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The Norwegian tax system - main features and developments

1 Introduction

Norway’s tax and fiscal policies seek to secure
public revenue, to contribute to just distribution
of wealth, and to promote high value creation and
efficient utilisation of society’s resources. A
further priority is to avoid that the tax system is
imposing excessive administrative costs on
taxpayers and the authorities. Direct and indirect
taxes also play a role in counter-cyclical policy.
The tax system contributes to the automatic sta-
bilisation of the economy, because tax revenue
rises during upturns and falls during downturns.

Figure 1 shows estimates of direct and in-
direct taxes in 2012. The figure shows, among
other things, that the largest tax revenues come
from tax on so-called ordinary income, value ad-

ded tax, employer’s social security contributions
and petroleum tax.

The different types of taxes can be divided into
direct taxes and indirect taxes.

Direct taxes include i.a. income tax for perso-
nal taxpayers and businesses, tax on net wealth
and inheritance tax. Direct taxes account for 74
per cent of total tax revenue. 42 per cent of direct
tax revenue comes from income tax from perso-
nal taxpayers, including social security contribu-
tions and surtax, while 36 per cent comes from
income tax from businesses, including tax on pe-
troleum activities. Tax revenue from mainland
businesses accounts for 8 per cent of tax revenue

Accrued direct and indirect taxes

Excise duties and Other
customs duties 31.0

100.4

Value added tax
221.2

Employer’s social
security contributions
148.4
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266.5
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Social security
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Figure 1 Accrued direct and indirect taxes. Estimates for 2012. NOK billions

Source: Ministry of Finance.
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from mainland Norway.

Indirect taxes include value added tax, excise
duties and customs duties. In total, indirect taxes
account for just less than 30 per cent of total di-
rect and indirect taxes. Value added tax is the lar-
gest source of revenue among indirect taxes,
amounting to 20 per cent of total direct and in-
direct taxes, while excise duties total 10 per cent.
Today, customs duties are a less significant com-
ponent of public revenues.

2 Guidelines to ensure an
efficient tax system

The tax system influences the supply of la-
bour, consumption, saving and investment. It is
therefore important that the design of the tax sys-
tem is based on certain basic principles that ensu-
re that society’s resources are utilised in the most
efficient manner possible. This can be achieved
by:

- first employing direct and indirect taxes that
promote better resource utilisation (such as
environmental taxes);

— then using neutral taxes that do not influence
the choices made by manufacturers and consu-
mers (such as resource rent taxes in the petro-
leum industry and power industry);

— finally, using skewing taxes to achieve the desi-
red tax level and redistribution objectives.

The socioeconomic costs that arise in connec-
tion with skewing taxation should be kept as low
as possible. Since the 1992 tax reform, the tax
system has been based on the principles of broad
tax bases, low rates and symmetrical treatment of
income and expenditure. This helps to keep the
costs of taxation down and to ensure that taxpay-
ers generally are treated equally. Broad tax bases,
which cover all types of income, are a prerequisite
for the equal taxation of persons with equal in-
come, and for ensuring that the progressivity of
tax rates results in better redistribution. The
changes made to the tax system as part of the
1992 tax reform, along with changes made in sub-
sequent years, have expanded the tax base and
ensured better agreement between taxable in-
come and actual income. The principle of broad
tax bases was further strengthened in connection
with the 2006 tax reform. This principle has also
underpinned the changes made to tax on net
wealth in recent years.

Introducing exceptions and special arrange-
ments in the tax system to support particular
groups, industries or activities makes the tax sys-
tem less efficient and more complicated. Often,
special arrangements will have undesired effects
on redistribution, since they in practice are more
used by high-income groups. Direct and indirect

taxes then have to be increased to maintain tax
revenues, and the socioeconomic costs of
taxation normally increase disproportionately
when tax rates are increased. When it is desirab-
le to support a particular activity or group in so-
ciety, measures on the expenditure side of the
budget are often a less costly and more effective
instrument, because they can be targeted.

In some cases, different objectives of the tax
system may conflict. Accordingly, different in-
terests have to be balanced when designing the
tax system. In general, individual taxes should
not target multiple objectives.

In Norway, public funding of extensive welfare
tasks necessitates the maintenance of con-
siderable tax revenues. However, certain direct
and indirect taxes are also intended to meet other
important aims beyond securing revenue for the
state.

The tax system has a redistributive effect, not
least because the average tax burden rises with
income. Tax on wages implies a lower supply of
labour, but the tax system should, insofar as pos-
sible, support the making of good decisions re-
garding participation in working life, education
and career choices. Empirical research indicates
that the supply of labour from low-income groups
is influenced more by changes to economic
framework conditions than the supply of labour
from high-income groups. Lower taxes on low
and middle wage incomes can therefore stimula-
te increased participation in working life while
simultaneously making the income distribution
more equal.

