamics are closely intertwined and the boundary
between them is often fuzzy. That is why the notion of “extreme wealth” is used as
a shorthand for the set of economic resources owned by the upper fraction of the
capitalist class, which may manifest either in the form of observed income flows or
accumulated capital stock. Second, the exercise shows that even a comprehensive
income tax is insufficient to effectively dent extreme wealth concentration because
taxing the full return to wealth—including unrealized capital gains—is a hitherto
untested and practically challenging policy measure (Piketty, Saez, and Zucman
2023).

As noted by Saez and Zucman (2019a, p. 470), one possible way of taxing
unrealised gains without recourse to a wealth tax would be to levy a prepaid
withholding tax that would kick in once such unrealized gains exceed a chosen
threshold (or “riches line”). The tax would be then credited back when and if
those gains are realized and a conventional capital gains or income tax would
then apply. In comparison, an annual wealth tax would be logistically easier and
would similarly ensure that tax burdens are distributed in a way that reflects real
economic standing. This would mean that the ultra-wealthy can no longer avoid
paying taxes merely by artificially manipulating the tax base: realized gains would
be taxed under the income tax, whereas unrealized gains would form part of the
wealth stock that would be subject to wealth taxation. Because the wealth tax would
be imposed above a high exemption threshold, only those above the riches line
would be liable to pay it—and would no longer be liable once their net worth falls
under the chosen threshold. If the threshold is set too low, such a tax design would
typically induce avoidance behaviors whereby reported wealth would bunch just
below the threshold. In the case of extreme wealth, however, this will not be a
problem because the gap between the ultra-wealthy and everyone else is so large
and the amassed fortunes so enormous.

An annual wealth tax, in short, is a flexible and logistically (if not politically)
straightforward policy tool that both supplements and complements the income tax
where the latter falls short. It can successfully target the resources of those at the
very top and thereby reconfigure the long-run distribution of income and wealth;
it will not only balance the composition of income over time but can also have a
strong equalizing effect. The million-dollar question, however, is: at what level
should the tax rate be set? In other words, what is the socially optimal value of τk?
But the question itself begs another: what exactly is meant by “socially optimal”?
The next section develops a conceptual toolkit for providing an answer.

3 Social Welfare and Optimal Policy Design

A leading principle of the existing literature on optimal taxation is that tax systems
should be designed in such a way as to maximize some measure of social welfare.
This is not a controversial point of departure for the theory of optimal policy design
and will be adopted in what follows. However, social welfare can of course be
defined in more ways than one. In neoclassical economics, which continues to
dominate the field of optimal taxation, social welfare is viewed as being mediated
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by utility functions, which encode individual preferences over bundles of select
goods (for the standard textbook presentation, see Mas-Colell, Whinston, and Green
[1995]). The possibly weighted sum of such utilities yields a measure of aggregate
social welfare from which closed-form expressions for optimal tax schedules can be
derived. Such tax schedules are typically shown to depend on utility-maximizing
behavioral responses that tax policies induce with respect to labor supply and
investment decisions, coupled with whatever overarching normative constraints
the analyst wishes to impose on the optimization exercise.

Whatever the orientation and scope of such normative constraints—be they
“progressive” or “regressive”—their substantive import tends to be dwarfed by
the distortionary effect that redistributive taxes are presumed to exert on “natu-
rally” occurring resource allocations, which in theory correspond to Pareto-optimal
competitive market equilibria (for a classic account, see Atkinson and Stiglitz 2015
[1980]; for recent discussions, see, e.g., Fleurbaey and Maniquet [2018] and Kaplow
[2024]). The optimal tax problem is therefore said to involve an ineradicable trade-
off between “equity” and “efficiency”: taxes allow the government to redistribute
resources according to its normative priorities but, by altering economic incentives
for work and innovation, they also entail significant deadweight losses through
their knock-on effects on job creation and productivity growth.

Because attacking the “anthropological monster” that is homo economicus and
the attendant fantasy of perfectly competitive markets has become something of
a professional sport across the social sciences, this article refrains from reiterating
well-established critiques of the neoclassical model at any length (for more extended
reviews, see, e.g., Deane and Van Waeyenberge [2020] and Smelser and Swedberg
[2005]). Instead, it highlights the following four points:

a. By privileging the comparison of hypothetical preference relations over se-
lect bundles of goods, the utility-based valuation of social welfare is largely
oblivious to “what people are able to do and to be” (Nussbaum 2011), that
is, to those features of social life that matter beyond commodity-centered
“desire-fulfilment,” such as functioning fully as a person or participating in
the life of the community (Sen 1999). Its overwhelming emphasis on Pareto
optimality as a leading criterion for the evaluation of different states of affairs
not only ignores that a society can be Pareto-optimal “and still be perfectly
disgusting” (Sen 2017, p. 69), it also places severe restrictions on the set of
policy designs deemed admissible. Moreover, by according strict analytical
priority to those resource allocations that in principle arise from perfectly
competitive market equilibria, the neoclassical model remains so far removed
from empirical reality that it effectively disqualifies itself from being taken
particularly seriously.

