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Tax Evasion in Duopoly

with Asymmetric Production Technology (I)
——A Comment on Marrelli and Martina (1988) and Yoshioka (1998)—

Katsuyuki NAKAMURA

In this paper, we review the models of tax evasion in duopoly with asymmetric technology,
modeled by Marrelli and Martina (1988) and Yoshioka (1998). They assume that each firm
maximizes the expected utility from the profit after taxes, evading taxes, and the penalties
and that it has risk averse (decreasing absolute risk aversion) utility function. We show that
these assumptions can’t derive interior solution of tax evasion, and that it depends on other
parameters, especially on the penalty rate and the detection probability. And we show that
under certain condition, these models conclude all firms evade taxes. These consequences are
robust without respect to source of evading taxes.
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