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Introduction

Imagine you live in a country called “Freeland”. The government has decided to stop 
levying taxes. Instead, all citizens are free to decide whether and how they want to bnance 
services such as education, health or security.

 What could the consequences be if the state does not levy taxes? 

Name three possi'le e"ects on peopleks lives in “Freeland-.
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  As you have already noticed, taxes can have a major impact on life in a community. They fulNll 
various functions. wok taSe a closer looS at a speciNc function.

The gteerinO Function of Taxes
Taxes are the main source of revenue for the state. They are used to bnance pu'lic tasAs that 'enebt 
everyone. Taxes serve various functions, one of which is the steering function. This means that the state 
uses targeted tax measures to direct the 'ehavior of individuals and companies in a desired direcC
tion. This function of taxation is employed to promote socially or environmentally desira'le 'ehaviors 
and reduce undesira'le ones. O prominent example is the introduction of taxes on environmentally 
harmful products or activities, such as the 2BE tax, which aims to reduce the emission of greenhouse 
gases. Hy increasing taxes on harmful goods liAe to'acco or alcohol, the state attempts to decrease 
their consumption. 2onversely, tax incentives, such as su'sidies for renewa'le energy or tax 'reaAs 
for environmentally friendly investments, can support positive 'ehavioral changes. Thus, the steering 
function of taxes serves as an instrument for the implementation of political and social goals.

  ThinS of three examples for khich you kould levy taxes in Freiland that fulNll the function 
mentioned in the text.
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Rpportunities and -isSs of the gteerinO Function of Taxes
The steering function of taxes o"ers numerous opportunities to promote social and environmental 
goals. The state actively intervenes in the 'ehavior of individuals and companies through tax measures to 
achieve desired changes. Bne prominent example is the 2BE tax, which aims to reduce greenhouse gas 
emissions. qnvironmentally harmful products and activities are bnancially 'urdened, creating incentives 
to choose more environmentally friendly alternatives. This is complemented 'y su'sidies for renewa'le 
energy or tax 'reaAs for sustaina'le investments, which motivate companies and individuals to invest in 
ecoCfriendly technologies. Thus, tax policy contri'utes to climate protection and the creation of a more 
sustaina'le society.
jowever, this steering function also carries risAs. jigh taxes on certain products or services could 
disproportionately 'urden lowCincome households and exacer'ate social inePualities. Furthermore, 
high tax 'urdens may lead to 'usinesses relocating a'road, which could ·eopardize ·o's and economic 
sta'ility. Odditionally, the e"ectiveness of tax incentives is often limited, as companies might taAe 
advantage of the 'enebts without genuinely implementing sustaina'le measures.
Halancing the opportunities and risAs is crucial. Bnly a wellCthoughtCout tax policy that ePually considers 
ecological and social aspects can ensure that the positive e"ects outweigh the negative consePuences. 
2recise planning and continuous ad·ustments are essential to achieve longCterm goals and avoid undeC
sira'le side e"ects.
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Rpportunities -isSs

-eOressive impact on lokPincome households 3 Eromotion of innovation and sustainable techP
noloOies 3 BncouraOement of sustainable consumption 3 Bconomic burden for businesses and 
households 3 Mehavior chanOe 3 gtrenOtheninO public Nnances 3 “isaliOned incentives and tax 
avoidance 3 -elocation of companies abroad 

  Would you levy taxes kith this function in ”Freeland.? 

qxplain why you thinA the taxes maAe sense or not.