b. Although the neoclassical sum of individual utilities may be subject to some
normatively motivated transformation, it remains intensely relaxed about
the underlying distribution of social welfare. Even when social welfare W is
formalized as a weighted sum of individual utilities ui in the general form

W ≡ ∑
i

ψi · ui, (8)
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with Pareto weights ψi representing society’s redistributive preferences across
individuals i, the objective function still lacks an explicit distributive com-
ponent that captures the effective social distance between individuals and
the social relations of which that distance is an objective expression. The
adoption of a non-utilitarian lens within the utility-based framework does
nothing to mitigate this: a so-called Rawlsian social welfare function, in which
ψi = 0 for all i except for the least well-off person, displays no real aversion
to social inequality. Thus, the utility-based framework lacks the analytical
means of capturing relationality and, by extension, of addressing the problem
of extreme wealth.

c. The sharp distinction that is made in neoclassical theory between fairness
principles—typically (though not invariably) associated with tax progressiv-
ity—and the first-order efficiency losses associated with high top tax rates
implies a putative trade-off between “equity” and “efficiency.” However,
historical experience suggests that aggregative and distributive dynamics
can readily be reconciled under suitable institutional arrangements, as will
be further developed in section 4. The absence of institutions and relations
of social power from neoclassical theory is thus not a pragmatic theoretical
simplification; it renders real-world empirical processes unintelligible to its
analytical approach.

d. As the ongoing climate crisis unfolds, the environmental dimension of social
welfare is conspicuous by its absence from the neoclassical model. When
it does make a rare appearance, the environment is addressed through the
notion of resolving climate externalities via market-based “cap-and-trade”
systems (e.g., Dales 1968). However, such commodity-centered thinking does
little to effectively integrate real environmental concerns into the concept
of social welfare other than through concerns with economic growth—an
approach that has been widely criticized by climate scholars for being both
ineffective and inequitable (e.g., Böhm, Misoczky, and Moog 2012; Gilbertson
and Reyes 2009; Klein 2014; Lohmann 2008; Spash 2010). From a purely
empirical perspective, carbon trading, as an offshoot of neoclassical thinking,
has fallen dramatically short of rectifying “the biggest market failure the world
has seen” that is human-made climate breakdown (Stern 2008)—it may even,
according to critics, be part of the problem—and so offers little redemption
for the neoclassical paradigm. Thus, just as the weighted aggregation of
individual utilities fails to incorporate an explicitly distributive component
into the theory of social welfare, the neoclassical construal of environmental
property rights similarly fails to account for the destructive environmental
impact of extreme wealth.

To move beyond the neoclassical approach, this article advances the view that the
study of social welfare should be anchored not in a “thin” economic conception
of utility but in a “thick” sociological conception of life chances, which, in broad
alignment with the sociological canon, can be defined as the substantive freedoms by
which members of a polity partake in the creation and sharing of social goods (cf. Giddens
1973, p. 130–131; Weber 1978 [1922], p. 302, 927). This definition encompasses
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both realized states of being and the latent chances, inscribed in social structures,
to achieve such states of being. As such, it eschews the oft-invoked opposition
between “opportunity” and “outcome” and concentrates instead on the social
processes in which social actors are enmeshed. Thus, relating the valuation of social
welfare to the distribution of life chances transforms the analytical foundations of
the study of optimal taxation compared to its currently predominant formulation.
The break with the neoclassical tradition entails not merely a change in disciplinary
terminology—from “utility” to “life chances”—but also a shift from a vapidly
atomistic to a resolutely relational understanding of the social world. This is
because life chances are not construed as individual “attributes” but as deriving
from multilevel relations that embody a distinctly social, interactive quality. These
comprise relations of recognition and reciprocity, conflict and cooperation, power
and production.

In this alternative framework, maximizing social welfare entails designing pub-
lic policies that are optimal with respect to the distribution of life chances. By
“distribution” is meant a function that is parameterized both by “level” (or ex-
pectation) and “spread” (or variance), such that optimizing the distribution of
life chances intrinsically incorporates both aggregative and distributive concerns.
Because unequal life chances are not merely determined by rational individual
behaviors but by broader institutional complexes that organize social power, this
automatically brings an enlarged conception of optimality into our purview com-
pared to the neoclassical approach: an optimal policy design, in this alternative
view, is one that is sensitive to the variety of positions occupied within a social space
and to the corresponding “classes of conditions of existence” (Bourdieu 2010 [1984],
p. 108)

The proposed emphasis on life chances escapes a purely economic (or
economistic) perspective by relating social welfare to the composite space of all
socially effective resources—from material wealth to symbolic recognition. In a
broadly Rawlsian vein, a distinct subset of this resource space may be said to con-
stitute a class of “primary goods” that are needed for any person to function and
flourish (Rawls 2001). By extension, this framework readily lends itself to incor-
porating the environmental dimension of social welfare: even without an explicit
conceptualization the environment’s intrinsic value, ecological conditions can be
construed as a primary good—or indeed a “meta-capability” (Holland 2008)—that
directly determines life chances and to which society, haunted as it is by the spectre
of human extinction, accords special value.

