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#4 Simple formulas...
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> efficiency of a flat tax
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#6 observable heterogeneity
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Quantifying Inefficiencies

Introduction efficiency test ==» qualitative

Model

quantitative. . .

Main Results

«» Intuition

e, | A= [ (TO)-@©) aFe) - [ ()~ clb) aF©)
Test

% Graphical Test

< Empirical Strategy

does not count welfare improvements
Applications 27((9) > U(Q)

Conclusions
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Conclusions

u(c) =c'77/(1 —o)and h(Y) = aY™

suppose top tax rate
7=lim7(0) = lim T'(Y)

60—0 Y —o0

exists

efficiency condition ==» bound

o+n—1
p+n—2
where ¢ = —limp_ . dlogg(Y)/dlogY .

T <
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u(c) =c'77/(1 —o)and h(Y) = aY™

suppose top tax rate
7=lim7(0) = lim T'(Y)

60—0 Y —o0

exists

efficiency condition ==» bound

o+n—1
p+n—2
where ¢ = —limp_ . dlogg(Y)/dlogY .
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Saez (2001): ¢ = 3
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o

Conclusions

upper bound on 7
o

0 1 2 3 4 5 6 7 8 9 10
elasticity 1/n+1
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Flat Tax
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Model o _|_ _ 1
Main Results TS dlogg(Y7)7

aln nesu —

~ dlogY T U 2
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Conclusions

groups=1,..., N
14(0) and U'(c,Y,0)

unobservable i
single T'(Y)
=P gverage efficiency condition

observable i
multiple T°(Y")
== [\ efficiency conditions

observation:
> T'(Y) =T(Y) may be Pareto efficient
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Pareto efficiency ==» simple condition
generalizes zero-tax-at-the-top result

Pareto inefficient ==» Laffer effects

flat taxes may be optimal...

...more progressivity always efficient
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