Persons with the lowest incomes pay little or
no tax. Changes in the tax system are therefore
of little significance to this group. Many people
with permanently low incomes are not in work.
The tax rules should be designed to ensure that
it is profitable to work. Moreover, in the case of
persons who receive social security benefits to
compensate for (temporary) losses of wage in-
come as a result of health problems or unemploy-
ment, the interaction between the social security
rules and the tax rules is important as regards
incentives for returning to work or increasing
working hours. One challenge in the context of
tax and welfare policy is to balance the considera-
tion of protecting income with the consideration
of providing incentives to work. This is illustrated
in box 1, which provides an example showing
that, in some cases, there may be little to be
gained in financial terms from working rather
than receiving social security benefits.
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Box 1 Incentives to work depend on both the tax system and the social security system

Incentives to work are influenced both by the tax rates on labour and by any net transfers to indivi-
dual recipients. Norway’s income protection system (primarily the social security system) consists of
various transfer schemes that ensure that persons who, for various reasons, are not working, have an
income on which to sustain themselves. Examples include disability pensions and unemployment be-
nefit. These social security schemes often lapse entirely or in part when a person starts working, and
thus function as an additional “tax” on labour. To take this into account, a frequent approach is to cal-
culate the effective average tax on labour. The effective tax rates take into consideration both tax and
the net transfers lost when a person begins to work. Although such rates are useful for illustrating
work incentives, they must be interpreted carefully. The calculations generally only take the level of
the transfers into account. Other aspects of the schemes, such as time limits on benefit payments and
activity requirements for recipients, will also influence incentives to labour.

Figure 2 shows some average effective rates of tax on labour when a person moves from
unemployment to full employment (2010 figures for the Nordic countries). The respective calcula-
tions are for a sole provider with two children and a couple with two children, where one parent stays
at home. The figure shows that the effective tax rate on labour can be considerable. A sole provider
with two children will, in reality, be taxed around 90 per cent of gross wage income when the loss of
unemployment benefit is included.

Effective average tax burden when a person moves from social security benefits! to full-time
employment
Sole provider?, two children Cuople with one person working?, two
120 120 120 children 120
100 - 100 100 - - 100
80 - - 80 80 - - 80
60 - - 60 60 - - 60
40 - - 40 40 - 40
20 - - 20 20 - 20
0 . . 0 0 ; ; -0
[ sl e = = [ = ey = =
= S D [ i)
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Figure 2 Effective average tax burden when a person moves from unemployment benefit to full-

time employment. 2010. Per cent

1 The calculations are based on unemployment benefit in the different countries as calculated in OECD Tax
and Benefit 2010. The level of the benefit is the level paid for the first year of unemployment.

2 Based on 80 per cent of average wages in the different countries, both as a basis for calculating the benefit
and as the level of wage income from full employment.

3 Based on 100 per cent of average wages in the different countries, both as a basis for calculating the benefit and
as the level of wage income upon the move into full employment. The spouse/cohabitant is assumed to stay at
home in both cases.

Sources: OECD and the Ministry of Finance.
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Environmental taxes and tradeable emissions
quotas support the more correct pricing of envi-
ronmentally hazardous activities, and motivate
individuals and businesses to more environmen-
tally friendly behaviour. The imposition of a uni-
form tax or quota price across different sectors
will ensure that national emissions are reduced at
the lowest possible cost to society, and is consis-
tent with the principle that the polluter should
pay. Revenue from environmental taxes and the
sale of emissions quotas can be used to
strengthen welfare schemes and collective bene-
fits, or to reduce other direct and indirect taxes.

Taxes on businesses should primarily aim to
secure revenue for the state, and should not hin-
der sound commercial activity. Ensuring that the
taxation of all real income is as consistent and
uniform as possible helps to ensure that resource
utilisation is not influenced by, for example, tax-
motivated investment. Taxed profits should cor-
respond to actual value creation. This also ex-
pands the tax base, allowing the tax rate to be
kept at a lower level than if the tax base were nar-
rower.

Emphasis must also be given to foreseeability
in the context of business and capital taxation. A
lack of stability may influence business invest-
ment in an undesirable manner, weakening value
creation.

In industries that exploit natural resources, an
additional return may be generated in the form of
resource rent. It is important to ensure that socie-

ty receives a large proportion of this additional
return. Accordingly, special taxes are levied on
the profits generated by petroleum activities
and in the hydropower sector. Through the pe-
troleum tax system and the State’s Direct Finan-
cial Interests (SDFI), the state secures a large
proportion of the substantial revenues from the
continental shelf without hampering investment
which is profitable from a socioeconomic
perspective. SDFI functions as a cash-flow tax,
but the revenues are not treated as tax reve-
nues.

Figure 3 compares the tax revenues of
various countries as a percentage of gross natio-
nal product, and provides a rough overview of
differences in the size of the public sector
between countries. The figure shows that Nor-
way and the other Scandinavian countries have
a relatively high level of taxation. Among other
things, this reflects well-developed public social
security schemes. Norway has a highly unusual
industrial structure, which features considerab-
le value creation in the petroleum sector. This
makes it difficult to compare Norway’s tax level
directly with the tax levels of other countries.

Since 1980, tax revenue in Norway has total-
led between 39 and 45 per cent of GDP. In Swe-
den, the proportion has been between 45 and 53
per cent, while the proportion for Denmark has
totalled between 41 and 51 per cent of GDP. In
the same period, the average tax level in the

Total tax revenue as a percentage of GDP
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Figure 3 Tax revenue as a percentage of GDP in selected countries, EU-17' and OECD? 2010. Per cent

1'The Euro area.
2 Figures for the OECD are from 20009.

Source: OECD Revenue Statistics and Taxation Trends in the European Union.
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OECD has fluctuated between 30 and 36 per cent of
GDP.

Greater mobility of capital, goods and services
may imply an increase in the significance of tax diffe-
rences between countries. Norway needs to have
good general tax rules in place to ensure that it can
retain and attract commercial activities and capital.
However, localisation decisions are based on more
than tax. Political stability, good infrastructure, access
to highly qualified labour, well-functioning financial
markets, property law and a stable, foreseeable regu-
latory environment are also important framework
conditions for business activity.

