
Exam Econ 4624, fall 2017.

The exam contains two problems, each count 50%.

Problem A

Consider an income tax scheme that taxes all income below and equal to 300.000
NOK at a 20% rate and all income above 300.000 NOK at a rate of 40%.

1. Draw the budget line.

Easy.

1. Explain how the distribution of tax payers around the kink can be used
to estimate ETI (the elasticity of taxable income).
Intuitively: if there is an excessive number of tax payers at

the kink it must be because income earners adjust their tax-

able income (work hours, evasion,..) to the net of tax rate

income. The more excess density of individuals at the kink the

more responsive, elastic, is taxable income.

Graph: they should be able to reproduce some version of the

graph that saez has in his paper and use that figure to argue

that the excessive mass at the kink captures eti.

Formally: Great if they can use the quasi-linear and isoelas-

tic utility function used in the Saez paper to formally show

that ETI can be estimated at the kink. but should not be

expected,

2. What identification assumption(s) does this method rely on?
That the counterfactual distribution is smooth around the

kink.

3. Saez (2010) uses kinks in the budget line due to the earned income tax
credit scheme to estimate the ETI for US tax payers. He finds that wage
earners have a lower response than the self-employed. Why do you think
that is the case?
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Because it is hard for the wage earners to adjust their tax-

able income (adjust work hours, adjust evasion) so that they

locate at the kink.

Problem B

In 2017 the Norwegian government introduced an extra payroll tax on firms
that operate in the financial sector (firms selling financial services). Only firms
with more than 70% of their activity in the financial sector were eligible for the
tax.

Suppose you are asked to estimate the effect of this tax on wages in the
financial sector.

1. Could the extra payroll tax affect other economic variables (think inci-
dence)?
Sure, it can affect the prices customers have to pay for fi-

nancial services or the profits that the owners of these firms

earn. Basically, if labour supply is elastic it must be the cus-

tomers or the owners who pay the tax

2. Someone suggests that you can use a regression discontinuity design (RDD)
to assess the effect of this tax. What is your response?
Good idea! But i would be a bit worried that there are too

few firms around the threshold.

3. If you use RDD, how would you proceed; what would you check and how
would you estimate?
Check:
the balancing of confounders, should be smooth over the

threshold.

Show density around the threshold in order to check if firms

can influence if they are treated or not.

Estimate:
If there is a lot of firms around the threshold one could

do non-parametric tests (differences in means) on both sides.

Less data, run a simple linear regression on both side of the

threshold to see if the predicted wage at the threshold is

different if you come from below or above the 70% threshold.

Some discussion of bandwidth.

4. Suppose you find out that RDD is not working here. What alternative
methods could you use to estimate the effect of the tax.
Do a DiD. The relevant comparison group is a bit unclear.

Maybe wages in the whole economy, or maybe wages for those

who sell non-financial services. Must check common trend.

2


