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Abstract: This research aims to show that the taxation of income from capital and income from gainful activities are closely 

connected with economic and fiscal principles, which are a highly important component of understanding and optimizing tax policies 

in contemporary economies. The correct valuation of income from the exploitation of own and labor capital, and the calculation and 

implementation of optimized tax rates are essential to be able to ensure a sustainable fiscal balance, to increase economic efficiency 

and to maintain social equity. The importance of researching these principles goes far beyond the theoretical and academic framework, 

with major practical applications for governments and economies of all countries around the world, all in the context of increasing 

economic globalization and the increasing digitalization of financial markets. The useful exchange of information between more and 

more countries of the world on asset holdings and capital income can effectively combat tax evasion, especially in the context of 

capital transfers involved in international investments. As digitization makes its presence increasingly felt, the integration of tax 

information can help governments to create more transparent and fairer tax systems. 
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Introduction 

If we look from an economic point of view, a very clear and detailed understanding of the taxation of 

capital income essentially allows the realization of a tax system capable of minimizing economic distortions and 

promoting economic and tax efficiency. If capital income is not viewed in a non-optimal way, very negative 
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effects on the investment and financial decisions of citizens and companies can arise. Optimal taxation of 

capital income is about balancing government or competitive market incentives to save and invest with the 

intrinsic need to raise public revenues. If the overall fiscal framework is not conducive, capital has a tendency to 

be invested in undesirable directions that can undermine both market stability and the efficiency of allocation of 

economic resources. 

Looking from a tax perspective, the theoretical and empirical study of the taxation of income from 

capital and labor makes a decisive contribution to fairer, sustainable and robust tax collection systems. Public 

authorities in virtually every country need stable sources of revenue to support public spending, and optimal 

taxation of capital and labor is an unavoidable part of this process. Applying non-discriminatory, homogeneous 

tax rates to different forms of capital income such as interest, dividends and capital gains can effectively prevent 

tax arbitrage. If widely varying forms of income are taxed differently, there is a high risk that individuals and 

companies will attempt to minimize the tax burden by shifting capital between different asset classes, precisely 

by taking advantage of the comparative advantages offered by different tax treatments. The digitization and 

interconnection of asset registers are real and realistic solutions that offer valuable opportunities to implement a 

highly coherent system in which all income from the exploitation of capital is treated homogeneously. This 

mechanism would clearly simplify tax administration, making it more efficient and fairer. If we look from the 

point of view of tax administration, the detailed study of these economic and tax concepts becomes of great 

importance in creating the design of more complex tax policies, tailored to the current needs of the economy 

and society. The massive digitization of the tax system discussed in the chapter opens new possibilities for 

streamlining tax collection and improving tax compliance. Public authorities have, for example, digital 

technologies at their disposal to effectively use detailed registers of income and assets, facilitating the smooth 

functioning of a more uniform tax system and reducing the risks of tax evasion. 

Another important administrative implication is to increase the capacity of digital systems to better 

monitor and manage taxpayers' income and assets, both nationally and internationally. The useful exchange of 

information between more and more countries of the world on asset holdings and capital income can effectively 

combat tax evasion, especially in the context of capital transfers involved in international investments. As 

digitization becomes increasingly present, the integration of tax information can help governments to create 

more transparent and fairer tax systems.  

The particularly striking economic, fiscal and administrative importance of a thorough study of the 

taxation of capital and labour income in the context of the technical possibilities offered by digitalization stems 

from the need to ensure a tax system that is fair, efficient and adaptable to the new economic and technological 

realities. 

1. Literature review 

National tax systems in contemporary economies are, in most cases, simplified from theory and 

structured for ease of administration. Most national models prefer taxation through a progressive tax system, 

most commonly known as a synthetic income tax system (Rubolino & Waldenström, 2020). In such a systemic 
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typology, each type of income, whether from labor, investment or other various sources, is subject to the same 

general tax rules. 

For example, a tax system characterized by duality may tax labour income and capital income in distinct 

ways, applying differentiated rules for each of these two categories. In the latter example of a tax system, the 

marginal tax rate on labor is determined exclusively by an individual's earnings from gainful activities and is 

not influenced by the level of income from other sources, such as investments or property. In a relatively similar 

way, the tax on capital income is based exclusively on earnings from the exploitation of equity capital, 

independently of wage earnings. This separability may simplify the computational and tax collection processes, 

but it has some drawbacks, limiting the flexibility of governments to adjust tax rates to better reflect the overall 

financial situation of the taxpayer. 

A summary of the sub-topics related to tax enforcement and revenue collection is summarized in Table 

no. 1. 

Table no. 1: The role of digitization in tax enforcement and revenue collection 

Theme Relevant information 
References 

Tax Enforcement 

Technology 

Digitization improves the 

efficiency and 

effectiveness of tax 

enforcement, allowing 

more accurate collection. 

