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Inequality often at the center of public debates

= How much inequality? Berl r e
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= Sources of inequality?
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Many outcomes

Income, wealth, health, risk of
getting into financial trouble, crime
propensities...

Many types of inequality
Inequality within generations and
across generations, top income
shares, gender inequality...
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Approach
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Many different fields: Public Economics, Labor Economics, Health Economics,
Household Finance, Political Economy, Experimental Economics, Behavioral
Economics, Microeconometrics, Structural Modelling...
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Time Discounting and Wealth Inequality’

By THOMAS EPPER, ERNST FEHR, HELGA FEHR-DUDA,

Cravus THUSTRUP KREINER, DAVID DREYER LASSEN, SOREN LETH-PETERSEN,

AND GREGERS NYTOFT RASMUSSEN®

This paper documents a large association between individuals’
time discounting in incentivized experiments and their positions in
the real-life wealth distribution derived from Danish high-quality
administrative data for a large sample of middle-aged individuals.
The association is stable over time, exists through the wealth dis-
tribution and remains large after controlling for education, income
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Why some people are rich while others are poor is of fundamental interest in
social science. Standard savings theory predicts that people who place a larger
weight on future payoffs will be wealthier throughout the life cycle than more impa-
tient people because of differences in savings behavior. Macroeconomic research
suggests that this relationship between time discounting and wealth inequality can
be quantitatively important and help explain why wealth inequality greatly exceeds

* Epper: School of Economics and Political Science, University of St. Gallen, University of Zurich, and CEBI
(email: thomas.cpper @unisg.ch); Fehr: Department of Economics, University of Zurich, and CEBI (email: emst.
fehr@econ.uzh.ch); Fehr-Duda: Department of Banking and Finance, University of Zurich, and CEBI (email:
helga.fehr@bf.uzh.ch); Kreiner: Depantment of Economics, Center for Economic Behavior and Inequality
(CEBI), University of Copenhagen (email: ctk@cconku.dk); Lassen: Department of Economics, Center for
Economic Behavior and Inequality (CEBI), University of Copenhagen (email: david dreyer lassen@econ ku.dk);
Leth-Petersen: Department of Economics, Center for Economic Behavior and Inequality (CEBI), University
of Copenhagen (email: soren. leth-petersen @econ ku.dk); Rasmussen: Depanment of Economics, Center for
Economic Behavior and Inequality (CEBI), University of Copenhagen (email: gregers nytoft.rasmussen@econ.
ku_dk). Stefano DellaVigna was the coeditor for this article. We thank Martin Browning, Chnistopher Carroll, Russell
Cooper, Thomas Dohmen, Nir Jaimovich, Alexander Sebald, Erik Wengstrom, and seminar participants at Harvard
University, Institute for Fiscal Swdies (IFS), Furopean Central Bank (ECB), Aarhus University, University of
Bologna, University of St. Gallen, University of Zurich, IFN Stockholm, Fourth European Workshop on Houschold
Finance, CEPR Public Policy Symposium 2018, IIPF Annual Congress 2018 and AEA Annual Meeting 2019 for
helpful comments and discussions. We are also grateful for comments by four referees who have improved the paper
considerably. Financial support from the European Rescarch Council on the Foundations of Economic Preferences
(295642) and HHPolitics (313673) and the Candys Foundation is gratefully acknowledged. The activities of CEBI

are financed by the Danish National Research Foundation.

"Go to https:fidoi.org/10.1257/acr. 20181096 to visit the article page for additional matenals and author

disclosure statements.

Wealth Inequality:
Does Patience Play a Role?
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Patient individuals are wealthier

Approach

in 8 weeks in 16 weeks

Experimentally elicited
preference parameters
linked to administrative
records on wealth + ...

