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Essay 1:  An Egg Today and A Chicken Tomorrow: A Positive Model of Social Security with Quasi -Hyperbolic 
Discounting

Strotz (1956) first suggested that individuals are more impatient when making short-run tradeoffs than long-run ones. Many 
experimental studies supports his conjecture. Motivated by recent evidence from the British Department of Work and 
Pension (2006), this paper applies this behavioral framework to retirement decisions. We propose a three-periods OLG 
model with quasi-hyperbolic consumers who save for post retirement consumption in the first period and choose their 
retirement age in the second. We show that this behavioral assumption explains the observed drop in post retirement 
consumption due to lack of saving and the high level of voluntary (i.e. not due to disability or dismission from the firm) 
early exit from the labor force. When deciding about their retirement age, workers weight too much the costs of remaining 
at work (i.e. disutility of working, implicit tax on continued activity) and too little the benefits of postponed retirement (i.e. 
increase of the Bismarckian component of the pension formula), perceived as too far in the future. We investigate the 
implications of time inconsistent preferences for a political economy model in which voters determine simultaneously the 
size and the degree of redistribution of the pension system. We show  that, when voting over the payroll tax, time 
inconsistent young workers, who look for a commitment device that increases both their saving and retirement age, form a 
coalition with rich in order to decrease the size of the system. When voting over the degree of redistribution, they form a 
coalition with poor individuals as to increase the flat part of the pension formula. Our political model provides a political 
justification for the negative relationship between size and redistribution observed in most OECD countries (Disney 2004). 

Essay 2: Mirrlees meets Laibson: Optimal Dynamic Income Taxation with Quasi-Hyperbolic Preferences

This paper studies an optimal taxation problem in a dynamic economy inhabited by individuals subject, every period, to two 
uncorrelated idyosincratic shocks: on productivity (as in Kocherlakota,  2006) and on the short-term subjective discount 
factor. We characterize incentive compatible Pareto optimal allocations in a multidimensional screening model where 
individuals have to report truthfully both shocks and the tax system that implements them in a competitive equilibrium. The 
planner is interested in redistribution and its tax policy includes a tax function that is nonlinear in labor and capital income. 
We consider two applications, each of them considering a particular form of bounded rationality: in the first one, some 
individuals discount future payoffs at a higher rate than others (myopia). In this application, the planner respects consumers’ 
sovereignty, and maximizes a Paretian social welfare function. In the second application, some individuals are time 
inconsistent: they systematically change future plans and regret ex-post for the lack of commitment power. We compare the 
optimal tax function with and without planner’s paternalism. We show that the marginal tax on capital income implementing 
the optimal allocation consists of several elements, which combine incentive compatibility and bounded rationality 
considerations. The resulting optimal tax is a decreasing function of both the fraction of short-sighted individuals and the 
intensity of myopia/hyperbolic discounting. Our results are not driven by the paternalistic behavior of the planner, but by 
the incentive/self control problem and the necessity of providing the right incentive to high productive, far-sighted 
individuals. However, when the planner does not respect individuals’ time inconsistent preferences, and tries to move 
hyperbolic individuals to the right consumption/saving path, we show  that the optimal marginal tax includes also a 
paternalistic component that further decrease the optimal tax compared to the case with only exponential agents.

Essay 3: I Will Survive: Capital Taxation, Voter Turnout, and Time Inconsistency

This paper reconsiders the debate around the political determination of capital income taxes and explains why such taxes 
survive in most OECD countries. The political economy literature on  redistributive politics (Persson and Tabellini 2003) 
emphasizes the role played by the lower class in the political arena: being labor more concentrated than capital, the majority 
of the population benefits by overtaxing capital and undertaxing labour. However, in reality, political participation (voting, 
lobbying, protesting etc.) is positively correlated with income. Therefore, a paradoxical result emerges: why do the upper 
class, who is politically more active and own most of the capital, still favor a positive capital tax? Hence, voters’ income is 
not the sole relevant variable in the  political determination of the capital tax. To reconcile this apparent puzzle, we propose 
a model that incorporates time inconsistency a la Laibson in individual preferences We show  that time inconsistent 
individuals are politically more homogeneous (or “single-minded”) than far-sighted, and prefer to tax more capital income, 
instead of labor income, since accumulated saving are below the planned (and optimal) level and the distortionary effects of 
a higher capital tax are not only reduced but also delayed in time. We demonstrate that, since politicians find easier to please 
hyperbolic voters by proposing a tax policy that includes lower labor and higher capital taxes compared to an economy with 
only far sighted. Moreover, we show  that, as the proportion of time inconsistent individuals in the population increases, the 
tax policy becomes more and more biased towards capital taxation.