Ranchordas and Scarcella (2021);  

Boar and Midrigan (2022);  

Agrawal and Fox (2021); 

OECD (2021); 

Bellon et al (2022); 

Walker (2022); 

Alm, Bloomquist & McKee (2020) 

Slemrod (2019); 

Ranchordas & Scarcella (2021); 

Keen & Slemrod (2021); 

Xiao & Shao (2020). 

Reducing 

transaction costs 

A digitized 

implementation can lower 

application costs and 

bring more efficiency in 

revenue redistribution. 

Olbert and Spengel (2019);  

Ferriere et al. (2023);  

Chakraborty (2020); 

OECD (2021); 

Bellon et al (2022); 

Rogoff (2020); 

Grinberg (2012); 

Xiao & Shao (2020); 

Martínez-Vázquez et al. (2023); 

Keen & Slemrod (2021); 



  Social Economic Debates 
  Volume 14, Issue 1, 2025 

    ISSN 2360-1973; ISSN-L 2248-3837                                
 
 

 

4 
www.economic-debates.ro 

Tsindeliani et al (2021). 

Source: own construction based on literature review 

Broadly speaking, tax rates on earned income are calculated independently of income from various other 

sources. Many countries around the world implement wealth tests or define asset-related criteria when 

determining eligibility for social benefits, including, for example, health insurance, disability benefits, 

unemployment or social assistance. These methods of testing induce a form of interdependence between tax 

systems on the one hand and social benefit programs on the other.  

These synergies and correlations raise the question of whether they are socially acceptable to the 

majority of citizens and how they can be managed effectively. If national public authorities decide that such 

linkages between tax systems are necessary in order to achieve tax equity and fair redistribution, in these 

circumstances digitization becomes of utmost importance for the administration of these complex systems. 

Digital technologies can facilitate the integration and analysis of data from different types of income and assets, 

and thereby enable tax authorities to determine much more accurately the taxes due and the corresponding 

benefits for each individual taxpayer. 

Mirrlees' (1976) now classic model of optimal taxation has been a valuable theoretical starting point for 

the discussion of tax interdependencies. This model stipulates that the ability to earn, i.e. labor income, is the 

primary determinant of the economic differentiation of individuals. On the basis of his own model, Mirrlees 

concluded that optimality-oriented tax systems should apply separate and independent taxes on income and 

assets respectively. So the very idea of creating complex interdependencies between different tax systems was 

not considered absolutely necessary. Subsequently, even many years later, some studies (Chari, Nicolini, & 

Teles, 2020) confirmed that interdependencies can be considered as absolutely unnecessary in such contexts 

characterized by simplicity. Therefore, in the fundamental scenarios in Mirrlees' descriptions, digitization would 

not be able to bring significant benefits by creating additional linkages between different tax regimes. 

The tax simplification described by Mirrlees' model is not always applicable in national economic 

realities. In practical situations, individuals are not realistically differentiated only by their ability to earn. Many 

other characteristics, such as personal preferences, initial or acquired endowments or family structure, influence 

economic behavior and the individual's ability to generate income. Ultimately, these significant differences 

make the application of a unitary tax system clearly less efficient and, in some particular cases, may even 

require the introduction of interdependencies, synergies or correlations. Empirical work of a recent nature, such 

as that of Manski (2014), has extended the optimal tax model by taking into account several dimensions of 

individual behavior and preferences. These investigations of individual preferences and tax systems have shown 

that, in more complex situations, tax interdependencies may even become indispensable to ensure a fair 

distribution of taxes and benefits. 

In all this context, digitization has the historic opportunity to become an extremely valuable tool. It not 

only enables the collection and analysis of data from numerous and varied sources, but also facilitates the 
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integration of information about earnings, assets, and other economic characteristics that are tax relevant for 

taxpayers and authorities (Larikaman, Salehi, & Yaghubi, 2024). 

In today's context of globalization and interconnected economies, digital technologies also have a role to 

play in facilitating the international exchange of tax data between jurisdictions. 

Also with digitization, authorities in several countries can work together more efficiently and exchange 

information about income and financial accounts held in other countries, reducing the scope for cross-border 

evasion. International agreements between countries, such as those promoted through the OECD's formal 

framework, allow the automatic exchange of tax information between national jurisdictions and help create a 

more transparent and level playing field. 

Through all these described mechanisms, digitization manages to bring a number of advantages in the 

administration of highly complex tax systems and in the management of the interdependencies that arise 

between different tax regimes and the social benefits provided to the population (Tsindeliani et al., 2021). 

Increasingly sophisticated and efficient technologies can make their contribution to creating more 

integrated and fairer tax systems, capable of efficiently and rapidly managing the interdependencies between 

different sources of income and benefits; moreover, doing so without compromising fairness or transparency. It 

can therefore be argued that digitization is a much-needed solution for the future of taxation, enabling national 

governments and local authorities to address more effectively the challenges brought about by global mobility 

and the increased complexity of modern economies. 

