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This paper: assesses how marginal pension returns are valued by various stakeholders,
homeowners, consumers, and workers, using a regression discontinuity design

▶ Pension liabilities: State and local pensions in the US unfunded liabilities on the order of
$3.8 trillion (PPD, treasury discounting)

▶ Ultimately, these liabilities will be either restructured, paid out of new revenues, or defaulted
upon

▶ Approach: Match border counties for states with higher and lower pension asset returns to
compare capitalization:
▶ House transaction prices (ZTRAX)
▶ Wages (QCEW)
▶ consumer prices (Nielson)

How I’d personally state the questions, ultimately intertwined:
(1) How are pension liabilities valued?
(2) Who bears the incidence of pension liabilities?
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Main housing result in a figure
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Main wage/price result in a table
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Context #1: Unfunded Pension Liabilities are Large, shrinking(?)

“The Funded Status of
Public Plans Keeps
Improving – Albeit Modestly”

(e.g., New Jersey recent re-
forms, people do seem to care
a bit)
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Context #2: Incidence as an economic tool

Economic incidence: true burden of a tax or subsidy, identifying who pays for it through
altered prices, lower wages, or reduced returns

General rules (Fabinger and Weyl 2013):

Static passthrough to price:
1

1+(ϵD/ϵS)
(less elastic side of the market bears more of a tax)

Incidence for an infinitesimal change is simply the passthrough, or need to integrate p*Q for
larger changes

What makes this really challenging for the pension wealth?

1 pension wealth is traded off against the whole basket of taxes a gov collects or goods a gov
provides, but incidence is very hard even for a single tax

(e.g., we don’t agree who bears the corporate tax).

2 Incidence is dynamic and we don’t get to observe future prices
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Comments

1 Where should unfunded pension liabilities matter?

2 Sources vs. uses of income

3 A note on salience

4 Other and miscellaneous
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#1 Where should unfunded pension liabilities matter?

What correlates with politics and whose politics matter?
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#2 Sources vs. Uses of Income

Harberger (1962): “Insofar as individual con-
sumers have the same expenditure pattern as the
average of all consumers, they neither gain nor
lose in their role as consumers”

SOURCES:
▶ *Wages

▶ Capital returns

▶ Transfers

USES:
▶ Current consumption*

▶ Investment
▶ New capital
▶ Land*
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#3 A note on salience
I recently bought a house in PA, and I was not aware of PA’s pension liabilities nor recent
returns...
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#3 A note on salience, is that special for property?

Data for housing are from Zillow, lots of data aggregators.
Current Zillow categories of information for buyers:

1 Home value/rent cost estimate(?)

2 Price estimate history

3 Comparable homes and values

4 “Explore your selling options”

5 “What’s special” AI description of property and area

6 Property facts and features

7 Price history

8 Public tax history(?)

9 Local amenity ratings and descriptions (schools, walkability, legal protections, etc.)

What could drive salience of pension liabilities for wage/consumption
price impacts?
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#4 Other and miscellaneous

▶ Minor comment, why combine state and locally managed pensions? Interesting tension with
state-local alignment and the potential for downstreaming (Dagostino and Nakhmurina,
Forthcoming)

▶ What is democratic rule correlated with? Level of unfunded liabilities? Check census.
Downstreaming propensity and other structures?

▶ Is an equal wage across a border where one has higher taxes, or even risk of future taxes, the
expected counterfactual? Should workers be compensated for taking that risk? One could
expect a compensating differential and similar after-tax wages on both sides of the border.

▶ QCEW is earnings/worker, not “wages”
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Final Thoughts

▶ Really important question about (1) the value and (2) incidence of public pension
liabilities/wealth

▶ Very nicely identified regression discontinuity design that shows a large effect on house prices

▶ My big remaining questions for this extension:
1 Why does this not show up in other uses of income? (add capital investment/establishment

openings)
2 Is housing an understatement or is that the whole effect? Is there scope the value of excess

pension returns is even larger?
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