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Motivation

» Increasing demands to tax capital more

» Conventional wisdom (zero capital tax results) has been overturned

» Inequality: Increasing consensus inequality 1 & that the rich don't pay their fair share
(Rio G20 Declaration)

» DRM: Increasing revenue needs

» Strengthening the taxation of the wealthy?

> Wealth tax (WT) or/and capital income tax (KIT)
» Trade-offs between imperfect instruments
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https://www.g20.org/en/documents/documents-resulting-from-the-3rd-g20-finance-ministers-and-central-bank-governors-meeting-rio-de-janeiro-25th-and-26th-of-july-2024/1-g20-ministerial-declaration-international-taxation-cooperation.pdf/@@download/file

Outline: Taxing wealth in a globalized world

1. Overview: Global trends and L&MICs currently taxing wealth

2. Should L&MICs tax wealth?

3. What do we know? What's next?
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Global Trends in WT

» WT rare/abandoned in most advanced countries that had one

» Renewed interest on progressive WT in L&MICs and U.S. (to curb rising ineq & DRM)

» ‘Proud to Pay More': an open letter from 260 billionaires begging global leaders to tax
the extremely wealthy

» EU-TO'’s proposal: a coordinated 2% min tax on global billionaires (Zucman, 2024)
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https://gabriel-zucman.eu/files/report-g20.pdf

Proud to Pay More [link]

» Remarkable call to tax extreme wealth

» “Our request is simple: we ask you to
tax us, the very richest in society. This ' | } ) |
will not fundamentally alter our standard
of living, nor deprive our children, nor PAY M 0 R E
harm our nations’ economic growth. But
it will turn extreme and unproductive
private wealth into an investment for our
common democratic future”

(Imk to report) Our message at Davos is simple:
Elected leaders must tax us, the super rich.

We'd be proud to pay more.
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https://proudtopaymore.org/
https://static1.squarespace.com/static/652d98fc798aeb069ceee397/t/65a6a186bb0b007ae861f7ec/1705419146513/2024+Report.pdf

L&MICs currently taxing wealth? Non-exhaustive overview

» LAC: Argentina, Colombia, Uruguay.
More recently: Suriname, Ecuador, Bolivia, Venezuela, Chile (luxury only)

> Africa: Algeria (0.15-1% on wealth >USD 750k), Zimbabwe (real estate)
> Specialized HNWI units in many countries (e.g., Santoro & Waiswa, 2024)

» Tax schemes vary in design and scope (OECD, 2018; Hebous et al, 2024)
— some recent experiences...
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https://onlinelibrary.wiley.com/doi/full/10.1111/dpr.12754

Bolivia's ‘Tax on Large Fortunes (IGF)’

> Since 2020, progressive tax of
1.4%-2.4% on wealth >USD 4.3m

» Collected USD 65m from 225 taxpayers
in 2021-22 [link]

> Highly targeted on ultra-wealthy; little
revenue (0.4% of total tax revenue)

-#- BOLIVIA S0 wconcn

EconomiaSe o o a a e

204

Amns contribuyentes

Recostruyendo
Bolwia

6/22


https://www.economiayfinanzas.gob.bo/node/8910
https://www.oecd-ilibrary.org/fr/bolivia_a4f823f9-en.pdf?itemId=%2Fcontent%2Fcomponent%2Fa4f823f9-en&mimeType=pdf
https://www.oecd-ilibrary.org/fr/bolivia_a4f823f9-en.pdf?itemId=%2Fcontent%2Fcomponent%2Fa4f823f9-en&mimeType=pdf

Bolivia's ‘Tax on Large Fortunes (IGF)’

Conoce el nuevo
Impuesto a las Grandes
Fortunas (IGF)

» Since 2020, progressive tax of
1.4%-2.4% on wealth >USD 4.3m

» Collected USD 65m from 225 taxpayers
in 2021-22 [link]

> Highly targeted on ultra-wealthy; little
revenue (0.4% of total tax revenue)

www.economiayfinanzas.gob.bo
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https://www.economiayfinanzas.gob.bo/node/8910
https://www.oecd-ilibrary.org/fr/bolivia_a4f823f9-en.pdf?itemId=%2Fcontent%2Fcomponent%2Fa4f823f9-en&mimeType=pdf
https://www.oecd-ilibrary.org/fr/bolivia_a4f823f9-en.pdf?itemId=%2Fcontent%2Fcomponent%2Fa4f823f9-en&mimeType=pdf

Zimbabwe's wealth tax (real estate)