In tax theories, an optimized tax system should include a certain limited amount of interdependencies 

between tax regimes, i.e. equal to the number of characteristics that differentiate individuals. In cases where the 

diversity of features is higher, the interdependencies will require higher integration within the tax system. The 

most important goal related to these interdependencies is to succeed in decreasing the number and frequency of 

economic distortions caused by taxes (Kjoseva, 2021). 

Digitalization also has a very important role to play in the implementation of such highly complex tax 

systems. Through the use of digital technology in taxation and economics, national public authorities can set up 

databases to collect and analyze information about taxpayers' labor and capital income. This data can then be 

highly operationally processed to adjust tax rates in real time, taking into account changes in the economic 

behavior of individuals in society. Modern digital technologies can also help to promptly identify tax avoidance 

behavior by very operationally finding those financial flows that are susceptible to tax manipulation. 

To understand more deeply the need for interdependencies in taxation, we need to turn our attention to 

cases in which individuals are observed to be differentiated along several economic dimensions other than 

individual earnings. For example, they may exhibit heterogeneous consumption preferences, different saving 

rates or varying financial needs (Dehnert & Schumann, 2022). If public authorities are able to identify and 

measure these differences and act by adjusting tax schemes accordingly, they can then redistribute income in a 

clearly more efficient way, better targeting aid and social benefits. 
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In the economic literature, this practice is defined as cheating the system because taxpayers create 

compounding deviations in their behavior to reduce their tax liability. As a practical example, they might 

artificially simulate their earned income and invest more in equity, knowing that these two types of income are 

taxed separately. 

So not only does the use of modern technology succeed in making it easier to enforce taxes correctly, it 

also leads to situations where tax evasion and tax fraud become much more difficult to do in practice. 

Empirical research provides several concrete examples, one of which is inspired by the applications of 

economists Diamond and Spinnewijn (2011). The original hypothesis assumes that labor income is taxed in this 

system, but capital income is not taxed at all. In such situations, individuals who manage to save more and have 

a lower time preference might be willing to choose to work less in the present and save more for a more distant 

time horizon. Individuals with these behaviors would thus try to avoid taxes on labor income by directing their 

earnings into non-taxable investments. Such rational strategies by individuals can distort the labor market, 

thereby reducing the labor supply and affecting the tax base. 

Digitization would thus not only succeed in decisively simplifying the administration of complex tax 

systems, but could even enable more flexible and fairer tax policies (Tsindeliani et al., 2021). 

For example, if national government authorities observe that an individual is attempting to minimize tax 

on personal earned income by manipulating capital gains, they can adjust taxes without further argument to 

quickly and effectively counter this strategy. This important flexibility is impossible to achieve under traditional 

or current systems, where taxes are set in annual tax frameworks and changes can only be made over the long 

term and with the involvement of legislators. 

Even more than that, digitization allows, through associated technologies, better collection and management of 

data of any economic nature, thus facilitating collaboration between the countries of the world in the fight 

against transnational tax fraud and evasion. With the help of new and advanced technologies, governments can 

exchange useful taxpayer information with other states, thus detecting asset transfers to offshore accounts and 

other tax avoidance strategies much more easily (Grinberg, 2012). 

2. The impact of lifetime income taxation 

The most important idea that has been addressed above emphasizes very precisely the importance of a 

tax system that is able to mirror the complexity of each individual's economic life. A tax system based on 

principles of optimality should not be static or simplistic; on the contrary, it should take into account the 

diversity of individuals' financial characteristics and circumstances over the course of their lives.  

This means that in the realistic circumstances in which people are evolving, their earnings change, and 

so do their abilities to earn income (Wachter, 2020). 
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An absolutely optimal tax approach should be based on an individual's total historical earnings, not just 

on momentary, observable annual or monthly income. Such an approach implies that there are real 

interdependencies between annual earnings and the tax actually levied, so that the marginal tax rate for a point 

in time in a given year depends not only on the income earned in that time period, but also on past and even 

future income. In this way, taxation must take into account the whole economic picture of the individual, which 

in itself reflects the individual's capacity to generate income over a lifetime. 

From a purely theoretical perspective, this approach may seem highly sophisticated, but this is where 

digitization comes in. Digital technologies enable governments to collect, store, analyze and correlate taxpayers' 

economic data over long periods of time. Through digitization, specialized public authorities can more 

accurately track a person's earnings over several years, including creating a complete financial profile. These 

feasible steps not only simplify the taxation process, but also effectively facilitate a fairer redistribution of the 

revenue collected to the budget, as the tax system will be able to adjust tax rates precisely for the purpose of 

better illustrating an individual's actual earning capacity (Junquera-Varela & Lucas-Mas, 2024). 