The proposed framework can easily be formalized as follows. Let life chances be
given by a random field ℓ : Ω → R on a social space Ω of arbitrary dimension such
that ℓ(p) captures life chances at position p ∈ Ω. Let ℓ have expectation µ ≡ E(ℓ)

and variance σ2 ≡ V(ℓ). Furthermore, let e denote a measure of the state of the
ambient ecosphere, with higher values denoting greater environmental protection.
Then, social welfare W can be defined as some function φ(·) of µ, σ2, and e encoding
society’s aggregative, distributive, and environmental priorities:

W ≡ φ
(

µ, σ2, e
)

. (9)
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This is a flexible model that lends itself to a wide range of specifications. In reason-
able cases, φ(·) will be positive in µ and e and negative in σ2, though the precise
functional form may vary according to the analyst’s normative and analytical pref-
erences. That the “level” and “spread” of life chances are operationalized in terms
of means and variances is convenient for the present purpose but is not necessary:
other, more refined measures of aggregative and distributive dynamics may readily
be used. Independent of the exact specification, the underlying setup will form
the backbone of the derivation of socially optimal top tax rates, to which the next
section is devoted.

4 Socially Optimal Taxation

Let τK denote a wealth tax that applies to the holders of extreme wealth, where
extreme wealth is defined above some high exemption threshold such that τK only
applies to, say, dollar centi-millionaires and where K denotes the total taxable wealth
of this top wealth bracket. Let R = τK · K denote the revenue generated by the
wealth tax. The goal of this section is to derive a closed-form solution to the optimal
tax problem that expresses the socially optimal top tax rate, to be denoted by τ∗

K,
as a function of theoretically well-defined and empirically estimable parameters.
To do so, a helpful benchmark will be the so-called revenue-maximizing tax rate,
which will be denoted by τR

K .

The Revenue-Maximizing Tax Rate

A well-established result in the extant literature on optimal taxation is that the
revenue-maximizing tax rate is given by

τR
K =

1
1 + εK

, (10)

where

εK ≡ (1 − τK)

K
· dK

d(1 − τK)
(11)

is the elasticity of extreme wealth, which captures how sensitive the tax base is to
the rate at which it is being taxed. More specifically, the elasticity measures the
percentage change in taxable wealth that occurs in response to a one percent change
in disposable wealth, that is, in the share of wealth kept by individuals after tax.
The revenue-maximizing rate, then, is inversely proportional to this key parameter.
Conventionally, this “inverse-elasticity rule” is associated with the taxation of
labor income but has recently been extended to the taxation of capital income and
wealth (Saez and Stantcheva 2018; Saez and Zucman 2019a). Although they vary
dramatically from one study to another, existing empirical estimates suggest that
the taxable wealth of high-net-worth individuals is sensitive to the tax rate, with εK
typically being located in the range of 5−15 (Advani and Tarrant 2021; Saez and
Zucman 2019a). Meanwhile, when the elasticity is defined (entirely analogously)
with respect to income, it is located in the range of 0.5−0.8 for the top income
percentile, compared to around 0.2 for the rest of the population (Saez, Slemrod,
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and Giertz 2012). The reason for the discrepancy in magnitude between income
and wealth elasticities is that a 1 percent wealth tax is roughly equivalent to a 20
percent capital income tax when the rate of return is 5 percent.

Taken at face value, these relatively large elasticities lend support to the notion
of a so-called “Laffer effect,” whereby lowering top tax rates can increase revenues
by expanding the tax base. Large elasticities are also viewed as evidence for the
efficiency costs of high top tax rates, which in turn are said to justify tax cuts for
the rich: lower taxes will not only generate greater tax revenue but also lead to
greater wealth creation at the top, which in theory is to everyone’s benefit. However,
this line of argument tends to obfuscate the fact that observed elasticities typically
reflect “sheltering” behaviors whereby the rich shield their resources from taxation
through avoidance and evasion strategies such as income shifting, migration, or
fiscal expatriation (e.g., Advani and Tarrant 2021; Chetty 2009; Iacono and Smedsvik
2024; Perret 2021; Piketty, Saez, and Stantcheva 2014; Slemrod 1995). The magni-
tude of such sheltering behaviors depends on the institutional environment in
which the holders of extreme wealth operate and can be manipulated by instru-
ments controlled by the government. For instance, opportunities for avoidance
and evasion are reduced when (a) reliable third-party information trails that track
individuals’ income and wealth across time, space, and legal forms (like private
holding companies) are coupled with (b) appropriate legal enforcement mecha-
nisms, which are defined over (c) a comprehensive tax base that comprises all asset
types. As such, elasticities can in theory be chosen by decision-makers (Slemrod
and Kopczuk 2002)—which makes the revenue-maximizing rate a function not of
some unalterable structural parameter but of political prioritization and effective
enforcement.

