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There  a re  th ree  cen t ra l  e lements  i n  the  gu ide l ines  g i ven  by  the  

Dan ish  M in i s t ry  o f  F inance:  

1) D iscoun t  Ra te  

2) Tax  D is to r t i on  Loss  ( ”Ska t te fo rv r i dn ings tab” )  

3 ) Net  Tax  Fac to r  ( ”Ne t toa fg i f t s fak to r ” )  

Guidelines for Economic Assessment 
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Neoclassical Value Theory 
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-  The  f i r s t  s tep ,  be fo re  eva lua t ing  the  ru les ,  i s  to  unders tand  the  

theore t i ca l  a rgument  beh ind  the  ru les  

-  Seems to  be  con fus ion  abou t  the  theore t i ca l  founda t ion  fo r  the  Ne t  

Tax  Fac to r,  e .g ;  

”De t  overo rdnede  a rgument  fo r  a t  ko r r i ge re  be regn inger  i  en  

samfundsøkonomisk  konsekvensvurder ing  e r,  a t  den  a l te rna t i ve  

anvende lse  a f  m id le rne  (køb  a f  fo rb rugsgoder )  havde  g i ve t  e t  

ska t temæss ig t  p rovenu”  ( Ve j l ed n i ng  i  f r e m s t i l l i n g  a f  s a m f und s øk on omi s k e  

k o n s e k v ens v u r de r i ng e r ,  D e p a r t em en t e t  f o r  F i n a n s e r  o g  I n d en r i g s an l i ggen de r,  

G r ø n l and ,  2 0 1 4 )  

 

The  NTF i s  not  abou t  l os t  revenue  f rom taxes !  

NTF i s  app l ied  i n  o rder  to  es t ima te  the  rea l  oppor tun i t y  cos t  o f  the  

i npu t  fac to rs  - -  i n  te rms  o f  we l fa re  

Net Tax Factor – What is it about? 
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- The  change  in  we l fa re  resu l t ing  f rom a  ce r ta in  p ro jec t  i s  g i ven  by  

The  va lue  o f  p roduced  goods  –  t he  va lue  o f  the  un rea l i sed  

a l te rna t i ve  p roduc t i on  

- G iven  neoc lass ica l  va lue  theory,  the  va lue  o f  any p roduc t i on  i s  

g i ven  by  the  w i l l i ngness  to  pay fo r  p roduced  goods  

- Wi l l i ngness  to  pay mus t  equa l  consumer  p r i ces  

- P rob lem:  We do  no t  have  the  p r i ces  o f  those  goods  tha t  were  never  

p roduced   

- Ques t ion :  How do  we  de te rm ine  the  va lue  o f  goods  tha t  were  never  

produced  (and  never  bough t )?  

Measuring Welfare Changes 
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Prob lem:  How do  we  de te rmine  the  va lue  o f  goods  tha t  were  never  

p roduced  (and  never  bough t )?  

- We know the  p r i ces  o f  i npu t  fac to rs  

- However,  wha t  we  need  i s  the  p r i ces  o f  f i na l  goods ;  

-  consumer  p r i ces  

- Consumer  p r i ces  =  Fac to r  p r i ces  +  tax  +  p ro f i t  

 

Net Tax Factor and the Valuation Problem 
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- Consumer  p r i ces  =  Fac to r  p r i ces  +  tax  +  p ro f i t  

- ”Hv is  p roducen te rne  hand le r  op t ima l t ,  anvendes  inpu t fak to re rne  på  

en  sådan  måde,  a t  i npu t fak to re rnes  marg ina le  b id rag  t i l  

værd iskabe lsen  i  v i r ksomheden  ne top  svare r  t i l  den  p r i s  som 

p roducen ten  ska l  be ta le  fo r  i npu t fak to ren …” ( s .  2 4 ,  F i n a n s m in i s t e r i e t ,  

1 9 9 9 )  

- ”Markedspr i sen ,  eksk l .  ska t te r  og  a fg i f te r,  de r  t i l f a lde r  s ta ten ,  på  

de  p roducerede  fo rb rugsgoder  e r  he rved  l i g  med  p r i sen  på  

i npu t fak to re rne  eksk l .  re funderbare  ska t te r  og  a fg i f te r. ”  ( s .  2 4 ,  

F i n a n s mi n i s t e r i e t ,  1 9 9 9 )  

- Tha t  i s ,  i t  i s  assumed tha t  the re  i s  no  p ro f i t  t o  the  p roducer  

- True  i n  a  pe r fec t  marke t  mode l  

- No  p ro f i t  ->  Consumer  p r i ces  =  Fac to r  p r i ces  +  tax  

 

Net Tax Factor and the Valuation Problem 2 
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Consumer  p r i ces  =  Fac to r  p r i ces  +  tax  

- How do  we  then  de te rm ine  the  tax?  

- P rob lem:  We do  no t  wh ich  good  tha t  wou ld  have  been  produced ,  

and  we  the re fo re  do  no t  know wh ich  tax  ra te  to  app ly.  

- So lu t ion :  An  average  ne t  tax  fo r  the  who le  economy i s  es t ima ted  to  

1 ,17 .  Th is  i s  ca l l ed  the  Ne t  Tax  Fac to r  

 

W i th  the  es t ima ted  NTF we  can  now ca lcu la te  a  theore t i ca l  

‘w i l l i ngness  t o  pay ’ f o r  the  goods  wh ich  were  never  p roduced :  

Consumer  p r i ce  fo r  goods  =  fac to r  p r i ce  x  1 ,17  =  w i l l i ngness  to  pay =  

the  va lue  o f  fo regone  goods  =  we l fa re  oppor tun i t y  cos t  o f  a  g i ven  

pro jec t ’s  use  o f  i npu t  fac to rs  

 

 

 

Estimating the Net Tax Factor 
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- I t  i s  assumed tha t  i npu t  fac to rs  a lways  have  an  a l te rna t i ve  use  

- I s  i t  appropr ia te  to  app ly  th i s  on  l abour?  Assumes  tha t  l abour  

a lways  has  a l te rna t i ve  emp loyment   

- Tha t  i s ,  an  assumpt ion  o f  fu l l  emp loyment .  On ly  s t ruc tu ra l  

unemp loyment  ex i s t ,  no  i nvo lun tary  unemp loyment  

- The  Ne t  Tax  Fac to r  i s  the reby cons is ten t  w i th  neoc lass ica l  

economic  theory,  and  in  l i ne  w i th  e .g .  the  DREAM mode l  

Net Tax Factor and Unemployment 
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