For example, if an individual realized high earnings one year but lower income on other occasions, a 

traditional tax system would react by imposing a flat rate based on annual income. In contrast, a digitized and 

sophisticated, much more adaptive system can recognize these fluctuations and adjust the tax rate operationally, 

allowing the taxpayer to avoid being overtaxed only punctually, momentarily, because they had a more 

profitable year. Governments can therefore, through such more elastic, adaptive systems, redistribute the 

resources at their disposal more efficiently, ensuring that those who have, on average over a longer time 

horizon, lower lifetime incomes benefit fairly from lower taxes and more opportunities for support. 

Individual earnings histories thus provide an important set of relevant data on an individual's ability and 

opportunities to earn income. By analyzing these highly complex datasets, authorities can appropriately set 

fairer and more efficient taxes. Digitization also allows governments to use more interesting signals to infer 

how high these individual citizens' abilities are and to adjust taxes in an informed way. Instead of a uniformized 

and unindividualized taxation, a modern conceptual and technological system can condition tax rates on a 

person's entire economic trajectory over their lifetime, thereby reducing efficiency costs and achieving 

redistributive goals in a fairer way (Turina, 2020). 

A digitized tax system may even allow access to even more sophisticated solutions in highly volatile 

situations where individuals have different earning abilities in each year of their lives. In such situations, the 

traditional taxes currently used, which do not take these variations into account, fail to work optimally. Instead, 

a non-linear approach allowing dynamic adjustments of tax rates would be needed. Today's rigid 'one size fits 

all' approaches (Fitzpatrick & Thompson, 2010) cannot cover the complexity of realities in today's economies, 

where individuals go through successive career changes, periods of unemployment, education or retirement. 

Highly digitized tax systems allow national governments to collaborate more effectively internationally. 

In a contemporary economic world in which capital and labor are increasingly mobile, and individuals can 

move their income and assets to many countries around the world, digitization is becoming a truly indispensable 
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tool to combat global tax evasion (Martínez-Vázquez, Sanz-Arcega, & Martín, 2023). Through secure data 

exchanges between countries, authorities have effective possibilities to monitor money transfers and 

investments that cross national borders, drastically reducing the scope for tax avoidance. This adds a higher 

level of transparency and security, helping to protect the integrity of national tax systems. A very brief overview 

of the literature on international cooperation and cross-border challenges is given in Table no. 2. 

Table no. 2: International cooperation and cross-border income tax challenges 

Theme Relevant information References 

International 

information 

exchange and 

cooperation 

Digitization and 

international registries 

help share data to combat 

global tax evasion. 

Hanappi et al. (2024);  

OECD (2014);  

Zucman (2015); 

Grinberg (2012); 

OECD (2021); 

Alm et al (2020); 

Keen & Slemrod (2021); 

Bunn et al (2020); 

Fichtner & Heemskerk (2020); 

Xiao & Shao (2020); 

Clavey et al. (2019). 

Residence versus 

source taxation of 

income 

The choice of withholding 

or residence taxation can 

be influenced by 

digitization, which allows 

global asset tracking. 

Revesz (2020);  

Ranchordas and Scarcella (2021); 

Nakayama et al. (2021); 

Grinberg (2012); 

Devereux & Vella (2018); 

Feldstein & Wrobel (2017); 

OECD (2021); 

Keen & Slemrod (2021); 

Nakayama, Perry & Klemm (2021); 

Torgler & Murphy (2019); 

Alm, Bloomquist & McKee (2020). 

Source: own construction based on literature review 

3. The redistributive efficiency of progressive lifetime income taxation 

Theoretical equity models of tax systems stipulate that taxation based on an individual's entire lifetime 

can be fairer and more efficient than taxation based on each year's income. The idea is essentially quite 

simplistic: if two individuals realize similar total lifetime incomes, but one has more heterogeneous earnings 
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from one year to the next, he or she may find himself or herself paying more tax, globally speaking, in a 

progressive annual system (Boar & Midrigan, 2022). 

This discrepancy in tax liabilities arises mainly because of the way smaller or larger fluctuations in 

income are treated by annuity-based tax systems. Instead, a calibrated and life-course-focused tax model would 

be able to calculate taxes due based on total cumulative lifetime earnings, thus eliminating the problem of 

inequality caused by severe year-to-year variations. 

Another intuitive advantage of lifetime taxation is that it provides a much more accurate measure of a 

person's economic capacity than annual taxation. Virtually all individuals' incomes can vary very consistently 

over the years, depending on career changes, economic status, investments and other factors. On the other hand, 

financial markets are often characterized by imperfections related to risk and capital constraints. These may 

include the lack of effective insurance for risks related to earned income and the exploitation of capital or limits 

on borrowing and liquidity. Tax systems based on the annularity of income reporting fail to compensate for 

these imperfections and even put undue pressure on individuals in periods of lower income, while periods of 

higher income are more easily taxed. 

