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Summary: PWBM uses dynamic distributional analysis to evaluate the effects of the Biden platform on
different age and income groups. We find that working-age individuals in the bottom 40 percent of
taxable income benefit the most due to expanded health insurance, increases in housing subsidies, and
lower cost of prescriptions in the Biden platform, while young, high-income individuals and wealthy

retirees see net losses due to tax increases and lower returns on their savings.

Introduction

In its previous analysis of the Biden platform, PWBM finds that over the 10-year budget window 2021 — 2030,
the Biden platform would raise $3.375 trillion in additional tax revenue and increase spending by $5.37 trillion.
Including macroeconomic and health effects, by 2050 the Biden platform would decrease the federal debt by
6.1 percent and increase GDP by 0.8 percent relative to current law.

Although GDP increases relative to current law, different types of individuals are affected differently by
different components of the Biden platform. Under a conventional distributional analysis, households with
adjusted gross income (AGI) of $400,000 per year or less would not see their taxes increase directly but would
see lower investment returns and wages as a result of corporate tax increases. These households would see an
average decrease in after-tax income of 0.9 percent under the Biden tax plan, compared to a decrease of 17.7
percent for those households with AGI above $400,000 (the top 1.5 percent).

Furthermore, the Biden platform calls for an expansion of spending on programs that benefit lower income
households. For example, Biden has committed to a total of $650 billion in new housing spending over ten
years, most of which goes toward Section 8 housing vouchers that provide housing assistance for low income
households. Motivated by these differences across households, we evaluate the lifetime, dynamic effects of
the entire platform across people of different ages and incomes.

Dynamic Distributional Analysis: Equivalent Variation

To provide a measure that characterizes the Biden platform’s effects on the economic wellbeing of a variety of
people, PWBM conducts dynamic distributional analysis using its dynamic model. We calculate the equivalent
variation, defined in Nishiyama and Smetters (2005, 2014), which summarizes the lifetime effects of policy
proposals on the wellbeing of a wide variety of people across generations, including people entering the labor

force in the future.” The equivalent variation captures welfare effects from macroeconomic changes, the
insurance value of new policies, and changes in “implicit debt” as Medicare and Social Security obligations
change.
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In Table 1, we show the equivalent variation produced by the Biden platform by age (at 10-year intervals) and

by quintile of taxable income in the first year of the simulation.? As described in PWBM's earlier dynamic
distributional analysis of the Social Security 2100 Act, the equivalent variation for a policy reform is the one-
time payment or charge to a person that makes that person indifferent between living in a world where the
policy is enacted and a world with no policy changes. A positive equivalent variation means that the person
would be better off under the policy reform; a negative equivalent variation means that the person would be
worse off under the policy reform.

Table 1. Equivalent Variation for the Biden Platform
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Note: Consistent with our previous dynamic analysis and the empirical evidence, the projections above assume that
the U.S. economy is 40 percent open and 60 percent closed. Specifically, 40 percent of new government debt is
purchased by foreigners.

In the left column of Table 1, we show that people in the bottom 20 percent of taxable income exhibit a
strong economic preference for the Biden platform compared to current law. The equivalent variation for a

2/4


https://budgetmodel.wharton.upenn.edu/issues/2019/8/21/the-social-security-2100-act-who-wins-and-who-loses
https://pwbm.squarespace.com/s/Data_Dynamic-Distributional-Analysis-of-the-Biden-Platform.xlsx
http://budgetmodel.wharton.upenn.edu/issues/2016/9/13/setting-behavioral-responses-in-pwbms-dynamic-simulations

https://budgetmodel.wharton.upenn.edu/issues/2020/9/25/dynamic-distributional-analysis-of-the-biden- Published on
platform 9/25/2020

working-age person falls between about $30,000 and $85,000. People in this income group across all ages
benefit significantly from improved access to healthcare. Furthermore, these people also receive significant
benefits from an anticipated lifetime increase in transfers such as housing subsidies as well as lower expenses
from a drop in prescription drug costs. The benefits these people receive from these spending programs far
outweigh any effects on their after-tax incomes from macroeconomic or tax changes from the Biden platform.

The individuals in the second column of Table 1, in the bracket between 20 and 40 percent of taxable income,
have economic preferences similar to those in the bottom 20 percent of taxable income. The Biden platform’s
tax and macroeconomic changes have a small effect on them over their lives, however, the tax and economic
effects are more than offset by improved access to healthcare, additional housing subsidies, and lower
prescription drug costs. In general, however, the effects of the transfers are smaller on average because the
transfers decrease with income. Therefore, people in the bracket between 20 to 40 percent of taxable income
generally have a lower equivalent variation for most ages compared to people in the bottom 20 percent of
taxable income.

By contrast, the right column of Table 1 shows that individuals in the top 20 percent of taxable income are
better off under current tax and spending laws than under the Biden platform. Many of those in the top 20
percent of taxable income are subject to significantly higher payroll, capital gains, and ordinary income tax
rates.

Specifically, the provision to extend Social Security taxes to income over $400,000 per year will mainly affect
young and highly productive people. They will pay higher Social Security taxes over their lifetimes. The
equivalent variation for future top-earners not yet in the workforce is below -$300,000, indicating that the
typical person in this group is economically better off under current tax and spending laws.

Older people in the top 20 percent by taxable income mainly end up with lower after-tax returns on their
savings under the Biden platform. For example, a 70-year-old individual in this income bracket has an average
equivalent variation below -$500,000. The average 70-year-old individual in the top 20 percent of taxable
income receives a large share of his income from an average of $12 million in savings. Changes in corporate
tax in the Biden platform lowers the return to capital, which leads to lower income on their savings. Therefore,
higher taxes and lower income on their savings makes these individuals economically worse off under the
Biden platform.

Conclusion

Overall, this analysis shows that, if passed, the Biden platform would generate changes in wellbeing that are
not equally shared across all types of people. Working-age people with below-average taxable income benefit
from the plan’s additional healthcare and housing benefits. Although the conventional distributional analysis
shows that these individuals' after-tax income goes down, the dynamic distributional analysis shows that
these individuals benefit from the Biden platform over their lifetimes. Higher income retirees, however, are
worse off under the Biden platform: They anticipate higher taxes, and they would see their lifetime
consumption decrease.

This analysis was conducted by Marcos Dinerstein, Yan He, Jon Huntley, Minh Quach, and Felix Reichling under
the direction of Efraim Berkovich. Prepared for the website by Mariko Paulson.
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2. For individuals not yet in the labor force (ages 20 and below at the start of the simulation), we instead
use taxable income in the year when they turn 21 years old and enter the labor force. €
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