3 Direct taxes

3.1 Income tax for personal taxpayers

Rate structure and tax base

Income tax for personal taxpayers is calculated on
two different bases. First, a flat rate tax of 28 per cent
is paid on all taxable income (wages including taxable
payments in kind, pensions, income from self-
employment, taxable dividends and other capital in-
come), less the tax-free allowances (basic allowance
and personal allowance), deductible losses and ex-
penditure such as debt interest, etc. Certain other
allowances are also granted. This net tax base is cal-
led “ordinary income”. Levying a flat tax rate on a net
tax base ensures that all deductions have an equal tax
value, and ensures symmetry in the taxation of capi-

tal, i.e. that income (gains) and expenditure
(losses) are taxed at the same rate.

Second, social security contributions and any
surtax are paid on so-called “personal income”,
which comprises gross wage and pension income
without deductions of any kind.

Persons with high incomes pay a larger pro-
portion of tax on their incomes than persons with
low incomes. This progression is ensured
through the tax-free allowances and the surtax.
The number of surtax payers is estimated to total
around 950,000 in 2012. Box 2 shows how margi-
nal and average tax rates rise as wage income ri-
ses. The highest marginal rate of tax on wages,
excluding employer’s social security contribu-
tions, is 47.8 per cent. If employer’s social security
contributions are included, the highest marginal
rate of tax increases to 54.3 per cent. Figure 4
shows that, in 2011, Norway’s maximum marginal
rate of tax on wage income was about average
compared to selected countries.

Since the 2006 tax reform, an important prin-
ciple of the tax system has been that the highest
marginal rates of tax on wage income, on divi-
dends and on personal income from business acti-
vities should be approximately equal. When the
difference between the marginal tax rates on pro-
fit income and wage income is small, there is little
to be gained by presenting profits that in reality
derive from work as dividends to secure a lower
tax burden. This form of income shifting was a
considerable problem before 2006.

Maximum marginal rate of tax on wage income
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Figure 4 Maximum marginal rate of tax on wage income including employees’ social security con-

tributions. Selected countries in 2011. Per cent
Source: OECD Tax database.
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Box 2 The calculation of tax on wage income

Marginal tax is the rate of tax applicable to the last krone earned by a taxpayer. The marginal tax
rate influences the taxpayer’s decision regarding how much or how little he or she wants to work. If
the marginal tax rate is high, the motivation for employees to increase their work efforts may be
weakened. Such distortions of the supply of labour have undesirable socioeconomic consequences, as
resources are exploited less efficiently. The higher the tax rates, the greater these distortions.

Marginal tax must not be confused with average tax. In a tax system featuring tax-free allowances,
other deductions and a progressive rate structure, the marginal tax rate will always be higher than
the average tax rate for the same income level, and those with the largest incomes will pay the largest
proportion of tax on income.

The figures below show marginal tax and average tax on wage income, respectively, under the
2012 rules.

Figure 5 shows that the marginal tax rate varies according to income level. The tax rate is zero up
to the tax exemption limit. Social security contributions are then paid in accordance with a levelling
rate (25 per cent). The levelling rate is used until it is worth paying social security contributions at the
ordinary rate of 7.8 per cent of total wage income. If wage income exceeds the total of the personal
allowance and the wage income allowance, the taxpayer starts to pay tax on ordinary income (28 per
cent), resulting in a marginal tax rate of 35.8 per cent (0.078 + 0.28). When the basic allowance (38
per cent of income), exceeds the wage income allowance, the marginal tax rate falls to 25.16 per cent
(0.078 + 0.28 * (1-0.38)). Once the taxpayer has reached the maximum basic allowance, the marginal
tax rate again rises to 35.8 per cent. The marginal tax rate increases to 44.8 per cent at surtax
threshold level 1 and 47.8 per cent at surtax threshold level 2, respectively.

Figure 6 shows that the average tax rate rises in line with income, although the average tax rate is
substantially lower than the marginal tax rate in the case of wage income exceeding the total of the
personal allowance and the earned income allowance.

Marginal tax on wage income

Per cent
60 60
50 - 47.8 - 50
448
I
Surtax (level 1: 9 per cent, level 2: 12 per cent
40 - 358 358 ¢ i pericent) St 40

09 25 || 2516 K

Tax on ordinary income (28 per cent)

20 - + 20

10 1 - 10

k 0
0 100 200 300 400 500 600 700 800 900 1000

Wage income. NOK thousands

Figure 5 Marginal tax on wage income (excluding employer’s social security contributions). 2012
rules for an employee in tax class 1 who only has wage income and standard allowances. NOK

thousands
Source: Ministry of Finance.
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Figure 6 Average tax on wage income (excluding employers’ social security contributions). 2012
rules for an employee in tax class 1 who only has wage income and standard allowances. NOK

Tax on pension income

Due to special tax rules pensioners and some
recipients of social security benefits pay less tax
than wage earners. Social security contributions
on pensions are lower than on wages. On the ot-
her hand, the basic allowance is somewhat smal-
ler in the case of pension income than in the case
of wages.

A special tax allowance in pension income is
granted to so-called AFP early retirement pensio-
ners and to retirement pensioners to ensure that
they do not pay tax on pension income cor-
responding to the minimum pension level, and
that they pay less tax on pension income than on
wage income above this level. The tax allowance
is reduced for pension income exceeding the mi-
nimum pension level, so that the difference
between tax on pension income and tax on wage
income shrinks as pension income rises.