The transition to a system of lifetime taxation could address these problems by redistributing income 

much more effectively. By reducing the tax burden on the individual when they earn lower incomes and 

increasing it in higher-income brackets, governments might be able to smooth economic earnings discrepancies 

and could even provide more adequate support when it is most needed (Nallareddy, Rouen & Serrato, 2022). 

This type of taxation would also appreciably mitigate the distortions created by the incentives under current 

systems to shift income between periods with more aggressive and more permissive tax regimes, respectively. 

For income in general, but particularly for income from the exploitation of capital, this flexibility would reduce 

tax avoidance tendencies, especially through highly complex tax planning strategies such as deferral of gains or 

loss carry-forwards. 

With the wider use of digital technology, governments will be able to monitor the cumulative earnings 

of each taxpayer and even adjust tax rates accordingly. In other words, instead of focusing only on a person's 

earnings in a single year, tax systems will be able to take into account a person's entire financial history from 

the beginning to the end of their active work (Afield, 2021). By applying this principle, an individual who 

occasionally earns more money in one year, but has lower income in others, will not be unfairly penalized by 

the tax system for that temporary fluctuation. This new tax paradigm helps to achieve a fairer and more efficient 

redistribution of resources, and would even facilitate the achievement of complex fiscal and social goals at 

much more moderate efficiency costs. 

Also, through the technologies associated with digitization, national tax authorities can create exact 

mathematical algorithms that automatically adjust all marginal tax rates by multi-year cumulative earnings 

(Walker, 2022). If, in contrast, a taxpayer had higher net earnings in the early years of employment, but 

subsequently his or her earnings declined, tax rates could be adjusted accordingly to reflect this decline in 
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productivity. This reduces the tax burden during periods of low earnings. This automatic tax adjustment allows 

the system to tax more accurately and fairly, and it is precisely digitization that makes such flexibility possible. 

Another benefit that can be derived from digitization is the significantly greater ability to combat 

complex and inventive tax avoidance strategies. In income-based tax systems, taxpayers have multiple 

opportunities to shift income from one year to another in order to benefit from lower tax rates. These behaviors 

are even very common for capital income, where gains can be manipulated to defer or report only when 

deductions or tax credits are available. In contrast, a highly digitized tax system that tracks lifetime earnings 

could technically prevent these tactics (Walker, 2022). 

Digitalization thus makes its significant contribution not only in simplifying tax administration, but also 

in ensuring fairness and equity in modern tax systems (Martínez-Vázquez, Sanz-Arcega, & Martín, 2023). 

Through long-term monitoring of individuals' earnings and dynamic adjustment of tax rates, public authorities 

will be able to drastically reduce the impact of temporary fluctuations in labor income and can redistribute 

income more efficiently. This means that digitization not only supports a more transparent and accurate tax 

system, but contributes more generally to the economic stability of society by flattening the effects of financial 

shocks at the level of the individual. 

Another argument in favor of digitization is the ability of the digitized tax system to collect and analyze 

data continuously and in real time. This technological facility allows public tax authorities to adjust policies and 

methods of intervention more quickly in order to react to economic changes without long and unwanted delays. 

In the past and even today, changes in fiscal policy were rather characterized by slowness and complexity, 

requiring a plethora of resources and generous time for implementation. Partially now and much more 

extensively in the future, with the help of digital systems, changes can be made operationally, and the necessary 

adjustments in the system can be applied automatically without extensive manual intervention. There is, 

therefore, including a paradigm shift in the way taxes are administered, allowing authorities to be more flexible 

and efficient (Belmonte-Martin, Ortiz, & Polo, 2021). 

4. Joint taxation of labor and capital income 

As already mentioned in our theoretical assertion, individuals differ in a variety of economic and 

personal characteristics. As a result of this variety, interdependencies in tax regimes are not only desirable, but 

become necessary. The concept of the "New Dynamic Public Finance" conceptually emphasizes the importance 

of these interdependencies, including arguing that they are very important in the process of ensuring an efficient 

redistribution of income and resources (Fisher, 2022). 

Such a perspective suggests that progressive or other non-linear taxes on labor, consumption and capital income 

are vital parts of an economic and fiscal model in which individuals have different lifetime earning capacities. 

This approach has been extensively explored in the finance literature, and it has been shown theoretically and 

empirically that efficient and equitable tax regimes should be highly dependent on the levels of assets and 

capital income that individuals have. Thus, if viewed through the spectrum of optimality, taxation cannot be 
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applied uniformly and will ultimately have to be tailored to the economic circumstances of each individual. An 

overview of the main themes relating to digitization and capital income taxation is summarized schematically in 

Table o. 3. 

Table no. 3: Digitization and capital income taxation 

Theme Relevant information 
References 

Capital income 

taxation and 

fairness 

Digitization helps the 

uniform application of 

capital gains taxes, 

reducing tax inequities. 

