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solving backwards...
t = 1: no reform if and only if∫

u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ)

strategy maps: T a
0 and a(θ) reform or not

t = 0: candidates always avoid reform...
... otherwise output ρ lost!

constrained optimum problem
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max

∫
v0(θ) dF (θ)

subject to IC, RC and∫
u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ) [ν]

first-order conditions τ k(θ) �= 0
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Two formulas for capital taxes

progressivity

τ k(θ) =
βRu′(Rk1 − ρ) − u′(c0(θ))
µ0ν−1β + βRu′(Rk1 − ρ)

level

τ k(θ) =
u′(Rk1 − ρ) − u′(c1(θ))

µ0ν−1R−1 + u′(Rk1 − ρ) − u′(c1(θ))
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Two formulas for capital taxes

progressivity

τ k(θ) =
βRu′(Rk1 − ρ) − u′(c0(θ))
µ0ν−1β + βRu′(Rk1 − ρ)

level

τ k(θ) =
u′(Rk1 − ρ) − u′(c1(θ))

µ0ν−1R−1 + u′(Rk1 − ρ) − u′(c1(θ))

Proposition.
(i) τk progressive
(ii) positive at top
(iii) negative at bottom



Intuition
Introduction

Two Period Model

❖Environment

❖ Incentives

❖Politics

❖Commitment

❖Policy Game

❖No Commitment

❖Main Result

❖ Intuition

Infinite Horizon

Conclusions

The Political Economy of Nonlinear Capital Taxation -p. 18

no-commitment constraint∫
u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ)

distortions



Intuition
Introduction

Two Period Model

❖Environment

❖ Incentives

❖Politics

❖Commitment

❖Policy Game

❖No Commitment

❖Main Result

❖ Intuition

Infinite Horizon

Conclusions

The Political Economy of Nonlinear Capital Taxation -p. 18

no-commitment constraint∫
u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ)

distortions
two effects

LHS progressive subsidy



Intuition
Introduction

Two Period Model

❖Environment

❖ Incentives

❖Politics

❖Commitment

❖Policy Game

❖No Commitment

❖Main Result

❖ Intuition

Infinite Horizon

Conclusions

The Political Economy of Nonlinear Capital Taxation -p. 18

no-commitment constraint∫
u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ)

distortions
two effects

LHS progressive subsidy
RHS constant tax



Intuition
Introduction

Two Period Model

❖Environment

❖ Incentives

❖Politics

❖Commitment

❖Policy Game

❖No Commitment

❖Main Result

❖ Intuition

Infinite Horizon

Conclusions

The Political Economy of Nonlinear Capital Taxation -p. 18

no-commitment constraint∫
u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ)

distortions
two effects

LHS progressive subsidy
RHS constant tax

ex-ante: progressivity reduces inequality
helps avoid ex-post reform



Intuition
Introduction

Two Period Model

❖Environment

❖ Incentives

❖Politics

❖Commitment

❖Policy Game

❖No Commitment

❖Main Result

❖ Intuition

Infinite Horizon

Conclusions

The Political Economy of Nonlinear Capital Taxation -p. 18

no-commitment constraint∫
u(c1(θ)) dF (θ) ≥ u(Rk1 − ρ)

distortions
two effects

LHS progressive subsidy
RHS constant tax

ex-ante: progressivity reduces inequality
helps avoid ex-post reform

implementation: T a(a) convex, increasing at the top,
decreasing at the bottom
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infinite horizon dynamic game
no cost of reform (ρ = 0)
consumption and work each period

two differences...

1. reputational equilibria “endogenize ρ”
2. commitment case immiseration
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preferences

vt = Et−1[u(ct) − θth(nt) + βvt+1],

=
∞∑

s=0

βs
Et−1

[
u(ct+s) − θt+sh(nt+s)

]

{θt} i.i.d., private information
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preferences

vt = Et−1[u(ct) − θth(nt) + βvt+1],

=
∞∑

s=0

βs
Et−1

[
u(ct+s) − θt+sh(nt+s)

]

{θt} i.i.d., private information

Revelation principle on equilibrium path (Albanesi-
Sleet, 2007; Acemoglu-Golosov-Tsyvinski, 2007)
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Utility from strategy σ...