Disability pensioners are granted a special
allowance in ordinary income in respect of disabi-
lity. Further, a tax limitation rule applies for di-
sability pensioners who are more than two-thirds
disabled, and for recipients of certain means-
tested benefits, including sole providers who re-
ceive transitional support. The rule means that
income amounting approximately to the mini-

mum pension level is tax free. Income above this,
including a net wealth supplement, is taxed at a
rate of 55 per cent, meaning that the advantage is
reduced until it becomes worth while to be taxed
in accordance with the ordinary tax rules.

Figure 7 shows calculated tax on pension in-
come under the 2012 rules for unmarried AFP
early retirement pensioners/retirement pensio-
ners and unmarried disability pensioners, respec-
tively, compared to tax on wage income for
employees in class 1. It has been assumed that
the taxpayers have no income other than wage
income and pension income, respectively, and
that the disability pensioners do not have net
wealth totalling more than NOK 200,000. Nor do
the taxpayers receive any allowances other than
the standard allowances. The tax levied on a reti-
rement pension of NOK 250,000 will be around
NOK 20,000 less than the tax levied on a cor-
responding wage income.

Tax on dividends paid to persons

Dividends received, and capital gains made, by
personal shareholders are taxed in accordance
with the shareholder model. This means that divi-
dends exceeding a shielding allowance are taxed
as ordinary income for the owner. In principle, the
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Tax on wage and pensions
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Figure 7 Tax at different income levels for wage
earners, AFP early retirement pensioners and
retirement pensioners, and disability pensioners
under the 2012 rules. It has been assumed that
the taxpayers are unmarried and assessed in
class 1, that they receive only wage income or
pension income, respectively, and that they do
not receive allowances other than the standard

allowances. NOK thousands
Source: Ministry of Finance.

shielding allowance is calculated as the cost price
of the share multiplied by a shielding rate of re-
turn. The shielding rate shall reflect the return
after tax on a risk-free investment. Accordingly,
dividend tax is levied on the return that exceeds
the return that can be achieved through an alter-
native, risk-free investment.

If the income from the share is lower than the
shielding allowance, the unused shielding al-
lowance is added to the shielding base for the
next year. In practice, this means that the unused
shielding allowance is carried forward with in-
terest. The unused shielding allowance is atta-
ched to the particular share, and cannot be deduc-
ted from income received from other shares.

For practical reasons, it is the owner of the
share on 31. December who receives the shiel-
ding allowance calculated for that year. When the
share is sold, the seller may deduct any earlier,
unused shielding allowance from any gain. If a
loss is made, the full loss can be deducted from
ordinary income. A new shielding allowance is
calculated for the new owner, equal to the new
cost price multiplied by the shielding rate of re-
turn.

Tax on income from self-employment

The owners of sole proprietorships are taxed
according to the self-employed model, while part-
ners in companies assessed on a partnership ba-
sis (general partnerships, limited partnerships
and others), are taxed in accordance with the
partnership model. The starting point for both of
these models is the same as for the taxation of
dividends, namely that income below a risk-free
return on the invested capital (such income cor-
responds to the shielding allowance), shall only
be taxed at a rate of 28 per cent. This has helped
to ensure a high degree of equal tax treatment for
different ways of organising businesses.

The profits of companies assessed on a part-
nership basis are taxed on an ongoing basis as
ordinary income received by the partners. In ad-
dition, distributed company profits in excess of
the shielding allowance are taxed again as ordi-
nary income for the partners.

Income from a sole proprietorship in excess of
the shielding allowance is taxed as calculated
personal income, and surtax and social security
contributions are levied on it. The calculated per-
sonal income is thus taxed on an ongoing basis,
in contrast to, for example, dividends, which are
taxed as ordinary income only once a dividend is
paid or realisation occurs. The main reason for
this difference is that sole proprietorships are not
separate legal persons. A distribution of funds
will thus only be a transfer of funds within the
owner’s own finances. Self-employed persons pay
higher social security contributions than wage
earners (11 per cent compared to 7.8 per cent) on
their personal income from business. On the ot-
her hand, self-employed persons do not pay
employer’s social security contributions on their
personal income. At the same time, self-employed
persons receive lower social benefits than wage
earners in a number of cases. Self-employed fis-
hermen pay social security contributions at a rate
of 7.8 per cent, plus a product tax intended,
among other things, to make up the difference in
social security contributions between 11 per cent
and 7.8 per cent.

3.2 Business taxation

The profits of companies are taxed as ordinary
income at a flat tax rate of 28 per cent. Losses can
be carried forward and deducted from subse-
quent profits. In business taxation, particular
emphasis is given to the principles of equal treat-
ment of different investments, forms of funding
and forms of organisation, and to symmetrical
treatment of income (gains) and expenditure
(losses). Among other things, this means that
taxable profits must, insofar as possible, be set in
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accordance with company profits. “Durable and
significant” fixed assets must be capitalised in
different asset groups and depreciated using ra-
tes which, in principle, should reflect the expec-
ted real depreciation.

The exemption method ensures that compa-
nies, in principle, are exempted from the taxation
of dividends and gains on shares, etc. At the
same time, the right of deduction is lost in
respect of corresponding losses. The purpose of
the exemption method is to avoid chain taxation
in the company sector, i.e. that dividends and
gains on shares owned by companies are taxed
several times.