Hanappi et al (2023);  

Xu and Shao (2020);  

Ranchordas and Scarcella (2021); 

Grinberg (2012); 

Devereux & Vella (2018); 

Feldstein & Wrobel (2017); 

Keen & Slemrod (2021); 

OECD (2021); 

Gerritsen et al (2024); 

Scheuer & Slemrod (2021); 

Monitoring external 

assets 

Governments can monitor 

capital gains held abroad, 

reducing cross-border tax 

evasion. 

OECD (2014);  

Zucman (2015);  

Fichtner & Heemskerk (2020); 

Grinberg (2012); 

Devereux & Vella (2018); 

OECD (2021); 

Torgler & Murphy (2019); 

Keen & Slemrod (2021); 

Rogoff (2020); 

Xiao & Shao (2020); 

Zucman (2015). 

Source: own construction based on literature review 

Taxation of individuals' assets and capital gains becomes very important in this context. When the 

redistribution of income is conditional on the level of assets that individuals have or on the gains realized from 

the exploitation of investments, governments have the possibility to avoid distorting the economic behavior of 

individuals. To explain in more detail, those with lower lifetime incomes are not discouraged from working or 

saving, since the tax system is designed to be less aggressive in periods of low lifetime income and fairer in 

periods of higher lifetime income.  

Fiscal interdependencies, while having high complexity, can instead generate significant gains for 

society as a whole.  
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Some research has focused on demonstrating that tax systems that include checks on household assets 

and make taxation conditional on wealth levels are much more likely to be able to achieve better redistribution 

and increase overall welfare. But there are other prerequisites for these models to work, such as advanced 

capabilities to collect and manage taxpayers' financial data. This is where digitization comes in, as we have 

repeatedly pointed out, making it possible to monitor economic and personal information with high accuracy 

and efficiency (Martínez, Arzoz & Arregui, 2022). 

An additional advantage provided by digitalization is its ability to substantially improve the trade-off 

between equity and efficiency in tax systems. While it is a desirable objective as a function of public finance, 

increasing revenue redistribution also brings with it higher efficiency costs, as higher tax rates can discourage 

work and saving. But there are also solutions, because by collecting and analyzing data digitally, governments 

have the chance to adjust tax rates in such a way as to minimize these negative effects. The benefit is lower 

taxes for the same overall redistribution of income or, conversely, more redistribution without increasing the 

overall tax burden on taxpayers. 

But digitization can do more than that, as it not only monitors income, but also manages information 

about assets and capital. Many countries around the world are now deploying technologies that allow them to 

access financial data at high speed and with high security, facilitating a global understanding of taxpayers' 

economic situation. For example, by using digital databases and sophisticated computational algorithms, 

governments can more easily identify discrepancies and suspicious behavior (Simonofski et al., 2022). In 

circumstances where an individual reports low income but instead owns property or other significant assets, a 

digitized system can automatically flag these mismatches, allowing authorities to investigate in a targeted 

manner and adjust taxation accordingly. 

Introducing interdependencies into national tax systems through the use of new technologies can boost 

overall economic efficiency in a society. Taxes that are directly based on the level of assets or capital gains 

allow national governments to provide financial support to those who have had periods of low lifetime earnings, 

but at the same time without creating negative incentives (Auerbach & Gale, 2022). As an effect, it will be 

found that people with low earnings are not discouraged from saving or working more, as they generally realize 

that taxes will be lower when earnings are lower. This is the mechanism by which digitization allows tax rates 

to be adjusted automatically, including by reducing administrative burdens and thereby allowing for fairer and 

more efficient tax enforcement. 

Another advantage of tax digitization mentioned in the literature is that it allows for more flexible and 

adaptable tax administration. In a more traditional system, changes to tax policies over time are slow and often 

encounter bureaucratic obstacles. With modern digital technologies, rapid updates of algorithms developed for 

tax purposes are allowed, and adjustments are made almost instantaneously in tax rates (Evans et al., 2022). 

These opportunities provided represent a fundamental change in the framework for tax administration, allowing 

governments to be more responsive to rapid change and adjust policies in line with inherent economic changes 

and taxpayer needs. A summary of the themes related to optimizing the taxation of earned and consumption 

income is summarized in Table no. 4. 
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Table no. 4: Optimizing taxation of earned and consumption income 

Theme Relevant information References 

Redistribution 

through 

consumption and 

income taxes 

Consumption taxation 

becomes an effective 

solution in developing 

economies where labor 

income is difficult to 

verify. 

Rogoff (2016);  

Gupta and Jalles (2022);  

Saez (2002); 

Alm et al (2020); 

Devereux & Vella (2018); 

Keen & Slemrod (2021); 

Torgler & Murphy (2019); 

OECD (2021); 

Fabris (2019); 

Blasco et al. (2023); 

Gupta & Jalles (2022). 

Income tax and 

fairness 

Tax progressivity can 

improve equity, but it 

comes at an efficiency 

cost in most tax systems. 