However, regardless of the precise value of the elasticity parameter and the
mechanisms which determine it at any given moment, reducing extreme wealth
might be a desirable policy goal in and of itself, above and beyond its impact on
the underlying tax base and the associated revenue. As noted by Saez and Zucman
(2019b, p. 159), “the point of taxing carbon is not to raise revenue but to reduce
carbon emissions”—and the same goes for taxing the rich: the aim is not so much
to fund government spending as to reduce extreme wealth and to prevent the social
ills which it causes. If, as was argued in section 1, the social problem of extreme
wealth does in fact involve democratic, environmental, cultural, and economic
externalities and if indeed society considers these externalities to be of sufficient
moral and material import, then a wealth tax that destroys top wealth may be
justified—even if it fails to collect any revenue. Historical precedents for such a
tax regime abound, and not from some obscure peripheral context but from the
very heart of the capitalist core in the mid-twentieth century: on both sides of the
Atlantic, from the Old to the New World, “it was clear that the [high top marginal
tax rates] did not add revenue. They were on the “wrong” side on the Laffer curve.
They destroyed income. [. . . ] This was not a bug: it was the goal of the policy.
The quasi-confiscatory top rates championed [in this historical era] were meant to
reduce the income of the super-rich and thereby compress the income distribution”
(ibid, p. 155–156). There may, in other words, be good reasons why the tax rate that
maximizes social welfare exceeds the tax rate that maximizes revenue.
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Wealth Taxation

Suppose we introduce a tax reform dτK and are interested in how it impacts social
welfare, as defined in equation (9). Then,

dW =
∂φ

∂µ
· dµ +

∂φ

∂σ2 · dσ2 +
∂φ

∂e
· de. (12)

The net welfare effect dW induced by dτK is thus a weighted sum of how the tax re-
form impacts aggregate life chances, inequality in life chances, and the environment.
The weights in this weighted sum reflect the marginal value that society accords
to each of the three welfare components. The net welfare effect may therefore be
written more compactly as

dW = ∑
x∈{µ,σ2,e}

wx · dx, (13)

where wx ≡ ∂φ/∂x denotes the social welfare weight associated with welfare
component x ∈ {µ, σ2, e}. Economically, the tax reform induces two principal
effects, namely

a. a revenue effect dR, because increasing the tax rate mechanically increases tax
revenue, and

b. a wealth effect dK, because the reform alters the underlying tax base both
directly through the tax change itself and indirectly through the behavioral
responses it provokes, such as labor supply or investment decisions, or efforts
to avoid or evade taxation.

The change dx in each welfare component x ∈ {µ, σ2, e} is thus a function of dR
and dK and may be written as

dx =
∂x
∂R

· dR +
∂x
∂K

· dK. (14)

In words, this equation states that the change caused by the tax reform in each of
the three welfare components is the sum of

a. the marginal effect of tax revenue on each welfare component, multiplied by
the size of the tax reform’s revenue effect, and

b. the marginal effect of extreme wealth on each welfare component, multiplied
by the size of the tax reform’s effect on extreme wealth.

Denote these marginal effects by mR
x ≡ ∂x/∂R and mK

x ≡ ∂x/∂K, respectively. Then,
the overall welfare effect dW can be rewritten further as

dW = ∑
x∈{µ,σ2,e}

wx ·
(

mR
x · dR + mK

x · dK
)

. (15)

Now let the overall welfare effect of additional tax revenue be given by

MR ≡ ∑
x

wx · mR
x . (16)

sociological science | www.sociologicalscience.com 652 September 2025 | Volume 12



Nosrati Political Economy of Optimal Taxation

This quantity will be referred to as the welfare multiplier effect of public funds because
it captures how much welfare can be “bought” with each additional unit of tax
revenue: it sums the welfare effects of using tax money to invest in aggregate life
chances, to reduce social inequality, and to protect the environment, weighted by
the relative importance accorded to each of these welfare components. The welfare
multiplier effect of extreme wealth is defined analogously as

MK ≡ ∑
x

wx · mK
x , (17)

and measures the overall welfare gain (or loss) associated with extreme wealth.
Together with the elasticity of extreme wealth, these two welfare multiplier effects
provide the basis for the following key result.

PROPOSITION: The socially optimal tax rate on extreme wealth is given by

τ∗
K =

1 − εK · MK/MR

1 + εK
. (18)

Proof. Note that, by the definition of εK in equation (11), we have

dK =
−εK · K · dτK

1 − τK
. (19)

Note further that, for R = τK · K,

dR = K · dτK + τK · dK (20)

= K · dτK − τK · εK · K · dτK
1 − τK

. (21)

Recall, as per equation (15), that the welfare effect dW of the tax reform dτK is given
by

dW = ∑
x

wx ·
(

mR
x · dR + mK

x · dK
)

. (22)

Plugging in the expressions for dK and dR, we obtain

dW = ∑
x

wx ·
(

mR
x ·

(
K · dτK − τK · εK · K · dτK

1 − τK

)
− mK

x · εK · K · dτK
1 − τK

)
(23)

