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Figure 5.1
Consumption Allocation. Middle Dotted Line Shows First Period Consumption; Outer
Solid Lines Are Second Period Consumption

Figure 5.2
Effective Labor Allocation. Dashed Line Is for First Period. Solid Lines Are for Second
Period, Top Is High Shock, Bottom Low Shock
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Figure 5.3
Benchmark Implicit Marginal Tax Rates
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Figure 3
Optimal Marginal Tax Simulations, with Different Ability Distributions

1.01

------ Lognormal

0.9

— Lognormal/Parcto

0.8

0.7

0.6

0.5 “e..

5 .................

Marginal tax rate

5 Setetecttatiiiianana, .

0.1

0.0

0 50,000 100,000 150,000 200,000 250,000 300,000
Annual income ($)

Note: The figure shows optimal marginal tax rates given two different ability distributions: one
lognormal; and one lognormal until approximately $43 per hour and Pareto thereafier.
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