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Roadmap

1. Show core of the main results

2. Show how to generalize the results
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This paper

Puts the ‘Finance’ f

discount rates, dividends

into ‘Public Finance’

Optimal Tax for i = PV of Income − PV of Consumption

Ti (f ) = yi (f ) − ci (f )
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Core of the main result

How do optimal taxes vary with financial variables?

∂Ti (f )

∂f
=

∂yi (f )

∂f
− ∂Y (f )

∂f
=: S(i , f )

Example: Dividends (f = d) change assets price p = md , so:

∂yi (d)

∂d
= mki =⇒ ∂Ti (d)

∂d
= m(ki − K )︸ ︸

= 0 for ki = K

Slutsky compensation
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Extensions

Risk and borrowing

Closed economy

Return heterogeneity

Bequests
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Key takeaway

In quite a general environment − with elegant modeling choices −

optimal taxes of financial variables take a beautiful pointwise form

∂Ti (f )

∂f
=

∂yi (f )

∂f
− ∂Y (f )

∂f

Elegance − optimal tax analysis is designed so that:

taxation does not affect resources yi (f )
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What if taxation does affect resources?

Next, I show how to generalize the optimal tax analysis when:

taxation does affect resources yi (f ,T), where T is the tax system

equilibrium effects on dividends, earnings, asset prices, . . .

Optimal tax for individual i

Ti (f ,T) = yi (f ,T) − Y (f ,T)
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Back to the question

How do optimal taxes vary with financial variables?

τ(i)︷ ︷
∂Ti (f ,T)

∂f
=

Surplus change due to f = S(i , f )︷ ︷
∂yi (f ,T)

∂f
− ∂Y (f ,T)

∂f

+

∫ [
∂yi (f ,T)

∂Tj
− ∂Y (f ,T)

∂Tj

]
︸ ︸

Surplus change due to Tj = S(i , j)

∂Tj(f ,T)

∂f︸ ︸
τ(j)

dj
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Fixed point problem over tax function

How do optimal taxes vary with financial variables? Answer: τ

τ(i) = S(i , f )︸ ︸
Aguiar, Moll, Scheuer ‘25

+

∫
S(i , j) τ(j)dj

No longer a pointwise optimal tax condition

Instead, a potentially complicated fixed point for the tax function

Entire tax function matters −→ how to characterize τ?
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A way forward

τ(i) = S(i , f ) +

∫
S(i , j) τ(j)dj

Theory of Integral Equations

Volterra ‘30; Kress ‘89

This is a Fredholm equation of the second kind

Next, I will provide a solution
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Building the solution

1st order kernel: τ(j) −→ τ(i)?

K1(i , j) = S(i , j)

2nd order kernel: τ(j) −→ τ(i) because τ(j) −→ τ(h) ∀h?

K2(i , j) =

∫
S(i , h)S(h, j)dh =

∫
S(i , h)K1(h, j)dh

N-th order kernel:

Kn(i , j) =

∫
S(i , h)Kn−1(h, j)dh

Intuition: Taxes −→ asset demand −→ asset prices −→ taxes −→ . . .
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Generalization − optimal taxes

How do optimal taxes vary with financial variables? Answer: τ(i)

τ(i) = S(i , f )︸ ︸
Aguiar, Moll, Scheuer ‘25

+

∫
R(i , j) S(j , f ) dj

where the resolvent equilibrium kernel

R(i , j) =
∞∑
n=1

Kn(i , j)

exact kernel depends on the detailed economy; often very tractable
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How do optimal taxes vary with financial variables?

1. Optimal tax change is based on Slutsky compensation

Powerful, clean idea to put the ‘Finance’ into Public Finance

2. I showed that the key idea is applicable more broadly

putting more Finance into Public Finance

incomplete markets, segmented markets, heterogeneous exposure

key tool: theory of integral equations
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