= ∑
x

wx ·
(

mR
x · K · dτK − mR

x · τK · εK · K · dτK
1 − τK

− mK
x · εK · K · dτK

1 − τK

)
(24)

= ∑
x

wx ·
(

mR
x · (1 − τK)− mR

x · τK · εK − mK
x · εK

)
· K · dτK

1 − τK
(25)

=
(

MR − τK · MR − τK · εK · MR − εK · MK
)
· K · dτK

1 − τK
. (26)

Social welfare is maximized when dW = 0. It follows that

MR − τK · MR − τK · εK · MR − εK · MK = 0. (27)
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Now rearrange to obtain

τK =
MR − εK · MK

MR + εK · MR . (28)

Equation (18) follows immediately.

Several points are worth noting about equation (18):

a. The socially optimal wealth tax rate depends on the interaction between the
elasticity εK, the welfare multiplier effect of extreme wealth MK, and the
welfare multiplier effect of public funds MR.

b. The socially optimal tax rate goes to unity as the elasticity goes to zero. At
non-zero values, the effect of εK on τ∗

K scales with, and thus depends on, the
welfare multiplier ratio MK/MR. If, as has been argued above, extreme wealth
causes a welfare loss, then the socially optimal tax rate need not monotonically
decrease with the elasticity.

c. All else being equal, the socially optimal tax rate increases if extreme wealth
has a negative welfare effect and decreases if extreme wealth has a positive
welfare effect.

d. The socially optimal tax rate reduces to the revenue-maximizing rate when
MK → 0 or when MR dominates MK such that the welfare multiplier ratio
MK/MR → 0. In other words, when the welfare effect of extreme wealth
is close to zero or is dwarfed by the positive welfare effect of additional tax
revenue, maximizing public funds should be the primary policy goal.

e. The socially optimal tax rate is zero only when MR = εK · MK exactly or when
εK → ∞ and MK/MR = 0. In other words, τ∗

K fails to be positive only under
relatively extreme assumptions.

f . The socially optimal tax rate is undefined under the extreme condition that
additional tax revenue has a zero welfare effect.

More generally, the reader should note that equation (18) imposes no strict assump-
tions about the given parameters; it merely provides a formal expression that relates
the socially optimal wealth tax rate τ∗

K to the wealth elasticity εK, the multiplier
effect of extreme wealth MK, and the multiplier effect of public funds MR. However,
to get a better sense of the relative magnitudes at stake, Table 2 compares τ∗

K to the
revenue-maximizing tax rate τR

K for different values of εK and the welfare multiplier
ratio MK/MR. In rough alignment with the extant literature, an elasticity of 5 is
labeled “low,” whereas an elasticity of 15 is labeled “high.” Meanwhile, the wel-
fare multiplier ratio can be interpreted as the relative importance of increasing the
wealth K of the top wealth bracket compared to increasing tax revenue R to spend
on social welfare. In nearly all realistic scenarios, the absolute magnitude of the
multiplier effect of public funds is likely to be greater than that of extreme wealth so
that |MK/MR| < 1. Intuitively, this is because the marginal value of giving an extra
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Table 2: Comparing optimal wealth tax rates.

Scenario τR
K τ∗

K

Low elasticity of extreme wealth (εK = 5) 17%

Negative welfare multiplier ratio (MK/MR = −0.1) 25%

Zero welfare multiplier ratio (MK/MR = 0) 17%

Positive welfare multiplier ratio (MK/MR = 0.1) 8%

Moderate elasticity of extreme wealth (εK = 10) 9%

Negative welfare multiplier ratio (MK/MR = −0.1) 18%

Zero welfare multiplier ratio (MK/MR = 0) 9%

Positive welfare multiplier ratio (MK/MR = 0.1) 0%

High elasticity of extreme wealth (εK = 15) 6%

Negative welfare multiplier ratio (MK/MR = −0.1) 16%

Zero welfare multiplier ratio (MK/MR = 0) 6%

Positive welfare multiplier ratio (MK/MR = 0.1) −3%

Notes: The table compares the revenue-maximizing tax rate τR
K to the socially optimal wealth tax rate τ∗

K for
different values of the wealth elasticity εK and the welfare multiplier ratio MK/MR. The wealth elasticity εK
is defined as the percentage change in top wealth K that occurs in response to a one percent increase in the
net-of-tax rate 1 − τK. The welfare multiplier ratio MK/MR reflects the relative importance of increasing the
wealth K of the top wealth bracket compared to increasing tax revenue R to spend on social welfare. All tax
rates are rounded to the nearest integer value.

dollar to a starved public service—such as an understaffed care home or an under-
funded education system—is much greater than that of giving an extra dollar to a
billionaire who already has more money than they know what to do with. The table
shows that, for realistic values of the elasticity (meaning values that are compatible
with a large body of empirical evidence), the revenue-maximizing rate τR

K ranges
from 6 percent to 17 percent. If extreme wealth results in the loss of welfare, then
the socially optimal tax rate may exceed τR

K by a substantial margin and ranges from
16 percent to 25 percent. Even if extreme wealth has a positive welfare multiplier
effect, for instance through the much-touted channels of entrepreneurial innovation,
the socially optimal tax rate continues to be positive—except for the scenario in
which the beneficial impact of extreme wealth combines with a high elasticity, an
extreme instantiation of which would lead to the introduction of negative wealth
taxation. In other words, if extreme wealth is socially beneficial and the tax base is
highly sensitive to wealth taxation, then the government should redistribute wealth
to the ultra-wealthy.