U
({ct, nt}, σ

) ≡
∑
t,θt

βt[u
(
ct

(
σt(θt)

))−θth(nt(σ
t(θt)))] Pr(θt)

incentive compatibility

U
({ct, nt}, σ∗) ≥ U

({ct, nt}, σ
)

[IC]

for all σ
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v = initial utility entitlement
ψ = distribution of v
resource constraint...

Ct +Kt+1 ≤ F
(
Kt, Nt

)
t = 0, 1, . . . [RC]

Nt ≡
∫ ∑

θt

nv
t (θ

t) Pr(θt) dψ(v)

Ct ≡
∫ ∑

θt

cvt (θ
t) Pr(θt) dψ(v)

Feasible allocation.
({cvt , nv

t },Kt

)
:

IC, RC and v = U({cvt , nv
t }, σ∗)
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H t = public history entering period t

past reports σt−1,v(θt−1)
past allocations

( {cvs , nv
s}s≤t−1 , {Ks}s≤t

)
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H t = public history entering period t

past reports σt−1,v(θt−1)
past allocations

( {cvs , nv
s}s≤t−1 , {Ks}s≤t

)
Timing within period...

1. agents: report σv
t (θ

t) and work nv
t

(
σv

t (θ
t)

)
2. candidates: platforms

({cvt },Kt+1

)
s.t. RC

3. voting: winning platform implemented
4. move to next period Ht+1
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trigger strategy: deviation worst

credible allocations: feasibile and...

∫
U

({cvt+s, n
v
t+s}s≥0, σ

∗)dψ(v) ≥ Ŵ (Kt,
{
nv

t (θ
t)

}
)
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trigger strategy: deviation worst

credible allocations: feasibile and...

∫
U

({cvt+s, n
v
t+s}s≥0, σ

∗)dψ(v) ≥ Ŵ (Kt,
{
nv

t (θ
t)

}
)

Ŵ (K, {nθ}) ≡

max
K′

{
u(F (K,N) −K ′) −

∑
θ

∫
θh(nθ) Pr(θ) + βW (K ′)

}

W (K) = worst equilibrium payoff
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best equilibrium Dual planning problem:

minK0 s.t.
({cvt , nv

t }; {Kt}
)

credible
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µt+1

µt

βFK

(
Kt+1, Nt+1

) − νt+1

µt

βŴK(Kt+1,
{
nv

t+1

}
) = 1

1

u′(cv(θt))
− νt+1

µt+1 − µt

=
µt+1

µt

(
Et

[ 1

u′(cv(θt+1))

]
− νt+1

µt+1 − µt

)
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average capital tax:

1 − τ̄t(vt) ≡
∑

θ

(
1 − τ(vt, θ)

)
p(θ)

average capital tax is progressive:

τ̄t+1 (vt+1) =
βŴK(Kt+1,

{
nv

t+1

}
) − u′

(
cv(θt)

)
βRt+1

νt+1

µt+1

or

τ̄t+1 (vt+1) =
βŴK(Kt+1,

{
nv

t+1

}
) − βRt+1

(
Et

[
u′−1

(
cv(θt+1)

)
βRt+1

µt+1

νt+1
− βRt+1

(
Et

[
u′−1

(
cv(θt+1)

)] )−1
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W (K) = min
n∈[0,n̄]

max
K′

{u(F (K,n) −K ′) − h(n) + βW (K ′)}
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two implications...
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back to sign...
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nv
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what is the worst?

W (K) = min
n∈[0,n̄]

max
K′

{u(F (K,n) −K ′) − h(n) + βW (K ′)}

two implications...

1. W (K) is nondecreasing and concave
2. Ŵ (K, {nθ}) is increasing, concave, and differen-

tiable.

back to sign...

τ̄t+1 (vt+1) = βRt+1

u′(Ĉt+1) −
(
Et

[
u′−1

(
cv(θt+1)

)] )−1

βRt+1
µt+1

νt+1
− βRt+1

(
Et

[
u′−1

(
cv(θt+1)

)] )−
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potential rachet effects...
... revelation principle doesn’t hold

1. general mechanisms mt

2. assume

there exists w > 0 s.t. minN≥0FN(K,N) > w

K ∈ [
0, K̄

]
and n ∈ [0, n̄] where K̄, N̄ <∞

u
′
(F (K̄, n̄)) > (θ̄h(n̄) − h(0))/w

revelation principle on equilibrium path
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Main Result: Political economy
redistribution + no commitment
progressive capital tax

key idea: progressivity helps credibility

extensions: other policies? human capital?