Result

ASSOCIATION BETWEEN PATIENCE AND WEALTH

55

54

53
» 52
=
<C
(-4
L 51
=
=
& 50
= MIDDLE
[~
= 49
<C
[N N)
= 48

IMPATIENT

47

46

45

2001 2003 2005 2007 2009 2011 2013 2015

YEAR

The graph shows the average position in the wealth distribution of three
equally-sized patience groups of people over the years 2001-2015.
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Tax Evasion and Inequality’

By ANNETTE ALSTADSETER, NIELS JOHANNESEN, AND GABRIEL ZUCMAN*

Drawing on a unique dataset of leaked customer lists from offshore
financial institutions matched to administrative wealth records
in Scandinavia, we show that offshore tax evasion is highly con-
centrated among the rich. The skewed distribution of offshore
wealth implies high rates of tax evasion at the top: we find that the
0.01 percent richest households evade about 25 percent of their

( ]
taxes. By contrast, tax evasion detected in stratified random tax W I h In I I ()
audits is * " 7 g 2wt o Top wealth u y.

shares in irted assets.
highlight to properly
measure ® 7
Role of Tax Evasion?
The size and ) ained interest and

controversy amd W GRS ax evasion is done
by the wealthy, a view fueled recently by high-profile leaks from offshore financial
institutions such as the “Panama Papers.” Others stress that poorer individuals may
be more likely to evade taxes, highlighting fraud by the self-employed or abuse of
refundable tax credits.

Who evades taxes, and how much, matters for both economists and policymakers.
First, and most importantly, it matters for the study of inequality. Over the last 15
years, scholars have increasingly relied on tax data to study distributional issues,
especially trends in top income and wealth shares (see Roine and Waldenstrim
2015, for a recent survey). Tax returns are the best available data source to study
the top-end of the distribution. because they do not, contrary to surveys, suffer from
sampling errors: everybody above a certain income level has to file a return. But they

*+Alstadseter: Norwegian University of Life Sciences, School of Economics and Busi Christian Mag
Falsens vei 18, 1433 As, Norway (email: annette.alstadsater @nmbu_no): Johannesen: Department of Economics and
CEBI, University of Copenhagen, Oster Farimagsgade 5, 1353 Copenhagen, Denmark (email: niels johannesen @
econ_ku.dk); Zucman: University of California, Berkeley, 530 Evans Hall #3880, Berkeley, CA 94720, and NBER
(email: zucman@berkeley.edu). Thomas Lemieux was the coeditor for this anticle. We thank the Scandinavian
tax administrations (Skatieetaten, Skatteverket, and SKAT), Statistics Sweden, and SVT Uppdrag granskning for
their goodwill and cooperation; Sigurd Bjemestad, Joachim Dyfvermark, Linda Larsson Kakuli, Fredrik Laurin,
Petter Lundberg, Soren Pedersen, Gard Thomassen, and UiQ Services for Sensitive Data (TSD) for exceptionally
valuable assistance; Alan Auerbach, Brooke Harnngton, Send Jonas, Patrick Kline, Adair Morse. Daniel Reck,
Emmanuel Sacz, Joel Slemrod, Daniel Waldenstrem, and numerous seminar and conference participants for help-
ful comments and reactions. We are grateful for financial support from the Nordic Tax Rescarch Council and the
FRIPRO-program of the Research Council of Norway. Johannesen gratefully acknowledges financial support from
the Danish Council for Independent Rescarch and the Danish National R h Foundation. Zucman gratefully
acknowledges financial support from the Laura and John Amold Foundation.

T"Go 1o hups://doi.org/10.1257/acr. 20172043 1o visit the article page for additional materials and author
disclosure statements.
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Large evasion rate by the

Approach
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POSITION IN THE WEALTH DISTRIBUTION

The graph shows the average tax evasion rate by percentile position of
people in the wealth distribution. The overall average is 2.8% as illus-
trated by the red line.
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Fighting Offshore Tax Evasion:
Impact of Automatic Information Exchange?
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AIE improves tax compliance

Approach Result
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SOCTAL POSITIONS AND FAIRNESS VIEWS ON INEQUALITY
Kristoffer B. Hvidberg
Claus Kreiner
Stefanie Stantcheva