Figure 3 visualizes how the socially optimal tax rate varies across a wider range
of welfare multiplier ratios and elasticities. However, in accordance with the line of
argument developed above, this figure focuses on scenarios in which MK ≤ 0. It
shows that even for very large values of the elasticity, the socially optimal wealth
tax is positive and will typically exceed 5 percent. For small to moderate values of
εK, τ∗

K typically lies upward of 10 percent.
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Figure 3: Socially optimal wealth tax rates as a function of the elasticity of extreme wealth for different welfare
multiplier ratios MK/MR. The wealth elasticity εK is defined as the percentage change in top wealth K
that occurs in response to a one percent increase in the net-of-tax rate 1 − τK. The welfare multiplier ratio
MK/MR reflects the relative importance of increasing the wealth K of the top wealth bracket compared to
increasing tax revenue R to spend on social welfare.

Income Taxation

Although the above discussion has focused on the taxation of extreme wealth,
equation (18) naturally extends to the closely related problem of extreme income.
Replacing taxable top wealth K with taxable top income Y, the socially optimal top
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income tax rate is given by

τ∗
Y =

1 − εY · MY/MR

1 + εY
, (29)

where εY, MR, and MY are defined analogously to the definitions in equations
(11), (16), and (17), only this time with respect to income. Figure 4 compares
different income tax rates for different values of εY and the corresponding welfare
multiplier ratio MY/MR. The displayed range of εY corresponds to the range
of plausible empirical estimates for the elasticity of income (cf. Saez et al. 2012).
This figure shows that even for very large values of the elasticity, the socially
optimal top income tax will exceed 50 percent. In more realistic scenarios where
εY ≈ 0.5 or less, τ∗

Y consistently exceeds 65 percent. If the elasticity of top income is
brought in line with the elasticity observed for people outside the top percentile
of the income distribution such that εY < 0.3, then τ∗

Y approaches the confiscatory
rate.

Comparison with Previous Work

For reasons that were detailed in section 3, the ideas presented here differ both
formally and substantively from those that are found in previous work on this
topic. A few remarks on the extant literature are nonetheless in order. The most
comparable existing formulae for some socially optimal top tax rate τ∗ are those
that express τ∗ in terms of

a. parameters for social preferences, that is, social welfare weights (cf. Saez and
Stantcheva 2016);

b. parameters for behavioral responses to taxation, that is, elasticities; and

c. parameters for the shape of the resource distribution, that is, the extent of
pre-tax inequality (cf. Saez 2001).

Piketty and Saez (2013) provide a review of such models in the context of labor
income taxation and derive an optimal top tax rate given by

τ∗ =
1 − w

1 − w + α · ε
, (30)

where w is the average value that society accords to increasing the consumption
of someone in the top income bracket, α is a tail parameter of the income distri-
bution, and ε is the average elasticity of income with respect to the net-of-tax-rate
among the highest earners (ibid, p. 423). Similar expressions have also been de-
rived for the optimal taxation of capital income (Saez and Stantcheva 2018) but
not of wealth (cf. Guvenen et al. 2023; Saez and Zucman 2019a). Although cer-
tain parallels can of course be drawn between such expressions and equation
(18), the underlying approach of this article differs in its conceptual emphasis on
the broader social and environmental consequences of extreme wealth. Unlike
in previous work, this emphasis is articulated “macroscopically” and not on the
basis of individual utility functions; it allows for distributive and environmental

sociological science | www.sociologicalscience.com 657 September 2025 | Volume 12



Nosrati Political Economy of Optimal Taxation

Figure 4: Socially optimal top income tax rates as a function of the elasticity of extreme income for different
welfare multiplier ratios MY/MR. The income elasticity εY is defined as the percentage change in top income
Y that occurs in response to a one percent increase in the net-of-tax rate 1 − τY. The welfare multiplier ratio
MY/MR reflects the relative importance of increasing the income Y of the top income bracket compared to
increasing tax revenue R to spend on social welfare.

as well as aggregative concerns to be explicitly integrated into the very definition
of social welfare—all while obviating potentially inconsistent welfare compar-
isons associated with modifications of the standard utilitarian schema (cf. Sher
2024).
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Concerns and Critiques

Although there is growing recognition across the public sphere that economic
inequality and the attendant concentration of social power is at the heart of society’s
greatest challenges, from democratic decline to climate breakdown, the targeted
taxation of extreme wealth is not without its critics—even among those who are
sympathetic to its underlying rationale. Notwithstanding quasi-philosophical
debates concerned with concepts of desert and merit—the idea that the ultra-rich
are ultra-rich due to their hard work and entrepreneurial efforts, and are therefore
entirely deserving of their accumulated fortunes—the leading argument in favor
of the lenient taxation of extreme wealth tends to derive its perceived legitimacy
on presumed efficiency grounds. Not only do high top taxes quell productive
economic activity, the argument goes, but by providing incentives for greater labor
supply and investment, low top taxes have large positive knock-on effects across
the economy.

