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Proposals to increase income tax rates for top earners often prompt discussions
about whether such policies ultimately harm other workers. When the after-tax return
to effort decreases, top earners may work less hard. This change in their effort can
impact other workers. If the effort levels of top earners and workers (non-top earners)
are complementary, so that a decrease in the effort of top earners decreases workers’
productivity, higher income taxes on top earners can “trickle down” and reduce worker
wages. Critics argue that such general equilibrium spillovers make higher income
taxes on top earners undesirable. Although the policy-relevance of trickle-down effects
1s theoretically understood, there is relatively little empirical evidence on their
magnitude.

(FB&) The paper applies the approach to a large federal tax increase for top 1%
earners in 2013. Measured over six years, the point estimates suggest zero local
trickle-down effects. At the 95% confidence level, we can be reasonably sure that a one
percentage point increase in the top tax rate reduces worker wages by no more than
—0.08%. Interpreted through a welfare framework, these results undermine claims
that trickle-down effects should be an important consideration when setting top tax
rates.

T trickle down: Y¥E. BFE (3 3)
welfare framework: BEASHTO#EA (HEEEZEZDT HEH)

(Paul M. Kindsgrab, 2022, “Do higher income taxes on top earners trickle
down? A local labor markets approach” Journal of Public Economicsvol.214,
104689)
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