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2Università di Bologna

June 9th, 2025



(A)symmetric Responses to Taxation

• Symmetric responses to tax changes are often implicitly assumed in the empirical literature

⇒ Estimates used to inform policy do not differentiate between tax increases and decreases

• However, recent empirical evidence suggest asymmetric responses to taxation

• VAT on price (Benzarti et al, 2020)

• Taxes on GDP (Hussain and Malik, 2016; Jones et al, 2015)

⇒ Nominal rigidities (Abbritti and Fahr, 2013; Fahr and Smets, 2010; Kim y Ruge-Murcia, 2009)

⇒ Asymmetric responses on non-durable consumption (Hussain and Malik, 2016)

• Income tax on labor supply (experimental evidence)

⇒ Tax averse behavior only when net wage decreases (Pfeil et al, 2024)
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The Missing Piece: Asymmetric Responses to Labor Taxes
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Contribution #1
Study asymmetric responses to labor income taxation

using micro-level data and a tax reform as source of quasi-exogenous variation

• We exploit a massive 2007 tax reform in Uruguay

• Progressive scheme produced winners and losers

⇒ Significant responses in reported income in both groups
⇒ Asymmetric responses in magnitude: losers respond less than winners
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Flat vs Progressive Income Taxation

• The equity-efficiency trade-off is at the core of income tax system’s design

• From 90’s, many developing economies moved towards flat-rate tax regimes (Keen et al, 2008)

• In recent years, discussion extended to developed countries Media

⇒ Scarce empirical evidence on the impact of transitioning between tax structures (Peichl, 2014)

Contribution #2
Novel empirical evidence on the labor market effects of moving from

flat to progressive income taxation
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Tax Reform



Massive Increase in Labor Income Tax Progressivity

Figure: Change in the tax schedule

1. Before: IRP
Established the following flat rates

• 0% → 0 to 3 MW (Minimum Wage)

• 2% → 3 to 6 MW

• 6% → > 6 MW

Calculated at job level
2. After: IRPF
Progressive marginal rates start at 10% and
reach 25% in the highest income bracket
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Massive Increase in Labor Income Tax Progressivity

Figure: Change in the tax schedule Figure: Increases in progressivity

On average, top 10% faced a 61% tax increase, while the 47th-89th ptiles a 69% reduction
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Data and Identification Strategy



Data

• Administrative records from the labor histories of the universe of formal workers in Uruguay
(from Social Security Administrator)

• Period: 2002-2012

• Study focuses on highest income quartile
• Interesting setting to analyse asymmetric responses
• Allows to (partially) control for heterogeneous unobservable characteristics

• Set of variables: gross labor income and hours worked for each firm, activity sector, firm
location, sex, age, among others
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Diff-in-Diff Design

log(gross incomeit) = ∑
t ̸=s1.07

βkI{sem=t} · Treati + δ′Xi + αi + λt + εit

Xi = Xit, Xi,s1.07, XitI{sem=t}, Xi,s1.07I{sem=t}

Winners: reduction > 2 pp & income > p75 Controls: change < 1 pp Losers: increase > 2 pp
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Results



Winners’ elasticity doubles that of losers ATR vs MTR Robustness

Figure: Responses in reported income

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.
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Digging into the Asymmetry

Figure: By pre-reform workload level

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

Job/worker profile matters, but tax change direction does too!
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Digging into the Asymmetry

Figure: By pre-reform workload level

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

Figure: By pre-reform work flexibility

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

Job/worker profile matters, but tax change direction does too!
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Digging into the Asymmetry Heterogeneity

Figure: By pre-reform workload level

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

Figure: By pre-reform work flexibility

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

⇒ Job/worker characteristics matter, but tax change direction does too!
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Further Analysis



Multiple Job Holding Workers were More Intensively Treated

Figure: Change in the tax schedule

Marcelo Bergolo and Mathı́as Fondo Asymmetric Responses to Labor Income Taxation June 9th, 2025 11 / 13



Multiple Job Holding Workers were More Intensively Treated

Figure: Change in the tax schedule

Marcelo Bergolo and Mathı́as Fondo Asymmetric Responses to Labor Income Taxation June 9th, 2025 11 / 13



Reduction in Income from Secondary Jobs

log(gross incomeit) = ∑
t ̸=s1.07

βkI{sem=t} · Multiple Job Prei + δ′Xi + αi + λt + εit

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.
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Concluding Remarks

• Tax reform in Uruguay offers a unique quasi-experimental setting to study asymmetric
responses to labor income taxation

• Tax changes triggered significant behavioral responses

• Responses are asymmetric: workers reacted more strongly to tax cuts than to tax increases

⇒ Policy implication: assuming symmetric responses may mislead evaluations of tax reforms

• Tax design matters: tax schemes may unintentionally distort incentives and lead to a
misallocation of human capital
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New Wave of Flat Taxes Back

17 Mar, 2023
23 Feb, 2023



US States Moving Towards Flat Taxes Back

Data: Tax Foundation (taxfoundation.org/blog/flat-tax-state-income-tax-reform/)

https://taxfoundation.org/blog/flat-tax-state-income-tax-reform/


ATR vs MTR Back

Figure: Responses in reported income

Notes: Clustered standard errors at the firm level (95% CI). Data: BPS.



Asymmetry Persists Among Closer Income Groups Back

Figure: Income percentiles 83-96

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

Figure: Income percentiles 85-94

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.



Heterogeneity Back

Figure: By gender

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.

Figure: By mobility

Notes: Clustered standard errors at the worker level (95% CI). Data: BPS.


