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Simulation Analysis of Dynamic Tax Coordination
- Using Overlapping Generations Model with
Accumulation Process of Public Capital -

Masahiro Hidaka - Hiroki Tanaka

ABSTRACT

In this paper, we expand the static tax competition models in
symmetric small regions, which were indicated by Zodrow and
Mieszkowski (1986) and Wilson (1986), to a dynamic tax competition
model in large regions, taking consideration of the regional asymmetry
of productivity of public capital and the existence of capital
accumulation. We then analyzed the consequence from tax
competition and the impact to economic welfare by tax coordination.

It is assumed that public capital contributed as a public input is
formed on the basis of the capital tax of local governments. Tanaka
and Hidaka (2012) showed the that under a situation with regional
symmetry in the productivity effects of public capital, tax coordination
will improve welfares of both region in the long run.

In this paper, under the situation with regional asymmetry in the
productivity of public capital, simulation analysis shows that there are
potential coordinated solutions. Moreover, the simulation taking
consideration of transition process shows that there are potential
coordinated solutions whose welfare becomes worse than the Nash
equilibrium solution depending on the social time preference rate.
It means that a transformation of tax coordination such as dropout or
change of potential coordinated solutions occurs under an analysis
with transition process.

Keywords : tax competition; tax coordination; overlapping generations; public

input.
JEL Classification Numbers : H72; C79; R53.
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