
Seminar 6
1. (weight 1/3) Suppose there is a single surtax rate (toppskatt) for incomes

above 600 000 NOK.

(a) Discuss the effect on social welfare of a small decrease in the surtax
(hint Saez divide the total effect into three components).

(b) In Norway it has been debated whether it is appropriate to let the
surtax on high income (“toppskatt”) kick in already at a level where
it hits “ordinary” (not particularly high) income, say at 450 000.
Discuss the effect of such a reform.

2. (weight 1/3) The paper by Besley and Coate argues that public provision
of private goods can be used to redistribute income.

(a) Explain why this is the case in their model (what is the mechanism?)

(b) Explain why there is no redistribution if everyone consumes the pub-
licly provided private good.

(c) Suppose there are n individuals in the economy individual i has in-
come zi and everyone has the same utility function

u(e, h) = e↵c(1�↵)

,where e is education and c is consumption of other goods. If the c
and e is provided in the market the price is 1 per unit for both “goods”.
If the government produces education it costs q per unit it produces.
Suppose the government finances the provision of education with a
proportional income tax ⌧ .

i. fix ⌧ which then gives a certain level of publicly provided edu-
cation for each individual. Show that there typically will be a
cutoff level income z̄ such that those who earn above that level
will buy education in the private market.

ii. argue that in this case there will be redistribution even if all -
the rich and the poor - consumes the publicly provided.

3. (weight 1/3) Short questions (short answers, but try to explain)

(a) Suppose individuals who do not work receive 100 000 NOK in social
benefits per year (not taxable). If a person works and earns income
she may have to pay taxes. The tax scheme has three brackets, no
tax for income between 0 and 50 000. 28 % for income between 50
000 and 280 000. 35% for income between 280 000 and 600 000. 40%
above 600 000. What is the marginal tax rate for a person who goes
from no job (no income) to a job that pays 400 000. What is the
participation tax rate.
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(b) Why is the incidence of a tax often different in the short and long
run?

(c) If an income tax does not change behavior - how many hours a person
works - it has no efficiency loss!

(d) The efficiency loss introducing a small tax on good i that was previ-
ously untaxed is approximately equal to 0.

(e) It can be optimal to have a negative marginal tax rate for low income
levels.

(f) The result that there should be a zero marginal tax rate on those
with the highest income comes from the fact that their labour supply
is very elastic.

(g) It is never optimal to provide public goods to such an extent that
the sum of the marginal willingness to pay for the last unit of public
good surpasses the marginal cost of providing the last unit.
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