» Since 2024, 1% tax levied on properties worth >USD 250k (a notch)
e Tax liability capped at USD 50k per property. People aged 65+ exempt [link]

» Revenue earmarked for urban infrastructure

e Roads, water systems, sewage networks, and community health centers

» Handled by ZIMRA with assistance from local councils (pivotal role)

» Policy's effectiveness and long-term effects are yet to be studied

e E.g., revenue, non-compliance, bribes, investment, relocation
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https://www.zimra.co.zw/public-notices?start=40

Should L&MICs tax stocks of the wealthy? WT vs KIT

Key aspects:

>
>
>

>

Increasing inequality and revenue needs
Equity—efficiency trade-off at the heart of the academic/policy debate

WT taxes ‘normal returns’ /unrealized gains, but not ‘excess returns’ (spent or saved?)
— High-yielding investments bear light taxation

Wealth in the utility function: confers advantages beyond consumption it finances
(e.g., Saez & Stantcheva 2018, Kopczuk 2013)

Externalities from excessive wealth concentration (political influence, democracy)

Adding WT to diversify revenue sources and prevent any one tax from getting too
high? (but new admin costs)

‘Third-best’ context: tax agencies face significant info and capacity constraints

Can the benefits outweigh the costs?
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Should L&MICs tax stocks of the wealthy? Recent developments

Disagreement on (i) practical/political considerations, and (ii) optimality
[Kopczuk 2013 2019; Hebous et al 2024; Adam & Miller 2021; Saez & Zucman 2019; Piketty et al 2023]

Recent normative studies (relevant for L&MICs):

o a0k w =

Guvenen et al (2023). Use It or Lose It: Efficiency & Redistributional Effects of Wealth Taxation
Guvenen et al (2024). Book-Value Wealth Taxation, Capital Income Taxation, and Innovation
Rotberg & Steinberg (2024). Tax Evasion and Capital Taxation

Aguiar, Moll, Scheuer (2024). Putting the 'Finance’ into ‘Public Finance’

Schjelderup & Zoutman (2024). Wealth Taxation: The Key to Unlocking Capital Gains

Also: Adam & Miller (2021), Piketty et al (2023), Bastani & Waldenstrom (2023)
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https://www.sciencedirect.com/science/article/pii/B9780444537591000066
https://www.columbia.edu/~wk2110/bin/BPEASaezZucman.pdf
https://www.imf.org/en/Publications/imf-how-to-notes/Issues/2024/03/08/How-to-Tax-Wealth-544948
https://onlinelibrary.wiley.com/doi/epdf/10.1111/1475-5890.12288
https://eml.berkeley.edu/~saez/saez-zucmanBPEAoct19.pdf
https://academic.oup.com/oxrep/article/39/3/575/7245777
https://academic.oup.com/qje/article/138/2/835/6979843?login=true
https://static1.squarespace.com/static/6246570e617f1d3daf55e1c1/t/6667546ffab1e223e891095a/1718047858153/GKKO-THEORY-Innovation-v73_FG.pdf
https://www.journals.uchicago.edu/doi/full/10.1086/729066
https://benjaminmoll.com/wp-content/uploads/2024/06/PFPF.pdf
https://onlinelibrary.wiley.com/doi/epdf/10.1111/1475-5890.12288
https://academic.oup.com/oxrep/article/39/3/575/7245777
https://academic.oup.com/oxrep/article/39/3/604/7245715

Guvenen et al (QJE 2023)

Advantage of WT over KIT: use-it-or-lose-it mechanism

» Study capital taxation under return heterogeneity (Fagereng et al, 2020)
- Assume: (i) excess returns created by productive activities (not by luck or rent-seeking);
(ii) incomplete credit markets (credit-constrained entrepreneurs); (iii) no evasion

- Broad-based WT rather than targeted at the top; levied on the book value of assets

» Idea: KIT borne disproportionately by high-ability entrepreneurs; WT borne by
low-ability — KIT creates more capital misallocation

» Under WT, taxpayers with =wealth pay =taxes regardless of productivity
— WT shifts tax burden toward unproductive taxpayers, expands tax base, encourages
savings of productive taxpayers, boosts overall productivity/growth

» Optimal WT delivers higher average welfare than optimal KIT

Bulk of gains come from a higher capital level and improved allocation of capital
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https://onlinelibrary.wiley.com/doi/full/10.3982/ecta14835

Rotberg and Steinberg (JPE 2024)

» GE model w/ tax evasion: taxing capital more heavily would lead to 1 offshore
evasion, tax revenue T marginally or |, 1 inequality, and widespread welfare losses

