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Abstract

This paper examines the effects of tax enforcement policies on growth, income
inequality and welfare in an endogenous growth framework. There are two types of
individuals in our economy: the capitalists who are able to engage in tax evasion
activities and the labor who are with full tax compliance. The government levies
different tax rates on both types, and then allocates the tax revenues between
enforcing tax compliance and providing public infrastructure. We examine the effects
of policies, including the tax rates, and punishment—fines, on growth, income
inequality and welfare. The main findings are as follows. First, increasing
punishment—fines can stimulate growth and reduce income inequality. Second,
increasing the labor tax may boost economic growth, while it also worsens inequality.

Finally, most tax enforcement policies have a positive effect on income inequality.

Keyword: tax enforcement, endogenous growth, inequality, welfare
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