Jacobs and Boadway (2014);  

Mirrlees (1971);  

Kaplow (2011); 

Alm et al (2020); 

Devereux & Vella (2018); 

Feldstein & Wrobel (2017); 

Keen & Slemrod (2021); 

Torgler & Murphy (2019); 

Slemrod (2019); 

Gupta & Jalles (2022); 

Advani & Tarrant (2021). 

Source: own construction based on literature review 

5. Digitalization-based proposals to improve tax enforcement technology 

To summarize, digitization has the potential to fundamentally transform tax enforcement and 

management, increasing the efficiency of tax collection and the fairness of revenue redistribution. The advanced 

technologies associated with this phenomenon allow governments access to more accurate data on individual 

and corporate incomes, facilitating the creation and implementation of more calibrated and equitable tax 

systems. The automation imposed by digitization reduces the costs of revenue collection budget, making it 

possible to lower tax rates without reducing the amount needed to redistribute to society. In the literature-based 

reviews, five key concrete proposals to improve tax enforcement technology were identified: 
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 1. Detailed and accurate data on taxpayers' income: The digitization of tax systems provides the 

opportunity for public authorities to obtain more complex and accurate data on the income earned by individual 

taxpayers. 

2. Monitoring and analyzing the connections between wealth and capital income: Digital technologies 

are making it easier to get a clearer picture of how wealth is connected to capital income. Wealth is considered 

to consist of both traded assets (e.g. equities and bonds) and less or no traded assets (real estate, private 

pensions). If data on property and capital income, including interest, dividends, capital gains, rental income, 

among others, are correlated by automated algorithms, public authorities would have the technical capacity to 

better track wealth accumulation and could implement more appropriate and equitable tax measures to address 

economic inequality (Kwilinski, Vyshnevskyi, & Dzwigol, 2020). 

3. Automation in the process of international information exchange: Digital technologies enable the 

creation of international registers to track assets and capital income globally. This technology leads to 

facilitating the exchange of information between countries in faster and more accurate ways, thereby helping to 

combat cross-border tax evasion (Müller, Veile, & Voigt, 2020). The automation of all these information 

processes simplifies collaboration between countries around the world and allows for better monitoring of assets 

held abroad by own nationals, providing a highly efficient mechanism for automated reporting between tax 

authorities in different countries. 

4. Increasing the role of financial institutions as third party reporters: The technologies associated with 

digitization allow financial institutions to act more effectively as third party reporters for the government, 

enabling them to provide clear and detailed information on the capital income and assets held by citizens. In 

turn, banks and other financial institutions can automatically collect and report relevant financial data such as 

dividends, interest and other sources of passive income. This encourages a drastic reduction in the scope for 

concealment of income and facilitates a more transparent and fairer tax system (Chakraborty, 2020). 

5. Increasing the role of consumers as third-party reporters for VAT and sales taxes: Digitization can 

also bring the systemic ability to use electronic payments to track and report consumer taxes, e.g. VAT or other 

sales taxes. With transactions made exclusively in electronic currency, debit and credit cards, purchase and 

payment information can be collected and analyzed automatically and immediately, providing a straightforward 

and efficient method of verifying tax compliance (Bunn, Asen, & Enache, 2020). This automation, given the 

absence of cash in the first place, simplifies the sales tax collection process and secondly, reduces the possibility 

of tax fraud in the retail sector. 

6. The digital revolution in taxation: proposals for fairness and efficiency 

We have already investigated how digitization can fundamentally change tax administration, reducing 

bureaucracy, reducing costs and increasing levels of transparency and efficiency. Technology-enabled platforms 

make it easier for governments to monitor almost all financial transactions and ensure tax compliance. This can 

even reduce taxes without reducing revenue collection. The fiscal success of digitization is not certain, as it also 
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depends on the implementation of secure and accessible digital systems. Based on the literature reviewed, we 

summarize some novel solutions of digitization in support of balancing tax fairness and efficiency, with a focus 

on tax regimes that support redistribution without excessive taxes, reducing costs and stimulating a stable and 

fair economy. 

1. Multinational common registers of assets and shares: We see great merit in the creation of 

internationalized databases to record assets and shares held by taxpayers in multiple countries, which would 

allow governments to tax capital income based on the taxpayer's domicile rather than the source of the income 

(Fichtner & Heemskerk, 2020). One concrete effect would be to profoundly change the way dividends are 

taxed, and could thus offer the possibility of using the corporate income tax. This could be seen as a form of 

dividend withholding tax or it could abolish this type of tax altogether, thus reducing cross-border tax 

avoidance. Technologies to digitize these registers would ensure clear and accurate asset tracing. 

2. Dual tax system based on integrated data on assets and capital income: If data on the quasi-totality of 

a taxpayer's assets and capital income can be successfully digitized, a dual tax system could be created and 

implemented. In this type of system, all sources of income and wealth holdings are interconnected and subject 

to an absolutely unitary tax scheme (Xiao & Shao, 2020). Such a system would operate with a concept called 

"synthetic capital income" at its foundation. It would ensure fair and optimally computed taxation for citizens, 

diminishing the tax differentials that exist in traditional systems between different types of income. 