Employers in both the private and public sec-
tor are obliged to pay employer’s social security
contributions on wage costs. Employer’s social
security contributions are differentiated by re-
gion, and the tax rate depends on where the busi-
ness is located.

Figure 8 shows that the average statutory cor-
porate income tax rate has been reduced signifi-
cantly in both the OECD countries and the EU
countries in recent years. This trend is due partly
to increased tax competition and partly to a desi-
re to ensure more efficient domestic resource
utilisation. Several countries have expanded their
tax bases for corporate income tax and reduced
tax rates. Norway was one of the first countries to
implement a reform of this kind (the 1992 re-
form), and is among the countries which have

Statutory corporate income tax rates
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gone furthest in implementing the principle of
broad tax bases and low rates.

The effective taxation of companies will also
depend on the tax base. The effective average tax
rate is paid tax as a proportion of the company’s
real profits. It is lower than the statutory rate if tax
credits are granted in connection with the invest-
ments, for example through generous deprecia-
tion rules. It is the effective average tax rate that
is most relevant when a company is deciding in
which country it wishes to invest based on tax
considerations. The effective marginal tax rate is
most relevant when a company is deciding the
size of the investment.

Table 1 shows statutory tax rates and calcula-
ted effective average and marginal tax rates in
selected countries in 2009. Effective tax rates are
calculated based on an imaginary investment with
a given return, etc., and take into account both
statutory tax rates and key parts of the tax base
(depreciation rates, etc.) In Norway, the effective
average tax rate is currently at about the median
level.

In addition, shareholders are taxed on profits
through dividend and capital gains taxation; see
section 3.1. Figure 9 shows the total marginal tax
on dividends paid by companies and shareholders
in selected countries in 2012.

Petroleum taxation

The extraction of oil and gas produces a con-
siderable additional return (resource rent). A
special tax of 50 per cent was therefore introdu-

Figure 8 Statutory corporate income tax rates
in Norway, the EU and the OECD.! 1995 -
2012. Per cent

1 Non-weighted averages for the EU and the OECD.
The EU figures relate to the countries which were

members as at 1 January 2009 (EU-27).
Sources: OECD, Eurostat and the Ministry of Finance.
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Figure 9 Total marginal tax on dividends paid
by companies and shareholders in selected

countries. 2012. Per cent
Source: OECD.
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Table 1 Statutory and calculated effective corporate income tax rates in 2009. Per cent

Country Statutory tax rate ~ Effective average tax ~Effective marginal tax

rate rate
Ireland.......cccooeevieneniinineens 12.5 14.4 13.3
Switzerland ..........cccccoennenee. 21.2 18.7 12.4
GIeece ....coovvevueevenrerecrenneenn 25.0 21.8 14.1
AUSIIA. .o 25.0 22.7 17.4
Denmark ........ccccccoeveininenn 25.0 22.5 16.7
The Netherlands................... 255 23.7 19.6
Finland .......ccccoovvininincnnnn 26.0 23.6 18.1
Sweden.......coeeeeieirinenennns 26.3 23.2 17.4
Portugal.......cccccvvvivniiiiennn, 26.5 23.7 17.1
United Kingdom .................. 28.0 28.3 28.9
NOIWAY ..o 28.0 26.5 233
Germany .......coccceeeeveeeceeeennnn. 31.0 28.0 21.7
Italy oo 31.1 27.4 20.8
Canada .....ccccoeovevvencncnenne. 33.0 32.9 32.8
Belgium........coccoociiiinnnnen. 34.0 24.7 -5.1
France .......ccccooevinivicninins 344 34.6 34.9
Spain ....ccevvevieieieineee 35.7 32.8 334
USA e 383 37.4 35.1
Japan .......ccceeveviiieiiiienns 40.8 41.3 41.9

Sources: European Commission and ZEW Mannheim (TAXUD/2008/CC/099).

ced for income from petroleum extraction, in ad-
dition to the ordinary profit tax of 28 per cent. The
marginal tax rate on the additional return in the
petroleum sector is therefore 78 per cent.

The taxation of petroleum in Norway is gene-
rally based on the ordinary business taxation ru-
les. However, the tax base for income from the
sale of crude oil is determined using administrati-
vely set norm prices, i.e. tax reference prices. De-
ductions are granted for all relevant operating
costs, and exploration costs may be directly recor-

ded as expenses. An uplift (investment-based
“supplementary depreciation”) is deducted from
the ordinary tax base to calculate the special tax
base. If the company makes a loss, the loss and
unutilised uplift can be carried forward, with in-
terest. Moreover, a separate payout scheme has
been introduced for companies which are not in a
tax position, under which the tax value of the ex-
ploration costs is disbursed.

The State Direct Financial Interest (SDFI),
through which the state participates in licences
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with high potential, is also an important source of
state income from the continental shelf. SDFI has
the same properties as a cash-flow tax; the state
covers its share of investments and operating
costs on an ongoing basis and receives the same
proportion of the income.

Figure 10 shows the composition of the state’s
income from petroleum activities. All else being
equal, higher oil prices will result in higher pro-
fits for oil companies, and thus higher income for
Norway. Correspondingly, the state’s income
from the petroleum industry will drop significant-
ly during periods of low prices. When prices we-
re high around 1980, the state’s income was ne-
vertheless relatively low. This is because produc-
tion was considerably lower than when prices
again rose to very high levels around 2008 and
because many companies recorded substantial
investment depreciations.

