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Abstract 
In this report, we combine theory and empirical estimates for how labor earnings 
respond to changes in tax rates and unearned income. We use lottery winnings to 
obtain variation in unearned income and tax reforms to obtain variation in the net of 
tax rate. Combining this information with measures of extensive margin responses 
and the progressivity of the Norwegian income tax schedule, we are able to point 
identify uncompensated and compensated behavioral responses to income taxes 
and therefore to calculate efficiency losses and optimal income tax rates (for given 
welfare weights). 
 


