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— I+ Q=m)u®) if a=1
Ui(r,a) = 0 (8)
u(cg)v[y({]—l—u(br) if a=0
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a=1%1 255 yehdit}, &Hje} Prhe mw
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WA o i-of Adaglol T2 AAoirt dvta Wele A, S a=0% A5
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AgATolA 2 dHA %, AP BRI e A RdddA = ol
gk o] Ayeith B4A A I 2dy W2 (intertemporal
Euler equation)® frAlgt Fefjolx|ut, 2z} gro] GHA| R &S] Ho]7] uf
o, &3] ‘9 2dy] ¥ (inverse Euler equation)o|gtx E#t}.
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(1) §=0.101 B

7§ Aole] A Aol7k 0.19) A%, TAel el B ALl
.

(04,05, 1} 2 FojzIt}. o] A5 of@l #A% £70]

52 49
SReA7} (E Dol Beislo] ek o] Eel Ad (A a=19 A%,
1719] Bl Lo A Boks BES TR FAYY 2L 1

A7, A (B) a= 09 A% Z 17]el Fo

A7 dokn S PES TS 4

A Qe 0719 AAl KE (), BE 0719 BR KB () BelF
al

(£ 1o 235 AA3] AR Fejd Mirrlees 233 A 23}

E1)5=0.1¢ i SSE MBSk 7eIYE Z=Z(Binding IC conditions with

0=20.1)
(A) Zoi7t gle™ itk k= M2Ha=1)
ARl 7))

1 2 3 4 5 6 7

1 N.A. O X X X X X

2 x N.A. e) x x x x

3 x x N.A. @) x x x

=il 73 4 x x x N.A O x x

(r)

B X x X X N.A O X

6 X X X X X N.A O
7 X X X X X X N.A

(B) Zoh7t A= ACHD sh= H2H(a=0)
ARl 7))

1 2 3 4 5 6 7

1 O X X X X X X

2 x ) x x x x x

) 3 X X (@] X X X X

=1 7Y 4 X X X @] X X X

(r)

5 X X X X (@] X X

(5] X X X X X @] X

7 X X X X X X @]

F1O0E Y AAYHE o] TR AYHTE s, <e Y fAYd o] AN
TER AYUEE 7RG

Note: In each cell, “O" indicates that the IC condition is binding and X"
indicates that the IC condition is slack.
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g el AURA e Ao 20| E ol Zolof @tk 1eme v}
2 @ WA o] e Ak Azl tlgdE fAYY 20| 55
2 Y el

(agl 1) 7ed 07] sAIZ2ASMIE(Marginal labor income tax rates in period 0)

7, with 6=0.01 7, with 6=0.04
3 6
[
q
2 4
1
k= € 2
@« @
20 e
g 2o
-1
-2 -2
P 5
-3 -4
094 095 096 097 098 099 1 076 0.8 084 088 092 096 1
labor productivity labor productivity
 with 6=0.07 7, with 6=0.1
15 25
109 24
£ £ 15
[ @
S 5 <l
g & 10
0 \ s
D
-5 0
058 065 072 079 086 093 1 04 05 06 07 08 09 1
labor productivity labor productivity
F: o] AP 0719 HAT2LEAE 7fE FPER RAFY 74 e £33 Alele =
T BAd Apeldl § 7‘°ﬂ et FEET 7 g dellA RS §F 1A n=T771
2] 07] w3t 243 A

=5 A wiE BolEth Altel] ALgE FHEel =4 gl
R

Note: This flgure displays the marginal labor income tax rate 7§ in period O for

all types. Panels are different in ¢, which is the labor productivity gap
between two adjacent types. In each panel, the labor productivity in
period O is placed on the horizontal axis. Refer to the discussion in
Section V for details on the functions and parameters used in the
simulation.
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(a8 2) REY 17| stIZ24EMIE(Marginal labor income tax rates in period 1)
7, with 6=0.01 7, with 5=0.04
2.5 8
2(
6
=15 e G
@Q @
o o4
5 b
a 1 (<%
2
0.5
0 0
0.94 0.95 0.96 0.97 0.98 0.99 1 0.76 0.8 0.84 0.88 0.92 0.96 1
labor productivity labor productivity
7, with 6=0.07 7, with §=0.1
15 25
20
¢
109 15
= =
@ @
5] S 10
5 5
[=% Q
5 5
o 5
0 -5
0.58 0.65 0.72 0.79 0.86 093 1 0.4 0.5 0.6 0.7 0.8 0.9 1

labor productivity labor productivity

Fio] ade 1719 IATRAEAE 78 FPUR HoF 2 dde £3 Alole w=
T A Aol 6 kel wet :r":r%"/} 7+ g ol 7tEEFLS 3 194 n="77
A 17) =% A w] e BolFE}, Aldtel] AME sk B grol] wE A A
& RES F2

Note: This figure displays the marginal labor income tax rate le in period 1 for

all types. Panels are different in ¢, which is the labor productivity gap
between two adjacent types. In each panel, the labor productivity in
period 1 is placed on the horizontal axis. Refer to the discussion in
Section V for details on the functions and parameters used in the
simulation.
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oAl 3 Atole] B A0l i EoE 6=0.07% BFE (& 2)
oA EAMs] Hat WA o=19 455 HE HE (A9 dd= §=0.19
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(E 2)6=0.07d 1} S= MElsk= RLIYE =A(Binding IC conditions with

0=0.07)
(A) =07t gle™ itk k= M2Ha=1)
A RE()

1 2 3 4 5 6 7

1 N.A @] X X X X X

2 X N.A. @) X X X X

. 3 X X N.A. @] X X X

=i 73 4 X X X N.A (@] X X
(r) ) X X X X N.A. @] X

(5] X X X X X N.A @]
7 X X X X X X N.A

(B) o7t o= ACkY sh= F2H(a =0)
X FE()

1 2 3 4 5 6 7

1 O X X X X X

2 O X x X X X X

3 X @] X X X X X

= 7Y 4 X X O X X X X

(r)

5 X X X @] X X X

6 X X X X @] X X

7 X X X X X @) X

1 O0E AT HRAFH o] F32 AHTE kA, xE T fAFH o] A

552 A9ds 7RI
Note: In each cell, “O" indicates that the IC condition is binding and "X’
indicates that the IC condition is slack.

(£ 2)9] 292 53 IATELEAES] 235 71 2 5 . J)
g (Al st BHaFdF S5 Aol j=1,-,690 tlgix] 0BTt At
aela sd (B)ell skl Aol j=2,-,600 talA 0¥ 23, Al
= Xt} 3t} ©]E Lemma 1o A83] Bat 07]0] 717g Aabdo] vhe
2 1o "eliM i > o003, 7P Aol EE& /3 nell s
g <00tk &, 7P Aol e 3o AduEol® dFe] Bl
gk Zlolt}. o] AI= Lozachmeur(2006) 3 Lee(2015)9] A¥e} I

>~
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Effects of the Disability Risk on Labor
Income Taxation

Kyung-woo Lee*

Abstract

This paper examines the effects of disability on labor income
taxation by incorporating disability into Mirelees's (1971) model.
Both labor productivity and disability status are asymmetric
information and different across workers. Without disability,
optimal marginal labor income tax rates (MLITR) are
non-negative. However, the disability risk can lower the optimal
MLITRs, sometimes to negative values, because workers could
over-report their productivity and claim as disabled later. This
behavior becomes more relevant with smaller productivity gaps
across workers. This finding suggests that the disability risk can
reduce the MLITRs, as labor productivity is continuously

distributed in the real world.
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