- 2 pp KIT hike would 1 concealed wealth and lost revenue by 50%
- Flat 1% WT would 1 concealed wealth by 500%

» Progressive WT on ultrawealthy (above a cutoff) would be even worse (| 0.9% GDP)

» One-time progressive WT delivers more promising results (as in Adam & Miller 2021)
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https://onlinelibrary.wiley.com/doi/full/10.1111/1475-5890.12288
https://uc13c92b6690aaf74f76fd5ef072.dl.dropboxusercontent.com/cd/0/inline2/CZFryiwpMYU1taKnxVU1USUXv23o6PKc4Fx9122H3zY2P84Td0xSe8mAWINpogpQe8ueMrltqtbZK_-Eo36ob8RFlU-lsp8dxG883gjaO1IB6Sr5_R1UnJPHnSCgYKQjGVKw03CwUHVFZG2aI9n0qkfWH0f-2J2rVmoDmp-v6iBHgsp5MuAI0yS9oPn06ZVub37ukbST_w6yL8Rj4yH5ayLPk1p1U5Ts92-Y3Sx82zSSx20i7yjJZs9ROdEYCoA-PCVeGJ5dLn45tERD5-s3vJxg2FwLwcM1_KdoePOeduyKCYnoJrHT-5PPf_M3f30Tb4RpViKNN0yga_ShRze1a5FrUwAttwerIuwlA30d2dNDDyYFPY9wnONpszDlivBw5mk/file

Rotberg and Steinberg (JPE 2024)

» GE model w/ tax evasion: taxing capital more heavily would lead to 1 offshore
evasion, tax revenue T marginally or |, 1 inequality, and widespread welfare losses

- 2 pp KIT hike would 1 concealed wealth and lost revenue by 50%
- Flat 1% WT would 1 concealed wealth by 500%

» Progressive WT on ultrawealthy (above a cutoff) would be even worse (| 0.9% GDP)

» One-time progressive WT delivers more promising results (as in Adam & Miller 2021)

Caveat! Model's implied elasticity of reported wealth is a bit off w.r.t existing studies
- e.g., Short run e: 10 here vs 2-4 in Londono-Velez & Avila-Mahecha (2024)

- So, people are too responsive in their model?
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https://onlinelibrary.wiley.com/doi/full/10.1111/1475-5890.12288
https://uc13c92b6690aaf74f76fd5ef072.dl.dropboxusercontent.com/cd/0/inline2/CZFryiwpMYU1taKnxVU1USUXv23o6PKc4Fx9122H3zY2P84Td0xSe8mAWINpogpQe8ueMrltqtbZK_-Eo36ob8RFlU-lsp8dxG883gjaO1IB6Sr5_R1UnJPHnSCgYKQjGVKw03CwUHVFZG2aI9n0qkfWH0f-2J2rVmoDmp-v6iBHgsp5MuAI0yS9oPn06ZVub37ukbST_w6yL8Rj4yH5ayLPk1p1U5Ts92-Y3Sx82zSSx20i7yjJZs9ROdEYCoA-PCVeGJ5dLn45tERD5-s3vJxg2FwLwcM1_KdoePOeduyKCYnoJrHT-5PPf_M3f30Tb4RpViKNN0yga_ShRze1a5FrUwAttwerIuwlA30d2dNDDyYFPY9wnONpszDlivBw5mk/file

Example: reported wealth in Argentina less sensitive to 7 than model suggests
Londofio-Velez & Tortarolo (2023) " *> Bunching
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https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099934312112322376/idu00738e97b03268043dd0a3d500bb680f31ebd

Example: reported wealth in Argentina less sensitive to 7 than model suggests
Londofio-Velez & Tortarolo (2023) " *> Bunching
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https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099934312112322376/idu00738e97b03268043dd0a3d500bb680f31ebd

Empirically, what do we know about WT?
The Good, the Bad, and the Ugly

> A lot in developed economies
(Alvaredo & Saez 2009; Agrawal et al 2023, Jakobsen et al. 2020; Briilhart et al. 2022;
Seim 2017; Duran-Cabré et al 2019; Ring 2020, Garbinti et al 2024; lacono &
Smedsvik 2023; Zoutman 2018; Marti et al. 2023; Baselgia & Martinez 2024; Jakobsen
et al. 2024; Alstadsaeter et al. 2018 2019; Johannesen et al. 2020; Leenders et al
2023; Baselgia 2024; Boas et al 2024)