Working Paper 28099

This paper 15 a substantially revised version of a working paper previously circulated vader the
title “Social Posttion and Fainess Views.” We thank Beatrice Ferranio. Leonardo D" Amico, Ida
Maria Hartmann and Isabel Skak Olufsen for excellent research assistance. We are also grateful
for comments by seminar participants in the Deaton workshop on Attitudes Towards Inequality
and Redistribution, the Selten Lecture i Bonn, IFN in Stockholm, NHH in Bergen, LSE, UCSD,
UC Berkeley. UCLA. the NBER Public Economics Meetings, and Zunch. We thank Ingvild
Almés, Asger Andersen, Richard Blundell Dietmar Fehr, Emst Fehr, Seren Leth-Petersen,
Andreas Peichl. Ricardo Perez-Truglia, Emmanuel Saez, Julien Senn, David Seim. Krishna
Srinivasan, Bertil Tungodden, Andrea Weber, Roberto Weber, and Matthew Weinzierl for
feedback and suggestions. The activities of CEBI are nanced by the Damish National Research
Foundation grant DNRF134. We are also grateful for nancial support from the Candys
Foundation. The use of the data for this project complies with Damsh legislation
(persondataforordningen. forordning 2016/679 om persondatabeskyitelse) and has been approved
by the Damsh Data Protection Agency (File No. 514-0018/2018-2000 at the Untversity of
Copenhagen). The project includes a randonmized information treatment and was preregistered i
the AER RCT Registry (AEARCTR-0003923). The views expressed heremn are those of the
authors and do not necessarily reflect the views of the National Bureau of Econonuc Research.

NBER working papers are circulated for discussion and comment purposes. They have not been
peer-reviewed or been subject to the review by the NBER Board of Directors that accompanies
official NBER. publications.

Perceptions about inequality
and fairness of inequality?




o? Center for Economics Behavior and Inequality 15

People believe others are closer to themselves than
they really are...

Approach Result
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Role of income mobility for the measurement of

inequality in life expectancy

Claus Thustrup Kreiner®’', Torben Heien Nielsen?, and Benjamin Ly Serena®

2Center for Economic Behavior and Inequality. Department of Economics, University of Copenhagen, 1353 Copenhagen, Denmark

Edited by Angus Deaton, Princeton University. Princeton, MJ, and approved Septamber 28 2018 (received for review July 6, 2018)

This work proposes a method to compute the income gradient in
period life expectancy that accounts for income mobility. Using
income and mortality records of the Danish population over the
period 1980-2013, we validate the method and provide estimates
of the income gradient. The period life expectancy of individu-
als at a certain age, and belonging to a certain income class, is

normall rts in the
same in ount that
a subst: rom their
original | the esti-
mation 40-y-olds
in the t . of dying
before . ", / % income
class, t - ¥ \ . incorpo-
rating S ) L. ature, we

provide a method that predicts income mobility and future mor-
tality simultaneously. Y¥ith this method, the association between
income and life expectancy is lower throughout the income dis-
tribution. Without accounting for income mobility, the estimated
difference in life expectancy between persons in percentiles 20
and 80 in the income distribution is 4.6 y for males and 4.1 y for
females, while it is only half as big when accounting for mobility.
The estimated rise in life-expectancy inequality over time is also
halved when accounting for income mobility.

life expectancy | mortality | inequality | income mobility

L ife expectancy is strongly associated with income across soci-
eties and within societies (1-8). The relationship between
income class and life expectancy within a society is important for
evaluating equity and assessing the costs and benefits of public
health and social security policies (9-14). It is well established
that mortality is decreasing in income across individuvals, and this
relationship is used to estimate the association between income
and life expectancy (6-8, 10, 15). An impressive recent study
(7) provides nonparametric estimates of the association between
income class and period life expectancy using tax return data for
the US population and shows that those in the top of the income
distribution at age 40 can expect to live nearly 15 v longer than
those in the bottom of the distribution.