Hydro power taxation

The tax rules for hydro power companies are
generally the same as for other companies.
Among other things, this means that profits
(ordinary income) are taxed at 28 per cent.

In addition, the state calculates tax at a rate of
30 per cent on the resource rent of hydropower
plants. The resource rent is calculated as the
standardised market value of the power produ-
ced (actual production multiplied by spot market
prices), less operating expenses, depreciation
and an uplift. The uplift is calculated as the risk-
free return on the written-down value of working
capital. If a hydro power company has a negative

resource rent, the tax value is disbursed.

Power companies are also subject to a natural
resource tax (paid to municipalities and county
authorities), of 1.3 ere per kWh. The natural re-
source tax may be deducted from the company’s
tax on ordinary income. In addition, hydro power
producers pay a license fee and (normally) pro-
perty tax to their host municipalities, and have to
yield power under licence conditions.

Taxation of shipping companies

Since 2007, companies taxed as shipping com-
panies have been exempted from tax on shipping
income, and pay only a tonnage tax. The tonnage
tax is an annual tax calculated on the basis of the
ships’ net tonnage, and the rate varies according
to different tonnage intervals. The rate may be
reduced for ships, etc. that satisfies environmen-
tal requirements set by the Norwegian Maritime
Authority.

3.3 Taxation of capital

Wealth tax

Personal taxpayers pay tax at a rate of 1.1 per
cent of taxable net wealth, i.e. gross wealth less
debt, on net wealth exceeding a tax-free allowance
of NOK 750,000 in 2012. Spouses each have their
own tax-free allowance. The wealth tax plays an
important part in redistribution policy. It supple-
ments income taxation and ensures that the tax
system for personal taxpayers as a whole has a
more progressive effect; see figure 11.
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The oil price and income in the petroleum sector
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Figure 10 The oil price and total net income for the state from the petroleum sector. 2013 NOK
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In principle, the taxable value of assets is equal
to their market value. However, homes and other
real estate are valued much lower than market
value. On average, commercial property other
than hydro power plants, agricultural property
and forestry property is valued at around 40 per
cent of market value for the purpose of wealth tax.
The average taxable value of a taxpayer’s primary
home (the home in which the taxpayer lives), is
25 per cent of market value, while the taxable va-
lue is 40 per cent in the case of second homes
(homes in addition to the primary home which

Tax as a propotion of gross income. 2010
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Figure 11 Tax as a proportion of gross income
in 2010. Per cent

Sources: Statistics Norway and the Ministry of Finance.

are not commercial or vacation properties). The
taxable value of vacation properties is set at
around 30 per cent of the cost of the new building
and the land, and the taxable value can be upda-
ted using general percentage increases. A safety
valve is intended to ensure that no primary home
or vacation property has a taxable value higher
than 30 per cent of the market value the taxpayer
can document. The safety valve is 60 per cent for
commercial property and second homes.

The proportion of persons who pay wealth tax
has been reduced in recent years due to increa-
ses in the tax-free allowance. It is estimated that
around 17 per cent of taxpayers will pay wealth
tax in 2012; see figure 12.

Inheritance tax

In principle, all inheritances are subject to in-
heritance tax. In 2012, inheritances and gifts to-
talling up to NOK 470,000 are exempt from in-
heritance tax. In the case of inheritances and
gifts to the testator’s/donor’s children, foster
children (including step-children raised by the
testator/donor), and parents, the tax rate is 6 per
cent on inheritances/gifts totalling between NOK
470,000 and NOK 800,000, and 10 per cent on
amounts exceeding NOK 800,000. The same
thresholds apply to other beneficiaries/recipients
of gifts, but the tax rates are 8 per cent and 15 per
cent, respectively. Inheritances and gifts to
spouses and cohabitants are not taxable.

Inheritance tax may be regarded as a suitable
compensation for a lack of income and capital
gains taxation. Recipients do not have to pay ordi-
nary income tax on inheritances and gifts; nor are
inheritances and gifts treated as a realisation that
may trigger capital gains taxation of the estate or
of the donor.

Among the recipients of inheritances and
gifts, it is those with the highest incomes and
highest net wealth who receive the largest va-
lues, and who consequently pay the most inheri-
tance tax in absolute terms.

Property tax

The introduction of property tax is left to the
discretion of the individual municipalities. All
income from property tax falls to the municipali-
ty. The property tax rates must be between 0.02
and 0.07 per cent of the valuation basis, which
must be established by conducting a property
valuation every 10 years. Municipalities may
choose to apply a reduction factor when valuing
properties. In the case of homes and vacation
properties, they may also use a tax-free allowance
to reduce the valuation basis. Special valuation
rules apply in the case of property tax on hydro
power stations; these are based on the value of
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Proportion who pays wealth tax and average wealth tax
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Figure 12 Proportion of persons who pay wealth tax and average wealth tax. 1997 — 2010. Estimates

for 2011 and 2012

Source: Statistics Norway.

what is produced, subject to minimum and maxi-
mum limits.

Through 2011, 316 of 430 municipalities had
introduced property tax in one form or another,
and 193 had introduced property tax on homes
and vacation properties in all or parts of the mu-
nicipality. The municipalities’ total income from
property tax was about NOK 7.6 billion in 2011.
Box 3 provides an overview of income from tax
on property in the OECD countries.

