
by  Elin Halvorsen (Statistics Norway and 
 Norges Bank) 

 and 

 Thor O. Thoresen (Statistics Norway 
 and University  of Oslo)  

Distribution of the Annual Wealth 
Tax on Lifetime-Dynastic Income 



Ambition for lecture 
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• Introduction to analysis of income 
distribution 

• Distributional effects of taxation 

• Reading: Halvorsen and Thoresen (2016): 
«Distribution of the Annual Wealth Tax on 
Lifetime-Dynastic Income» 

 



Main questions 
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• How should we proceed when discussing 
the distributional effects of the wealth tax? 

• Obtain lifecycle measures of income 

• Extend to the family dynasty 



Annual wealth tax under pressure 
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• Recently abolished 

• Austria, Denmark, Germany, Finland, Luxembourg, 
Sweden 

• Still in place 

• France, Norway, the Netherlands, Spain, 
Switzerland (cantons) 

• Norway 

• Abolished the wealth-transfer tax  

• Keep the annual wealth tax   



Prominent economists call for annual 
wealth tax revival 
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• Thomas Piketty (2014): Capital in the Twenty-
First Century 

• Anthony Atkinson (2015): Inequality. What 
Can be Done? 

«Among the reasons for considering an annual 
wealth tax more favourable in the UK today than 
forty years ago are the mucher higher income 
inequality» (p. 200) 



Distributional effect of «what»? 
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• Utility 

• Capabilities (Sen) 

• Consumption 

• Income is the dominant concept 

• Definition of income 
• Annual or lifetime income 

• Economic unit  
• Individual, household, dynasty 

 

 



Wealth tax as a redistributional 
supplement to the income tax - 
redistributional backstop mechanism 
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• Main argument by both Piketty and 
Atkinson  

• Boadway et al. (2010) (Mirrlees review) 

• Skeptical to the annual wealth tax 

• But dual income tax schedule may strengthen 
the case for an annual wealth tax as a 
supplement to conventional income tax 



The Norwegian wealth tax schedule of 
2011 
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• Wealth above 700,000 NOK 

(1 Euro = 7.79 NOK, 1 USD = 5.61 NOK) 

• Tax rate = 1.1 

• Market value is the general valuation rule, 
but 

• Owner-occupied house, 25 % 

• Secondary house, 40 %  



Redistributional effects of the Norwegian 
wealth tax - conventional method  
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Annual wealth tax as a redistributional 
backstop mechanism for alternative 
methodological framework  
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• Annual income replaced by  

• Lifetime income 

• Lifetime income aggregated over members of 
the dynasty  



But how much redistribution can be 
achieved by the wealth tax in the annual 
case? 
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𝑎𝑤𝑡𝑟𝑖𝑡 =
𝜏𝑤𝑊𝑖𝑡

𝑟𝑡𝑊𝑖𝑡 + 𝐸𝑖𝑡
 

𝑎𝑤𝑡𝑟𝑖𝑡 = aver. wealth tax for ind. 𝑖 at time 𝑡, 𝑊𝑖𝑡 = 
wealth, 𝜏𝑤= wealth tax rate, 𝑟𝑡= return on 
investments/savings, 𝐸𝑖𝑡= earnings 

𝐸𝑖𝑡 = 0 → 𝑎𝑤𝑡𝑟𝑖𝑡 =
𝜏𝑤

𝑟𝑡
  

𝐸𝑖𝑡 > 0 → 𝑎𝑤𝑡𝑟𝑖𝑡 increases in 
𝑊𝑖𝑡

𝐸𝑖𝑡
  

 



Individuals with relatively low pre-tax 
income pay wealth tax  
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• Pensioners 

• Business owners with a «bad year» 

• Children benefitting from intergenerational 
transfer at an early stage of life 

• People at the top of the wealth-ladder who 
do not pay income tax  

 



But other income concepts may provide 
another descriptions  
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• Show how the distribution of the burden of the wealth tax 
for alternative income concept  

• Ranking of well-being in terms of average lifetime income in the 
dynasty 

• Tax shares measured in by the same income concept 

 

 

 

 



Recent optimal-tax-contributions open up 
for taxation of capital  
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• The «no-tax-on-capital» results (Chamley-
Judd, Atkinson-Stiglitz) recently challenged 

• Contributions from «new dynamic public 
finance» 

• Kocherlakota (2005), Albanesi and Sleet (2006), 
Golosov et al. (2013) 

• Chen et al. (2015) discuss choice between 
capital income and capital stock tax 

• Find welfare gains from switch to tax on wealth 



Another income concept than annual 
income to describe well-being 
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• Use permanent income instead of the 
annual snapshot 

• Annual income may give a misleading picture 

• Expected long-term average income (Friedman, 
1962) 

• Income inequality in a dynastic perspective 

• A multigenerational view on the pooling of 
resources (Becker and Tomes,1979) 

 

 

 



Access to data is a limiting factor when 
moving out of using annual income  
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• Lifecycle income 

• Use data over longer time periods directly 

• Use data to estimate income prediction models 

• Predict incomes for a whole life span 

• Dynasty 

• Use information about how generations are 
linked 

• Parents, children, grandparents 



Predictions of lifetime-dynastic income 
from model estimates  
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• Reduced form estimation on income panel 
data over a long period 

• Separate models for labor income and capital 
income 

• Estimated models used to predict income 
over the life-cycle    



Data  
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• Register data for income and wealth for 19 
years, 1993–2011 

• Include age, type of education, length of education, 
gender, etc 

• Norwegian population register facilitates 
linking information about grandparents and 
grown children to the individual 

• Use 10-percent sample for practical reasons 

• Restricting to household heads aged 26-79 

 



Separate models for labor and capital 
income  
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More on the estimations 
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Adding individual effect in the labor relation 



Calculation of dynasty income 
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Various data samples 
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Observed and predicted income 
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Inequality index: Gini coefficient 
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Another inequality index: Atkinson index 
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• The fraction of income which could be 
sacrificed if the rest is divided equally 
(efficiency/equity trade-off), I (ε) 

 



Annual vs lifetime income 
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Distribution of wealth tax on lifetime 
income 
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Extending to lifetime income in dynasties 
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• The driving forces behind high inequality in 
dynastic income 

• Various types of transfers 
• Genes and material resources 

• Intergenerational income mobility is relatively 
high in Norway 

• Bratsberg et al. (2007), Nilsen et al. (2012) 

• Also confirmed by results obtained from 
estimations on our data 



The Great Gatsby Curve  
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Less inequality in dynastic income 
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Dynasty addition not so critical 
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Summary 
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• Discussion of the relevant income concept and the relevant 
economic unit in analysis of income distribution 

• Describe how to proceed when establishing alterantive concept 

• Lifetime income in the dynasty 

• Show the distribution of the Norwegian wealth tax 

• Wealth taxation as a «distributional backstop mechanism» to the 
regular income tax 

• Measurement by lifetime income improves depiction of the 
wealth tax as distributional favorable  

• Dynasty as the unit of analysis does not add much to lifetime 
income 

 