> Not so much in L&MICs
(Londono-Velez & Avila-Mahecha, 2021, 2024; Czajka et al 2021; Londono-Velez &
Tortarolo 2024)
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The EU (negative) experience shaped much of the debate

EU history shows that wealth taxes are fragile (Saez & Zucman 2019)

Four main (historical) weaknesses:

1. No comprehensive tax base (tax avoidance)

2. Mobility of residence (avoidance) and assets (offshore evasion)
3. Liquidity problems when exemption threshold is too low
4

. Valuation concerns (self-assessment; base can't be fully covered by info reporting)

Piketty, Saez, Zucman (2023) optimistic that issues can be resolved in today’s world
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https://eml.berkeley.edu/~saez/saez-zucmanBPEAoct19.pdf
https://academic.oup.com/oxrep/article/39/3/575/7245777

Taking stock of knowledge

» Capital income and wealth highly concentrated at the top [Chancel et al, 2022]; even
more so in developing countries [Bergolo et al, 2023]

» People respond to WT, but anatomy varies a lot [Scheuer & Slemrod, 2021]

» Declared wealth, asset composition, savings/accumulation, mobility, price capitalization
> Advani & Tarrant (2021): design features, context, and methodology matter

> Avoidance/evasion (e.g., offshore) are common, and concentrated at the top too

» Current landscape of global tax coordination has enabled better enforcement of capital
taxes at the top
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https://wir2022.wid.world/
https://academic.oup.com/oxrep/article/39/3/530/7245726?login=true
https://www.aeaweb.org/articles?id=10.1257/jep.35.1.207
https://onlinelibrary.wiley.com/doi/full/10.1111/1475-5890.12283

Responses to Colombia's WT
Londofio-Velez & Avila-Mahecha (2024)
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Responses to Colombia's WT
Londofio-Velez & Avila-Mahecha (2024)

Log reported wealth (2009=0)
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Responses to Colombia's WT
Londofio-Velez & Avila-Mahecha (2024)
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Mobility Responses to WT: large in Spain, small in Scandinavia
Agrawal, Foremny, Martinez-Toledano (2023); Jakobsen et al (2024)

MADRID'S ZERC TAX RATE FACILITATES TAX-INDUCED MOEILITY
1
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Mobility Responses to WT: large in Spain, small in Scandinavia

Agrawal, Foremny, Martinez-Toledano (2023); Jakobsen et al (2024)

Qut-Migration in Year t by Net Worth in t-1 (%)
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Offshore tax evasion and WT

» Offshore tax evasion is an important threat to progressive WT
(Londofo-Velez & Avila-Mahecha 2021; Rotberg & Steinberg 2024)

> But tax evasion is not a law of nature (Alstadsaeter et al, 2024)
— Taxing wealth must come in tandem with cracking down on offshore evasion

» Substantial disclosures of offshore assets can take place in the current landscape of
global tax coordination — even in countries with low baseline tax compliance

- Colombia: Londofio-Velez & Avila-Mahecha (2021)
- Argentina: Londofio-Velez & Tortarolo (2023)
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https://www.aeaweb.org/articles?id=10.1257/aeri.20200319&from=f
https://www.journals.uchicago.edu/doi/full/10.1086/729066
https://www.taxobservatory.eu/publication/global-tax-evasion-report-2024/
https://www.aeaweb.org/articles?id=10.1257/aeri.20200319&from=f
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099934312112322376/idu00738e97b03268043dd0a3d500bb680f31ebd

Argentina is actively using CRS/FATCA info to crack down on offshore evasion

LA NACION
Deélar: Ofcial $97.75 $105,75 El= $130,50 $184,50 » Tra nS|ati0n:

“3,000 foreign bank accounts under investigation”

“They were not reported to AFIP in 2016 and
2017; AFIP will continue to investigate
information received from other tax entities
around the world”

“ELEVATHIS PATRIMONTIOS",

La AFIP tiene bajo la lupa » Reinforces the value of AEOI

3000 cuentas bancarias de More news: [1] [2] [3]
argentinos en el exterior

Mo fuaron declaredas ante el fiscoe durante los
panados 2016 v 2017; la administracidn Federal
de Ingresos Publicos seguind investigands
Informmacion que recibis de otras entidades
tribwtarias del mundo