The calculation of period life expectancy for a given age group
in a given year uses life tables with information about mortality of
older cohorts to estimate future mortality. In an unchanging soci-
ety, in which mortality rates are constant, period life expectancy
will equal the observed average life length. Period life expectancy
is, therefore, a useful summary measure of cross-sectional mor-
tality rates in a given year and is often used to study trends in
mortality (16).

When segregating period life expectancy by income class, the
mortality of older cohorts in the same income class is used to
estimate future mortality. This approach assumes that individu-
als stay in the same income classes over time, which is in contrast
to evidence in economics and sociology documenting significant
income mobility (17). As a consequence, estimates of period life
expectancy of the different income classes will in general not be
equal to the observed average life length, even when consider-
ing, an unchanging society in which mortality and mobility rates

are constant. Some of the individuals originally in the top of the
income distribution within their cohort will move down in the dis-
tribution, while ndividuals in the bottom of the distribution will
tend to move up. Therefore, the method assigns too-high future
mortality rates to low-income classes and too-low rates to high-
income classes. This creates an upward bias in the estimation of
the income gradient in period life expectancy (18).

To see the potential quantitative importance, consider the
extreme case of perfect mobility, where income in 1y i uncorre-
lated with income in preceding years. In thiscase, life expectancy
of individuals alive 1 v from now is independent of their current
income class, even when mortality rates varystrongly with income
at each age. Estimates not aceounting, for income mobil ity would
then point to a large income gradient in period life expectancy
for these individuals, although the true gradient is zero.

Table 1 uses our data to illustrate the actual degree of income
mobility in society and its importance for predicting future
mortality of different income classes. Among, 40-y-old males
belonging to the bottom 5% of the income distribution, nearly
half of those alive at age 50 (45% to be exact) have moved up
in the income distribution (labeled movers), while the remaining
half have stayed in the bottom part of the distribution (labeled
stayers). Similarly, among individuals in the top 5% of the dis-
tribution, about half are movers, moving down in the income
distribution, while the other half are stayers. This mobility across
income classes is important for predictions of future mortality.
During, the subsequent 10 y, from age 50 to €0, we find that
29% of the stayers in the bottom part of the distribution die, but
only 13.5% of the movers die. We observe the reverse pattermn in
the top of the distribution, where 3.5% of the stayers die, while
5% of the movers die. This example illustrates the potential for

Significance

People in the bottom of the income distribution live shorter
lives than those in the top. This is an important dimension of
inequality in society. Ve demonstrate how forces of income
mobility are important for conclusions about inequality in
life expectancy. Some people escape poverty, and many peo-
ple at the top of the distribution only have high incomes
temporarily. Those moving out of an income class have very
different mortality patterns than those staying. We provide a
method that incorporates income mobility in calculations of
life-expectancy inequality. The good news is that the degree
of inequality in life expectancy is only half as big once
accounting for income mobility. The bad news is that inequal-
ity continues to rise.

Auther contributions: CTK, THN, and B LS. designed research; CTK, THN, andBLS
performed research; B.L.S. analyzed data: and CTK. and B.L.3. wrote the paper,
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This artice is a PNAS Direct Submission

Fubklished under the PNAS licanse,

1To wihom corresponden ce should be addressed. Email: ctc@econ ku.dk.

This articla contains supporting information online at v pnas orglookupfupplidoi1o.
1073 pnas 1811455 1154/DC5u ppl emental.
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Measuring Inequality in Life Expectancy:
Role of Income Mobility?
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Inequality in life expectancy:
Not as big as we thought but still rising

Approach Result

LIFE EXPECTANCY INEQUALITY WHEN ACCOUNTING FOR INCOME MOBILITY
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Child penalty on women

IMPACT OF CHILDREN ON EARNINGS OF WOMEN AND MEN
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Badly informed about pension rules
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Lower interest rates favor the rich High health costs without better outcomes
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Monetary incentives increase vaccinations

EFFECTS OF INTERVENTIONS ON VACCINE UPDATE

Vaccination uptake
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Role of behavior for questions about inequality?

How much inequality?
Sources of inequality?
Fairness of inequality?

Effects of public policy?
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