This line of argument tends to neglect the wide range of policy tools by which
society’s aggregative and distributive priorities can be rendered complementary.
The canonical historical example is the social-democratic model of collective bar-
gaining under which wage negotiators are impelled to internalize both price and
employment externalities across types of workers. Positive but restrained wage
growth that is centrally coordinated through pattern bargaining—where unions in
sectors exposed to foreign competition set the norm for wage development in the
rest of the economy—encourages investment, keeps inflation low and employment
high, and secures a compressed income distribution with elevated wage floors. The
relatively high cost of low-skilled labor places competitive pressures on less effi-
cient firms to rationalize their production. Excess profits are absorbed by the state
through progressive taxation, shaping capital allocation while funding high-quality
public services. At the top of the distribution, wage restraint ensures normal rates
of return and allows more efficient firms to expand, mopping up additional labor
supply and fuelling productivity growth in the process (e.g., Barth, Moene, and
Willumsen 2014; Bhuller et al. 2022; Dale-Olsen 2021; Dølvik et al. 2014; Pontusson
1992).

Neither theoretically nor empirically is extreme income or wealth concentration
a prerequisite for the efficient allocation of resources under the social-democratic
model; in contrast, the model’s historical success, notably in Scandinavia, hinges
on a durably institutionalized mode of collective action that actively minimizes
inequality and flexibly manages changing patterns of conflict and cooperation (cf.
Engelstad and Hagelund 2015; Falkum 2015; Mjøset 2011; Moene and Wallerstein
2006; Östberg 2024). However, the Scandinavian countries’ success in regulating
(labour) income inequality stands in stark contrast to their highly unequal wealth
distributions, which have resulted from historically low taxes on capital coupled
with the absence of a wealth-related analog of the wage formation model described
above (Beckert 2024; Ganghof 2007; Hansen and Toft 2021; Pfeffer and Waitkus
2021). Nonetheless, the template that this model provides for compressing the
distribution of income lends itself to further extension into the realm of wealth:
because annual wealth taxes favor first-generation entrepreneurs with higher rates
of return relative to unproductive inheritors or older wealth hoarders, wealth

sociological science | www.sociologicalscience.com 659 September 2025 | Volume 12



Nosrati Political Economy of Optimal Taxation

taxation can be deployed as a vector of “creative destruction” that reallocates
resources from unproductive to productive economic actors (Guvenen et al. 2019).
Where above-market asset returns do not result from higher productivity but from
market power and rent-seeking, wealth taxation can be complemented by a well-
designed capital gains tax (Adam et al. 2024; Advani, Lonsdale, and Summers 2024;
Littlewood and Elliffe 2017).

The first leg of the efficiency-based critique—that high top tax rates inevitably
carry large efficiency losses—thus falls short of credibly challenging the case for
targeting extreme wealth. When tax-related efficiency costs do occur, they can
readily be offset if the corresponding revenue is spent on public goods that are com-
plementary to the productivity of capital and labor, such as child and elderly care,
transportation, material and juridical infrastructure, and high-quality education
(Kleven 2014). The second leg of the same critique—that low top tax rates carry
large efficiency gains—fares little better. Empirically, tax cuts for the rich are not
associated with job creation or other positive economic indicators but instead with
anaemic aggregate demand and deepening inequality (e.g., Bivens and Banerjee
2022; Hope and Limberg 2022; Zidar 2019).

A related line of argument posits that wealth taxation causes significant liquidity
problems for those upon whom the tax is levied. This may be true for holders of
low-yielding assets such as farmers or small- or medium-sized business owners
(Loutzenhiser and Mann 2021), but not for holders of extreme wealth, who typically
have easy access to liquidity—for instance, through robustly collateralized bank
loans. A simple solution, which has been pre-emptively incorporated in this article’s
layout, is thus to levy the wealth tax above a high exemption threshold. Such a
design ensures that the tax effectively targets the upper fraction of the capitalist
class and not cash-poor workers, business owners, or pensioners (cf. McCaffery
2017; Saez and Zucman 2019b; Zucman 2024).