Source: La Nacion, October 9, 2021.
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https://www.lanacion.com.ar/economia/la-afip-tiene-bajo-la-lupa-3000-cuentas-bancarias-de-argentinos-en-el-exterior-nid09102021/
https://www.infobae.com/economia/2023/01/11/la-afip-intimo-a-1800-contribuyentes-con-cuentas-en-el-exterior-no-declaradas-a-partir-de-datos-que-aportaron-otros-paises/
https://www.lanacion.com.ar/economia/dolar/por-330000-millones-la-afip-intimo-a-208-contribuyentes-con-cuentas-bancarias-en-el-exterior-nid20092023/
https://www.infobae.com/economia/2024/04/17/la-afip-intimo-a-contribuyentes-con-cuentas-bancarias-en-eeuu-con-los-datos-que-le-envio-el-fisco-norteamericano/

Globally, efforts to curb offshore tax evasion have paid off

The success of the hange of bank
16% Offshore household financial wealth
(% of world GDP)
14%
All offshore wealth

12%

10%

&%

a%

4%
Start of the automatic
exchange of bank

2% information

0%
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Notes: This figure reports the evolution of glabal heusehold affshore financial wealth (expressed as fraction of worid GDF), and
of untaxed offshare financial wealth in the central scenario detailed in chapter 1. In this scenario 27% of offshore financial wealth
is untaxed in 2022, representing 3.2% of wrld GDP: Source: for glabal offshore financial wealth, Souleymane Faye, Sarah Godar,
and Gabriel Zucman (2023), “Global Offshore Wealth 2001 - 2022, EU Tax y working paper, for untaxed wealth: EU
Tax Observatory computations; see chapter 1 for compiete details

Offshore tax evasion by wealthy
individuals has shrunk (Alstadsater,
Godar, Nicolaides, and Zucman, 2024)

Thanks to the AEOI, it has decreased by
about 3x in the past decade

With political determination, tackling tax
evasion is feasible
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https://www.taxobservatory.eu/publication/global-tax-evasion-report-2024/
https://www.taxobservatory.eu/publication/global-tax-evasion-report-2024/

Open question

» Despite the challenges and limitations (e.g., valuation, state capacity)
- Could the WT be an improvement over the status quo?
- Is @ minimum level of development required?

» Recent theoretical & empirical work are both optimistic/pessimistic

» Still limited evidence in L&MICs
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What's next? Gaps and a Call for More Work

“Tax evasion is a global problem that requires global cooperation” (and data analytics!)

— Martin Dvofak (Minister for European Affairs of Czechia)

> Better diagnostics
Who owns the wealth in L&MICs? How concentrated is it?
Distribution of comprehensive income and ETR (e.g., Del Carmen et al, 2024)

» More evidence from current wealth-taxing L&MICs
Behavioral responses, the role of AEQIs in recent years
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https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099302403182435474/idu116a7803b1e2ff144e6196f8152799cced739

Thanks!

Dario Tortarolo
dtortarolo@worldbank.org


dtortarolo@worldbank.org

Historically, the bulk of offshore wealth belonged to residents of high-income countries

Today, as the wealth of emerging economies grows fast, so too is their share of global
offshore wealth

Identifying the residence country of the owners of offshore assets still faces data
limitations and requires assumptions

A body of evidence also shows that ownership of offshore financial wealth is
concentrated towards the top of the wealth distribution



Offshore wealth owned by high-income vs. middle- and lower-income countries
(% of total offshore wealth)
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Notes: This figure plots the evolution of the share of global household financial wealth owned by residents of high-income
countries vs. residents of low- and middle-income countries over the period 2001 - 2022 Countries are grouped following the
World Bank classification as of 2022, Source: Souleymane Faye, Sarah Godar, and Gabriel Zucrnan (2023), “Global Offshore
Wealth 2001 - 2022, EU Tax Observatory working paper. Data available on the Atlas of the Offshore World, hitps.//atias-
offshore-world.arg



Distribution of wealth (assets)

Bunching at the exemption cutoff » Back
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Disclosed assets made under the 2016 amnesty by 255k participants
80% hidden abroad (mostly financial); raised 1.8% of GDP from a one-time tax

Disclosed value %

16"_& of GDP)

Total disclosed:

US$ 117B (21% of GDP)

E 8 %

Foreign stocks Domestic stocks Foreign bank acc. Domestic bank acc.  Foreign real est. Domestic real est. Other assets



The income tax becomes regressive at the top (Fy 2021)

Driven by preferential tax rates on capital income (note: wealth tax paid would offset part (all?) of it)
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Source: Own elaboration based on AFIP’s statistical yearbook FY 2021 which report income tax tabulations split into

Average annual income (in millions)

30 bins of increasing income. The adult population aged 20+ is 31,583,402. N filers in 2021 = 859,873.
Richest 40k account for 45% of PIT collected. Richest 2k (top 0.006%) account for 11% of PIT collected.