In its draft budget for 2013, the government
has proposed that municipalities should be per-
mitted to use the net wealth bases to value ho-
mes for property tax purposes, starting in the
property tax year 2014. An effect of the proposal
is that the values of homes will fluctuate with the
market prices.

4 Indirect taxes

4,2 Value added tax

Value added tax is a general tax on domestic
consumption of goods and services, intended to
generate income for the state. Value added tax is
collected and paid in by businesses liable to value
added tax. The general tax rate is 25 per cent.

When the value added tax system is designed
to apply generally to all goods and services at a
single rate, the tax will not influence the composi-
tion of consumption. Further, when the tax is only
imposed on final consumption, it does not result
in adjustments of production. This design also

Box 3 Income from tax on property in the OECD countries

The OECD tax statistics provide an overview of the income generated by different types of taxes.
Tax on property includes taxes relating to use, ownership and the transfer of property. Capital gains
taxation is not covered. In Norway’s case, municipal property tax, tax on net wealth, inheritance tax
and stamp duty will all be included.

In some countries, there may be a difference between the gross and net tax on property. This
applies, for example, in the USA, where many taxpayers can deduct locally paid property taxes be-
fore income tax is calculated. The OECD figures are based on non-weighted averages of gross
taxes.

Figure 13 shows that income from tax on property is generally relatively low. Norway receives
only 2.9 per cent of its tax revenue from property, and lies well below the OECD average. This esti-
mate includes the total income from tax on net wealth and inheritance tax, etc., and thus also inclu-
des tax on other assets such as shares, etc. The actual tax on real estate probably amounts to less
than 2 per cent of total tax revenue. In addition, Norway is unusual in an international context in
allowing an unlimited deduction in respect of debt interest.
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Figure 13 Tax on property. Percentage of total tax revenue. 2010?

allows the value added tax to be collected in a
simple manner, and at a relatively low administra-
tive cost to businesses.

Although the current value added tax is, in
principle, a general tax on consumption, there are
various exceptions, exemptions and reduced ra-
tes. Several services are excluded from the value
added tax system, including financial services,
health services and teaching. This means that no
value added tax is charged on the sale of these
services, and businesses that produce the ser-
vices cannot deduct the value added tax they pay
on goods and services they purchase.

A reduced value added tax rate of 15 per cent
applies to foodstuffs, and a low rate of 8 per cent
applies to certain service areas such as passenger
transport, accommodation, NRK’s public broad-
casting activities and access to cinemas, sporting
events, amusements parks and adventure centres.
Some goods are exempt from value added tax
through a “zero rate”. This means that the person
liable to tax is entitled to deduct value added tax
paid on goods and services for use in the business
without charging value added tax on sales. This
applies, for example, to books, newspapers and
periodicals.

The general value added tax rate of 25 per cent
is the same as in Sweden and Denmark, among
others. Income from value added tax as a pro-
portion of GDP is higher in Norway than the
average for the OECD countries, but somewhat
lower than in Denmark and Sweden.

4.2 Excise duties

Excise duties are intended to fund public ex-
penditure, but are also used as an instrument for
pricing socioeconomic costs linked to the use of
products hazardous to health or the environment.

In contrast to general taxes on consumption,
excise duties on certain products will shift con-
sumption away from taxed products. Excise
duties are therefore a suitable instrument for re-
ducing the socioeconomic costs associated with
products which are damaging to the environment
or health. Some excise duties are motivated pu-
rely by fiscal considerations, i.e. the aim is to ge-
nerate income for the state to fund public expen-
diture. Examples in this regard include stamp
duty on the sale of real estate and the motor ve-
hicle re-registration tax. Other taxes may be ba-
sed on a fiscal motivation but are also assigned
an environmental purpose. This applies, for
example, to the motor vehicle registration tax,
the design of which has increasingly been based
on environmental considerations in recent years,
and the electricity consumption tax, which is also
intended to limit the consumption of electricity.

The objective of a tax influences the design of
the tax. To limit the socioeconomic costs of
taxation, fiscal taxes should not be charged on
manufactured intermediate goods. On the other
hand, environmental taxes which are intended to
put a price on an environmental problem should
be designed to cover all sources of the environ-
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mental problem, at the same tax rate.

Environmental taxes

Norway’s first tax with an environmental pur-
pose was the tax on the sulphur content of mine-
ral oil, which was introduced in 1970. The use of
environmental taxes did not become more wi-
despread until the late 1980s/early 1990s. In the
last 20 years, environmental taxes have been in-
troduced in various areas.

Environmental taxes ensure that market pri-
ces take greater account of the social costs of
activities that are hazardous to the environment.
This helps to reduce the scale of these environ-
mentally harmful activities. Income from environ-
mental taxes can be used to reduce other de-
stortive taxes.

The use of environmental taxes is consistent
with the principle that the polluter should pay.
This principle states that those who use environ-
mental goods should also pay the costs of the
activity that is damaging to the environment.

The cost of reducing emissions from environ-
mentally hazardous activities can vary between
different economic sectors, and the authorities
do not have complete information on how large
these costs are for different businesses and
households.

A correctly designed environmental tax will
cover all emissions in all parts of the economy, at
a single common rate. This allows decentralised
decision-making that secures an environmental
benefit at the lowest possible socioeconomic
cost. Quotas are another cross-sectoral instru-
ment that can have the same effect as environ-
mental taxes. Quotas and taxes are discussed in
more detail in box 4.

