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Summary
Key model features: from Benhabib, Cui, and Miao (2024)

Each household i owns and runs a private company (earning capital incomes). Capital
incomes are subject to a jump shock dJt , whose probability is proportional to k it and
magnitude follows a mixture of exponential distributions with different µ(s).
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Individual household wealth x it = k it + bit follows

dx it = rbitdt + dπi
t +wℓitdt − c itdt + Υdt

Precautinary

savings

Transfer (affecting

precautinary savings)

Focus on tax policies on Rk (τk) and dJt (τJ): τJ↑ policy with additional govern-
ment bond issuance can reduce inequality and the efficiency loss of taxation.

Extremely interesting and policy-relevant paper with novel techniques.
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1. With adjustment in transfer Υ

Both τk and τJ reduces capital and saving, raising interest rates r .

With transfer Υ↑, the poor saves less (precautionary savings↓). Rich individuals save
more from r↑, potentially exacerbating inequality.

This pattern is only observed with τk , not τJ here.
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Both τk and τJ reduces capital and saving, raising interest rates r .

With transfer Υ↑, the poor saves less (precautionary savings↓). Rich individuals save
more from r↑, potentially exacerbating inequality.

Both τk and τJ policies raise inequality.

Wage↓ reduces dispersion of z (income), according to Figure 4, it surely reduces both
skewness and kurtosis of x (wealth).
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2. Marginal propensity to consume (MPC) out of wealth

In the paper, β = 0.1417 is calibrated to match MPC of 0.2 (20%).

Carroll, Slacalek, and Tokuoka (2014) find 10%-40% MPC out of transitory shocks.
But here,

c it = ϑ

 x it︸︷︷︸
Wealth

+ah hit︸︷︷︸
Human wealth

+Γ


ϑ is more like a MPC out of wealth.

Garbinti, Lamarche, and Savignac (2024), based on the household-level panel dataset
combining wealth and consumption surveys for 5 European countries, find 0.03 (3%),
with MPC heterogeneity across the wealth distribution.

→ The effect of transfer Υ on the poor’s precautionary savings might become weaker.
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3. Entrepreneurship

In the paper, capital investment k it increase both production and the probability of a jump
dJt (e.g., venture capital investment).

τk affects both Rk (i.e., production return) and the certainty equivalent of dJt , while
τJ affects only the certainty equivalent of dJt .

→ τJ is less distortionary.

But entrepreneurship differs from capital investment: the probability λkk
i
t is propor-

tional to capital, but the size q could be determined by entrepreneurship and aptitude.
High τJ can lower the incentive of entrepreneur to innovate.

→ Realistically, f (q) distribution will shift to the left ∼ superstar effect (Scheuer and
Werning, 2015)

No friction on the financing side: the ability of entrepreneurs to obtain external finance
will be affected by τJ (Boar and Knowles, 2024)

Big Question (Optimal Taxation on Entrepreneurship)

In this case, what would be the optimal τJ?
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