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The role of capital gains for the superrich

Source: Scheuer and Slemrod, ”Taxation and the Superrich,” Annual Review of Economics (2020)



Tax progressivity at the top

• Capital gains are tax-favored

• Lower rate

• Taxed upon realization

• Step-up at death

• Solution?

• Tax at higher rates, upon accrual/constructive realization (Biden)

• Wealth tax (Warren/Sanders, just passed in Argentina, suggested by IMF,
debated in Chile, Bolivia, CA, NY...)



European wealth tax experience

Source: Scheuer and Slemrod, ”Taxing Our Wealth,” Journal of Economic Perspectives (2021)



The Swiss wealth tax

Stable revenues (1.1% of GDP), regular popular support

An example for other countries?

• No capital gains tax

• No bequest tax for direct descendants

→ Wealth tax as ”backstop”

• Bank secrecy within Switzerland

• Formula-based valuation of closely-held businesses

→ Limits to enforcement



Behavioral responses: entry into entrepreneurship?

• Entrepreneurs face lots of risk

→ Under-entry?

• Additional dilution due to tax liability and lack of liquidity

→ Loss of control

• But: tax only applies in case of success

→ Low marginal utility



VC-backed startups: payoff distribution

Source: Azevedo, Scheuer and Smetters, ”Taxing High-Powered Entrepreneurship” (2021)



Dilution

Source: Azevedo, Scheuer and Smetters, ”Taxing High-Powered Entrepreneurship” (2021)



Should we tax wealth?

• Wealth tax ↔ capital gains tax

2% wealth tax =

{
50% capital gains tax if r = 4%
100% capital gains tax if r = 2%

→ Wealth tax favors productive wealth holders!

• Capital gains ∼ rents, compensation for labor

→ Wealth tax targets only normal return, not excess returns

• Sources of return heterogeneity crucial!


