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A Identification

In the following, we provide additional intuition for the identification of the param-
eters discussed in Section 4.4 of the paper. To this end, we perform two related
simulation exercises. First, we highlight the relationship between a particular model
parameter and the different data moments. To this end, we simulate a 1% change in
a model parameter from its optimum holding all other parameters fixed and plot the
resulting change in the age averaged model moments relative to their minimum.*
Second, to highlight those moments providing most of the identification of a par-
ticular parameter, we plot the non-aged average change in those model moments as
a response to a change in the model parameter from its optimum. In this exercise,

we select changes in parameter values at discretion to make the effects best visible.
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(A) Sensitivity (B) Simulation
Panel A displays the moment responses to a 1% increase in the standard deviation of permanent
heterogeneity, 6,. The order of the moments is: Kelly’s skewness, fraction of positive earnings
growth, kurtosis, the fraction of earnings growth larger than 0.05, mean positive earnings growth,
mean negative earnings growth, variance of positive earnings growth, variance of negative
earnings growth, first covariance of positive earnings growth, first covariance of negative earnings
growth, second covariance of positive earnings growth, second covariance of negative earnings
growth, the unconditional autocovariance, and the variance of log earnings. Panel B displays the

simulated cross-sectional inequality resulting from a ten-fold increase relative to the optimum.

Figure I: Permanent initial heterogeneity

LAll parameter changes affect the mean of log earnings and log earnings growth, and we choose
to omit these responses in our graph for illustration purposes.
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(C) Sensitivity (D) Simulation

Panels A and C display the moments response to a 1% increase of the autocorrelation parameters,
pt and p~, respectively. The order of the moments is: Kelly’s skewness, fraction of positive
earnings growth, kurtosis, the fraction of earnings growth larger than 0.05, mean positive earnings
growth, mean negative earnings growth, variance of positive earnings growth, variance of negative
earnings growth, first covariance of positive earnings growth, first covariance of negative earnings
growth, second covariance of positive earnings growth, second covariance of negative earnings
growth, the unconditional autocovariance, and the variance of log earnings. Panels B and D
display the simulated cross-sectional inequality of selected parameter values that are of moderate

persistence (p ~ 0.8).

Figure II: Autocorrelation of persistent shocks
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Panels A and C display the moments response to a 1% increase in the parameters guiding the
persistence of transitory shocks, 7 and 67, respectively. The order of the moments is: Kelly’s
skewness, fraction of positive earnings growth, kurtosis, the fraction of earnings growth larger
than 0.05, mean positive earnings growth, mean negative earnings growth, variance of positive
earnings growth, variance of negative earnings growth, first covariance of positive earnings
growth, first covariance of negative earnings growth, second covariance of positive earnings
growth, second covariance of negative earnings growth, the unconditional autocovariance, and
the variance of log earnings. Panels B and D display the simulated positive and negative first
autocovariances, respectively, resulting from increasing and decreasing these parameters.

Figure III: Persistence of transitory shocks
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(C) Sensitivity (D) Simulation

Panels A and C display the moments response to a 1% decrease in the parameters guiding the
variances of persistent shocks, ﬁgb, and a 1% increase of &; .» respectively. The order of the
moments is: Kelly’s skewness, fraction of positive earnings growth, kurtosis, the fraction of
earnings growth larger than 0.05, mean positive earnings growth, mean negative earnings growth,
variance of positive earnings growth, variance of negative earnings growth, first covariance of
positive earnings growth, first covariance of negative earnings growth, second covariance of
positive earnings growth, second covariance of negative earnings growth, the unconditional
autocovariance, and the variance of log earnings. Panels B and D display the simulated positive
and negative variance, respectively, resulting from increasing and decreasing these parameters.

Figure IV: Variance of persistent shocks
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Panels A and C display the moments response to a 1% increase in the parameters guiding the
variances of transitory shocks, 4, ,+ and 4, ,-, respectively. The order of the moments is: Kelly’s
skewness, fraction of positive earnings growth, kurtosis, the fraction of earnings growth larger
than 0.05, mean positive earnings growth, mean negative earnings growth, variance of positive
earnings growth, variance of negative earnings growth, first covariance of positive earnings
growth, first covariance of negative earnings growth, second covariance of positive earnings
growth, second covariance of negative earnings growth, the unconditional autocovariance, and
the variance of log earnings. Panels B and D display the simulated positive and negative first
autocovariance, respectively, resulting from increasing and decreasing these parameters.

Figure V: Variances of transitory shocks



Rel. Loss Change: A7

o o o o o o
o o o o o o =
g 3§ 8 2 & 2 3

o
2
S

o
o

T I R 25 30 35 40 45 50 55
& ¥ Age
(A) Sensitivity (B) Simulation
0.045 —— — —t 0 : . - :

0.04 - 1

- 0.035

0.03

0.025

0.015

Rel. Loss Change: A

. N
S TS L S S SR S R AR
o (TS F @ N & o8 00000\?

o
&
ISy &

Age

(C) Sensitivity (D) Simulation

Panels A and C display the moments response to a 1% increase in the parameters guiding the
means of shocks, 5\2‘ and 5\;, respectively. The order of the moments is: Kelly’s skewness, fraction
of positive earnings growth, kurtosis, the fraction of earnings growth larger than 0.05, mean
positive earnings growth, mean negative earnings growth, variance of positive earnings growth,
variance of negative earnings growth, first covariance of positive earnings growth, first covariance
of negative earnings growth, second covariance of positive earnings growth, second covariance of
negative earnings growth, the unconditional autocovariance, and the variance of log earnings.
Panels B and D display the simulated positive and negative mean, respectively, resulting from
increasing and decreasing these parameters.

Figure VI: Means of shocks
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Panels A and C display the moments response to a 1% increase in the parameters guiding the
sampling probabilities of shocks, 3; and 5; , respectively. The order of the moments is: Kelly’s
skewness, fraction of positive earnings growth, kurtosis, the fraction of earnings growth larger
than 0.05, mean positive earnings growth, mean negative earnings growth, variance of positive
earnings growth, variance of negative earnings growth, first covariance of positive earnings
growth, first covariance of negative earnings growth, second covariance of positive earnings
growth, second covariance of negative earnings growth, the unconditional autocovariance, and
the variance of log earnings. Panels B and D display selected parameters guiding the probability
of positive and negative shocks and the corresponding simulated fraction of positive innovations
and kurtosis.

Figure VII: Sampling probabilities



B Model Moments for Alternative Models
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Figure VIII: Model Fit - Column (2) of Table 1 in the Paper
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Figure IX: Model Fit - Column (3) of Table 1 in the Paper



