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What the paper does

@ Goal: decompose welfare effects of policy reforms in
heterogeneous-agent economies.

@ Key move: represent every feasible allocation by

b and t:(g‘ T)

generalized Pareto-Negishi weights production, goods, and insurance wedges
@ Interpretation:

e changes in a are redistribution;
e changes in wedges are efficiency, including insurance.
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AW = W (a™, t"") — W(a*, t*) = R+ E.

Some Key Properties:
o If both x* to x** are PE, then E = 0 (only redistribution)
e If only x* is PE then E < 0 (if only x** is PE, then E > 0).

@ Income-based redistribution: if, at constant social prices, the
distribution of disposable income is unchanged, then R = 0.

The efficiency part can then be refined:

AW =R+ Eprod T Egoods + Eins.
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@ Start from the . efficiency gains are
positive whenever the losers can be hypothetically compensated by
‘monetary’ transfers (Kaldor-Hicks; Davila-Schaab)

1. In general, the first question is: how much money should the losers
receive to be compensated? What are the relevant prices?

= Smart idea to derive prices: KKT multipliers of resource constraints
of a Negishi-like planner problem (and not, e.g., individual MRS)

2. Second key difference: Kaldor-Hicks values an allocation based on
the utility that it provides, the authors value an allocation based on
the real disposable income it generates
(Income-based redistribution)
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The Construction in More Detail

Take a 'feasible’ allocation x = (x;1,..., X k)/_;
. Use Xi(x) := Y ; x; x to obtain 'social prices’ p(x) from KT

What would Kaldor-Hicks do? Use p(x) to compute implied income
levels from indirect utilities: u;(x;) = V;(p(x), m;) — {m;}|_;.

Consider a reform that generates £ — {m; }/_;
Even using p(x) unclear how much is efficiency vs redistribution

What do the authors do? They compute disposable incomes as
Vi =Y pk(x)x; x and 'potential” indirect utilities V;(p(x), y;)

Differences in {y;}!_; vs {§i}!_; measure redistribution

Actual utility is u;(x;) < V;. The difference is due to individual
specific wedges between MRS and relative prices, denoted as T,

Somewhat similar difference between their production efficiency and
Debreu’s : Starts with u;(x;).
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My reading of the procedure is as follows:

@ Given x the mapping @ —x P(a) is generated by the KT multipliers
of the problem:

maxZoc,-u,-(x,-) s.t. invk < Z)_(,"k = )_(k(X), k=1...K.
x & - -
i i i

Thus, x defines the mapping because it fixes the aggregate
endowment of each good.

@ The fixed point finds the Pareto weights such that, at 'prices’ P(a),
we have Y, P (a)x; x = Yi Pr(a)X;  for each i

Hence x also defines the distribution of disposable incomes via P ().



Quantitative Lessons

1. Income-tax reform: raise a proportional income tax from the
calibrated U.S. value of 30%.



Quantitative Lessons

1. Income-tax reform: raise a proportional income tax from the
calibrated U.S. value of 30%.

@ Utilitarian optimum: tax rate about 48%.

@ At that optimum:

redistribution 68%, insurance 124%, goods efficiency — 92%.



Quantitative Lessons

. Income-tax reform: raise a proportional income tax from the
calibrated U.S. value of 30%.

Utilitarian optimum: tax rate about 48%.

At that optimum:

redistribution 68%, insurance 124%, goods efficiency — 92%.

. Public-debt reform (Aguiar et al., 2024): a robust Pareto
improvement; welfare gains are mostly insurance:

82.8% insurance, 16.8% intertemp. smoothing, 0.4% redistribution.
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What Is Especially Useful

@ A language for saying whether a policy provides insurance, reduces
distortions, or simply moves resources across people.

@ Clear and Intuitive decomposition, based on transparent concepts,
well known to macroeconomists

@ Fiscal interpretation delivering decentralization with familiar public
finance objects:

- redistribution corresponds to net transfers,
- production efficiency to producers wedges and waste,

- misallocation to consumer tax wedges and marginal deadweight losses.
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perhaps one can replace the number Ry with a /-dimensional vector

Similarly, we can replace E/" and E£°°? with vectors
This would help show how the quantitative results depend on &.

@ Applied economists are used to measuring efficiency in consumption
equivalents or dollars. It would be useful to report these measures
alongside the welfare-relevant measure (as you do once)

© Implementation. A natural question is how stable the procedure is
when ‘social prices’ P(a) vary with &, and the fixed point is not
unique (say also because of borrowing constraints or the like)

© In-kind policies: public education or health, childcare, housing;

How would you classify quality and targeting changes?
Production efficiency and subsidies respectively; or something else?




