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Abstract

We study the impact of taxation on long run levels of human capital when mortality
of household agents is endogenously determined. The survival probability of agents
in our economy depends positively on their past levels of consumption. We
characterize and solve the dynamic optimization problem facing household agents in
the economy. Even though all households in our economy have identical preferences
and have access to the same human capital accumulation technology, with
endogenous mortality, there is a possibility of multiple steady state equilibria.
Households with initial endowment of human capital above a threshold choose to
accumulate human capital and attain higher levels of human capital and income in
steady state. Households below the threshold end up with very low levels of human
capital and income. Using empirical estimates of income-mortality relationship in US
to calibrate our model, we find that multiple steady states are empirically plausible.
Based on the initial endowment of human capital the economy gets segregated into
two groups in steady state - "high" and "low". Our simulations show that changes in
proportional tax rates have more than twice the impact on aggregate human capital
in endogenous mortality model compared to the infinite horizon model.
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