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This Paper

• Question:When is wealth tax preferable to capital income tax? What is optimal mix of wealth
and capital income taxes?

• Methodology: Infinite horizonmodel of entrepreneurs andworkers’ decisions
• key features: heterogeneous productivity, heterogeneous returns, collateral constraints

• Results:
• positive analysis: increasing wealth tax increases aggregate productivity
• normative analysis: optimal mix as a function of capital-elasticity of output (α)
• keymechanism: wealth tax places similar burden on entrepreneurs with similar wealth,
regardless of productivity, while capital income tax places higher burden on high
productivity entrepreneurs (use-it-or-lose-it effect)

• Contribution: analytical framework to inform public policy
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Comments I: Implications for public policy

• Public policy debate about wealth vs capital income taxes to tackle increasing inequality→
Piketty et al. (OxREP 2023)

• Calibration of elasticities (α, ξK , ξRl , ξRh ) to empirical values from different countries/contexts
• Implications in terms of positive and normative analysis
• How do the relevant values of α, ξK , ξRl , and ξRh affect the impact of higher wealth tax onproductivity and aggregate variables? and the optimal mix of capital income andwealth tax?
• How far are optimal policies from those implemented in reality? How does this depend on the
relevant values of elasticities?
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Comments II: Role of collateral constraint

• Collateral constraint (λ) is a key feature of themodel→ implications for liquidity issues

• What is the link between α and λ in this framework?
• Collateral constraint andwealth weighted productivity:

k ≤ λa

Z ≡ shzλ + (1 − sh)zl

zλ ≡ zh + (λ − 1)(zh − zl)

• Steady-state condition:
αzλ < Z

if λ ↑↓, what happens to α?
• How do lower/upper bounds of optimal taxation vary with λ andwhat consequences for optimal
taxation results?
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Comments III: Sensitivity

It would be interesting to see if/howmain results changewhen allowing for:

• Other tax instruments:
• non-linear labor income tax function (HSVQJE 2017)
• consumption tax (more relevant in Europe than US)

• Alternative social welfare functions:
• transition dynamics taken into account
• inequality averse social planner (instead of utilitarian)
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