A different concern is that the economic value of the targeted wealth stock does
not always lend itself to easy measurement. To prevent avoidance strategies related
to portfolio composition, a successful wealth tax is premised on a method of wealth
valuation that applies with reasonable precision across a wide range of asset classes,
from high-end artworks to vintage vehicles. However, as mentioned earlier, the
most decisive economic variable for the ultra-rich segments of the capitalist class
is the ownership of corporate stock. As noted by Piketty et al. (2023, p. 579), large
equity stakes in publicly traded corporations are often mandatorily reported to tax
authorities, which makes both the valuation of wealth and the corresponding tax
burden easily measurable. For wealth held in private corporations, where direct
market valuation is more elusive, a wealth tax can instead be thought of as a transfer
of shares from private to public hands: “a 1 per cent wealth tax means that the
owner has to give to the government 1 per cent of her shares in each business she
owns” (ibid; for more extended discussions, see also Saez and Zucman, 2019a and
Zucman [2024]).

Finally, there is the challenge of coordinated tax enforcement within and between
national jurisdictions. Domestic efforts to tax extreme wealth are undermined by
incentives to migrate across regions and borders, and such incentives are amplified
by international tax competition (Alstadsæter et al. 2024). But while the tax-driven
mobility of individuals, corporations, and their assets constitutes a significant
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obstacle to the taxation of extreme wealth, it is far from insuperable. On the
one hand, given the enduring importance of place-specific networks, the risk of
migration responses to taxation is commonly exaggerated (Advani, Burgherr, and
Summers 2025; Young 2017; Young and Lurie 2025; Young et al. 2016). On the other
hand, incentives for such migration can be minimized through at least three policy
channels:

a. an expatriation (or “exit”) tax, already operant in embryonic form in countries
such as Norway and the United States, which follows high-net-worth individ-
uals and their businesses even if they renounce their national citizenship or
residency status;

b. a world financial registry that facilitates cross-country financial information
exchange to combat systematic income and wealth concealment (Zucman
2014);

c. a multilateral tax treaty that institutes an internationally coordinated mini-
mum tax on the ultra-wealthy (Zucman 2024).

Although all of these channels come with challenges of their own, they offer valuable
points of reference in ongoing debates surrounding the nexus that connects the
social problem of extreme wealth and the political economy of optimal taxation.

5 Concluding Discussion

Recent years have witnessed renewed international interest in the progressive
taxation of both income and wealth as a means of combatting the increasingly
concentrated private ownership of society’s resources and the downstream con-
sequences thereof (e.g., Advani, Chamberlain, and Summers 2020; Advani and
Summers 2022; Piketty 2014, 2020; Piketty et al. 2023; Saez and Zucman 2019;
Zucman 2024). However, academic and policy debates alike are marked by fierce
disagreement as to what an optimal tax on the ultra-rich might look like in practice.
This article has sought to contribute to these debates by recasting the theory of social
welfare and optimal policy design through a sociological lens that pays special heed
to the distribution of life chances and to the state of the ecosphere. On this basis,
it has offered a closed-form solution to the optimal tax problem that expresses the
socially optimal top tax rate as a function of three central parameters, all of which
lend themselves to both theoretical specification and empirical estimation: the
elasticity of extreme wealth, the welfare multiplier effect of extreme wealth, and the
welfare multiplier effect of public funds. The article has also offered an extensive
discussion of how these parameters can be interpreted, the range of empirically
realistic values they may take, and the policy challenges which they present.

The presented analysis has abstracted from various technicalities, which, at the
cost of concision and accessibility, would have rendered it more complete. Its focus,
for instance, has been on a linear top tax rate derived under a simplified model
of income and wealth dynamics that does not explicitly address the time horizon
over which the tax is meant to erode extreme wealth. The chosen approach has
substantial expositional advantages which, in the author’s view, outweigh the often
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minimal policy-relevant insights offered by more complex mathematical models.
Despite their greater formal precision, the latter often turn out to be substantively
equivalent to their less convoluted counterparts (see, e.g., Saez and Stantcheva 2018).
On the other hand, a more refined treatment of the stochastic distribution of top
income and wealth makes it possible to quantify the long-run distributional impact
of any chosen tax schedule (Benhabib and Bisin 2018; Blanchet 2023)—a delicate
task from which the present article has refrained. Instead it has sought to furnish the
political economy of optimal taxation with a new analytical foundation. Applying
its proposed framework to the joint analysis of the “ideal triptych” (Piketty et
al. 2023) of progressive income, wealth, and inheritance taxation as well as other
redistributive policies is a natural avenue for future research.

Though empirically anchored, the article has—for lack of space—offered little
more than a cursory treatment of the international tax system and its distributional
profile. A more detailed comparison of different countries and their overlapping
“inequality regimes” would undoubtedly have enriched the analysis, as would a
historical account of different countries’ experiences with wealth taxes and the set
of institutional factors that have led to their near-universal repeal in recent years
(see Perret 2021). Instead, the article has sought to incorporate such empirical
insights into a condensed line of argument, which emphasizes that the key tax
parameters introduced above are socially mediated: they can be made, unmade, or
remade through strategically targeted, well-designed policy instruments. In short,
if democracy can be defined as the social form through which a people, by way
of purposive collective action, organizes its own life chances, then designing tax
policy should be an exercise in democratic politics.
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