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Abstract

Economic theory assumes that taxpayers use their true marginal tax rate (MTR) to guide their
economic decisions. However, complexity of the personal income tax system implies that taxpayers
may incorrectly perceive true marginal prices and incentives. We first develop an updating model
that formalizes this proposition. A prediction of this model is that an unexpected innovation in the
previous year’s average tax rate (ATR) influences the perception of the MTR in the current year,
even though the MTR is not in fact changing between the two years. This model generalizes the
“schmeduling” hypothesis of Liebman and Zeckhauser (2004), who suggest that taxpayers use the
ATR in place of the MTR in making their decisions. Then, assuming that taxpayers react to their
perceived after-tax price as economic theory would suggest, we test this prediction empirically by
examining whether household labor income responds to predictable (but not necessarily predicted)
variation in the previous year’s ATR due to eligibility for the Child Tax Credit, which depends
on the exact timing of a child’s 17th birthday. We find that household labor income decreases in
response to losing eligibility for the Child Tax Credit. This finding is inconsistent with the rational
taxpayer hypothesis, but consistent with the schmeduling hypothesis. Our robustness tests do not
provide any consistent evidence that this result is entirely driven by an omitted variable bias due

to a direct timing of birth effect. We also discuss the welfare consequences of schmeduling.
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Abstrakt

Ekonomicka tedria predpokladéa, ze danovi poplatnici pri rozhodovani pouzivaji
skutoéni margindlnu danovi sadzbu (MTR). Avsak pre komplexnost daiiového
systému je mozné, ze danovi poplatnici nespravne vnimaji skutoéné marginalne
ceny. V tejto studii najskor prezentujeme aktualizacny model, ktory formalizuje
tuto myslienku. Tento model predpoveda, Ze neocakavand zmena v priemernej
danovej sadzbe (ATR) za predchadzajici rok ovplyviuje vnimanie MTR v sti¢asnom
roku, a to aj v pripade, ze k ziadne zmene v MTR v skutocnosti nedoslo. Tento
model zovseobeciiuje hypotézu schmeduling podla Liebmana a Zeckhausera (2004),
ktor{ argumentujui, ze danovi poplatnici pri rozhodovani pouzivaju ATR namiesto
MTR. Za predpokladu, ze danovi poplatnici reaguji na ich vnimanu ¢isti cenu po
dani podla ekonomickej tedrie, testujeme tito predpoved na zdklade toho, ¢i pra-
covné prijmy domdcnosti reaguji na predpovedatelné (ale nie nutne predpovedané)
zmeny v ATR za predchadzajiici rok sésobené narokom na dafiovy bonus na dieta,
ktory zavisi na presnom termine 17-tych narodenin tohto dietata. Nage vysledky
ukazuji, ze pracovné prijmy domécnosti klesaji v reakcii na stratu naroku na
tento danovy bonus. Teno zaver nie je konzistentny s hypotézou raciondlnych
danovych poplatnikov, ale je konzistentny s hypotézou schmeduling. Testy robust-
nosti nepotvrdzuju, ze tento vysledok je sposobeny iba vychylenim odhadu kvoli
nezohladneniu priameho vplyvu ddtumu narodenia dietata. V ¢lanku sa tiez za-

oberame dopadmi schmeduling na blahobyt.



