

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Myopia and the Effects of Social Security and Capital Taxation on Labor Supply

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w12452
 
        

    
	

	
	
		
		
			31 Pages
		
		

		Posted: 21 Aug 2006
		
			Last revised: 11 Jul 2022
		
		
	

	
		
			
			




	See all articles by Louis KaplowLouis Kaplow
Harvard Law School; National Bureau of Economic Research (NBER)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Myopia and the Effects of Social Security and Capital Taxation on Labor Supply
									

								
							
							
							
								Harvard Law and Economics Discussion Paper No. 555
							

							
							
								
									Number of pages: 30
								
								
									Posted: 24 Aug 2006
								
								
							

							
						

						
							
							Downloads
							  119
							
						

					

					
					

					
						
							
						

						
							
								
									Myopia and the Effects of Social Security and Capital Taxation on Labor Supply

								
							
							
							
								NBER Working Paper No. w12452
							

							
							
								
									Number of pages: 31
								
								
									Posted: 21 Aug 2006
								
								
									Last Revised: 11 Jul 2022
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   43
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: August 2006

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Myopia is increasingly believed to be a significant determinant of behavior and also plays a central role in justifications for social security and policies toward the taxation of capital.  It is important, however, to account for labor supply effects, particularly in light of the preexisting distortion due to labor income taxation.  For example, might even actuarially fair social security have the highly distortionary effect of a tax on top of an existing tax (the income tax) because myopic individuals give excessive weight to present levies on earnings that finance distant future benefits?  Similarly, might greater reliance on capital rather than labor income taxation be attractive because collections are in the future rather than when earnings are received?  To answer these and other questions, this article analyzes the effect of such policies on labor supply in a model that explicitly incorporates myopic decision-making.  Many of the results may seem counterintuitive.  In most respects, even with myopia, social security has qualitatively different effects than those of a tax levied on top of an existing tax.  Both social security and capital taxation may cause labor supply to rise or fall when individuals are myopic, depending on the curvature of individuals' utility as a function of consumption.  Moreover, whatever is the sign of these effects under one assumption about how myopia relates to labor supply decisions, the sign is reversed under the other assumption that is considered.  Additionally, some interventions have a first-order effect on labor supply from the outset but others do not, and some labor supply effects rise with the magnitude of the intervention whereas others fall. 
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