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" This paper addresses the key practical challenge that tax reforms face: short run welfare consequences. I focus on
a consumption-based tax reform for which, in spite of the long-run welfare gains it generates, welfare falls for some
groups such as retirees, or the working poor during the transition. Using a life-cycle model with heterogeneous
households, I show how to devise a transition path from the current U.S. Federal tax system to a consumption-based
tax system that improves the welfare of current as well as future generations. In a nutshell, all households who are
alive when the change of the tax policy happens get to choose when they want to switch to the new tax system, or if
they want to switch at all. I find that implementing a tax reform with this feature improves the welfare of 95% of the
population in the short-run, compared to less than a quarter of the population in the simple case with no choice. It
would take about twenty years for half of the population to pay their taxes under the new tax code. "
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May 2017



Computer Skills C++, Matlab, Stata, LaTeX

References Gustavo Ventura (Chair) Berthold Herrendorf
Department Chair/Professor Professor of Economics
W.P. Carey School of Business W.P. Carey School of Business 
Arizona State University Arizona State University
Tempe, AZ 85287-980 Tempe, AZ 85287-980
Email: Gustavo.Ventura@asu.edu Email: Berthold.Herrendorf@asu.edu

Alexander Bick
Assistant Professor of Economics
W.P. Carey School of Business 
Arizona State University
Tempe, AZ 85287-980
Email: alexander.bick@asu.edu