3. Specificities of progressive consumption taxation in emerging economies: In developing economies, 

the sudden deployment of biometric identification systems and electronic transactions is enabling ethnic access 

to progressive consumption taxation, which is more difficult to achieve in traditional systems. The use of digital 

systems could allow efficient data collection on consumption behavior. This would make it possible to apply 

differentiated taxes according to the type of product that is to be more or less tax-promoted, without the need for 

reduced VAT rates on essential goods. This method is currently used to support revenue redistribution to 

vulnerable groups (Gupta S & Jalles, 2022). 

4. Non-linearity of consumption taxation of perishable and non-transportable goods: Digitization can 

ethnically allow for non-linearity in consumption taxation specifically targeting perishable, non-perishable and 

hard to transport goods. Using such an option could encourage more sustainable consumption behavior. In 

addition, it would allow taxes to be collected in a more efficient way, without such measures unduly 

discouraging other forms of consumption (Blasco, Guillaud & Zemmour, 2023). 

5. Taxing on average annual cumulative income and earnings history: the idea is by no means recent, 

inspired by Vickrey (1947), who suggested a form of taxation that taxes the average annual cumulative income 

of an individual. As a possible alternative, marginal tax rates could be continuously calibrated to an individual's 

lifetime earnings history (Larrimore et al., 2021). Digital technologies can provide the technical support for 

accurate monitoring and calculation of these data. This allows for fairer tax policies that are more equitable and 

tailored to the economic realities of taxpayers. 
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6. Joint taxation of wage and capital income: Such a unitary system would simplify the tax structure and 

would succeed in reducing the inequities that can arise in traditional systems between those who derive their 

income exclusively from labor and those whose primary source of income is from investment and other assets. 

Digitization of the economy and automatic access to the relevant data would make it possible to integrate these 

data for accurate calculation of taxes due (Gerritsen et al., 2024). 

7. Joint global taxation of individual and household income: A tax proposal facilitated by digital 

technologies would be to tax individual and household income jointly. This would achieve a significantly higher 

distribution and an adjustment of tax rates to the real economic situation of households (Bronson, Haanwinckel 

& 2024). It is precisely digital technologies that would simplify the collection and correlation of data at the 

household level, which are absolutely essential in this process, ensuring fair and transparent tax calculation. 

8. Personalized tax systems based on the socio-economic profile of the population ("labeling"): The 

proposal builds on the concept of "labeling" introduced by Akerlof (1978); tax systems can design their tax 

systems to take into account various individual or household characteristics, such as gender, age, health status 

or disability. Essential to such a design is a system that makes it possible to collect and analyze these data. This 

would give governments the opportunity to implement tax policies that are personalized to citizens and 

adjustable according to taxpayers' needs and capabilities (Hammond et al., 2023). 

7. Conclusion 

Different tax treatments of different sources of capital income, such as interest, dividends, capital gains 

or rents, often work in favor of tax arbitrage. This favors, among other things, for example, the transfer of 

capital of the same individual or company from one asset to another, bringing with it market distortions and 

economic imbalances. The increased digitalization of financial markets and the national and international 

interconnection of asset and income registers open new avenues for more uniform and coherent tax systems. 

The concept of "synthetic capital income", still largely theoretical for the time being, proposes a national tax 

system in which all capital income is taxed at the same rate, thus ensuring greater fairness and minimizing the 

temptation of tax arbitrage. In an increasingly digitized economy and society, the interdependencies that arise 

between income from labor and income from the exploitation of capital can be better monitored and used to 

develop dual or synthetic tax regimes, which are primarily designed to optimize economic equity and 

efficiency. The technologies associated with digitization thus become very useful tools, facilitating public 

authorities to upgrade tax enforcement technology, better manage tax information and coherently develop more 

complex tax systems that can lead to better redistribution of revenues and achieve social objectives while 

achieving lower efficiency costs. 

The policy implications that can be developed stem from the need to maintain or not in the future the 

positive taxation of capital income, defined to ensure tax fairness and to avoid as much as possible distortions in 

the economic distribution. Public policies could avoid similar taxation of capital and labour income 

respectively, but instead use separate and optimized rates for each, depending primarily on the specific 

redistributive burden. The creation of integrated tax frameworks at the national level that can include both 
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capital income and wealth simultaneously would reduce tax arbitrage and thus benefit economic stability. 

Digital technologies have the potential to support efficient tax collection, facilitating the monitoring of assets 

and simplifying the unification of tax regimes at a common rate. Moreover, the systematic use of a 

comprehensive tax system covering all income from the exploitation of capital can help to prevent current tax 

loopholes and inefficiencies and improve social redistribution. 
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