When environmental taxes function as inten-
ded, they help to reduce environmentally harmful

activity. This in turn reduces the income of the
state. This partly explains the drop in income
from environmental taxes in recent years. If envi-
ronmental taxes are replaced with emissions quo-
tas that are not sold (“free quotas”), income falls
further. A fall in the income from environmental
taxes may mean that other direct and indirect
taxes have to be increased to maintain a given
level of tax revenue. However, Norway’s income
from environmental taxes remains relatively high
compared to other countries; see figure 14.

Environmental taxes and quota systems may
not have a cost effective design for various rea-
sons. This is often due to a desire to protect parti-
cular groups or industries. Figure 15 shows the
marginal cost of greenhouse gas emissions in dif-
ferent sectors in Norway. Having different prices
for environmentally harmful emissions increases
the total cost of reducing national emissions.

In addition to pure environmental taxes, taxes
are levied on electricity consumption. The electri-
city consumption tax is motivated by fiscal con-
siderations, but is also intended to help limit the
consumption of electricity. In 2000, a base tax on
mineral oil was introduced with the aim of preven-
ting an environmentally undesirable transition
from the use of electricity to the use of mineral oil
for heating purposes.

There are also taxes other than environmental
and energy taxes that are both motivated by fiscal
considerations and have environmental objecti-
ves. This applies, for example, to the motor ve-
hicle registration tax, which among other things
is differentiated according to CO: emissions.
Taxes on fuel and vehicles constitute a large pro-
portion of the environmental taxes.

Health and social taxes
The consumption of goods other than environ-
mental goods may also impose costs on society

Box 4 The connection between taxes and quotas

Environmental taxes put a price on the cost to society of environmentally harmful activities. It
becomes financially profitable for stakeholders to implement measures to reduce emissions, either in
the form of reduced production or through clean-up measures that cost less than the tax. In the case
of a tax, the authorities put a price on polluting emissions, but do not control the volume of emissions
directly. In a quota system, on the other hand, the authorities set the volume of emissions, while the
price of emissions is determined by the market. However, the cost of the clean-up measures which
are implemented will be determined by the price of the quotas as established in the quota market,
and will depend on the supply of and demand for quotas.

An environmental tax and a quota system will secure the same emissions reductions when the
quota price equals the tax. If the authorities auction off the quotas, the quotas will generate the same
income for the authorities as the tax. This is because the residual emissions will correspond to the
total volume of the quotas. Stakeholders will thus be willing to pay a price for the quotas equal to the
tax. If the quotas are distributed free of charge, the authorities will lose the income and the oppor-
tunity to secure potential further socioeconomic gains by reducing other taxes.
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which are not reflected in market prices. The con-
sumption of alcohol and tobacco is an example of
this. The taxes on alcohol and tobacco generate
income for the state, but also help to ensure that
the prices of these products include, to a greater
degree, the costs which using them imposes on
society. These costs relate to health expenditure

which is covered by society and the drawbacks
inherent in the fact that smoking and alcohol con-
sumption may have negative effects on others
than those who consume the goods. In addition,
there are costs linked to the fact that consumers
themselves do not take sufficient account of the
long-term effects of consumption, or ignore unde-
sirable effects. Health reasons have also been
linked with the tax on chocolate and sugar pro-
ducts, and the tax on non-alcoholic beverages. A
high level of taxes on consumer goods may in-
crease the volume of cross-border shopping,
smuggling and illicit distillation of alcohol. The
health effects of taxation must be weighed
against the social costs of such activities.

4.3 Customs duties

Customs duties have the objective of pro-
tecting domestic producers against competition
from abroad. Import duties normally result in
more expensive goods for consumers and higher
production costs for businesses. Moreover,
customs duties reduce the scope of trade and
prevent different countries from fully utilising
their relative advantages in the production of
goods and services. Trade in goods and services
have made it possible for Norway to utilise its
competitive advantages. Today, Norway is one of
the countries in the world with the least customs
protection for manufactured goods. In the con-
text of manufactured goods, only certain items of
clothing and textiles are subject to customs
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Figure 15 The level of taxes on greenhouse gases in different sectors. NOK per tonne of CO3z equiva-
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duties.

Customs protection of agricultural goods is a
key part of Norwegian agricultural policy. Among
other things, import protection helps to ensure
trade in Norwegian agricultural products at pri-
ces set in the agricultural agreement. Customs
protection is an important aspect of the overall
support given to Norwegian agriculture, and
constitutes the majority of Norway’s border pro-
tection measures. Customs duty rates for agricul-
tural goods vary considerably, depending on the
need for protection.

Maximum customs duty rates have been set
in international agreements. Norway has commit-
ted to reducing customs duty rates in several
rounds of GATT/WTO negotiations, most re-
cently in connection with the 1994 WTO
agreement. The WTO agreement imposed not
only a certain reduction in customs duties on ma-
nufactured goods, but also commitments regar-
ding market access, domestic subsidies and ex-
port subsidies for agricultural goods. Like other
industrialised countries, Norway grants preferen-
tial customs duty rates to developing countries
through the GSP (Generalized System of Prefe-
rences) scheme. Under the scheme, individual
industrialised countries grant developing
countries improved market access for their
goods. The GSP is a unilateral scheme, and can
in principle be withdrawn or amended.

5 Fees and sectoral taxes

The state’s exercise of authority is normally
funded through ordinary allocations via the fiscal
budget. However, in certain areas, the state’s ex-

penditure is covered entirely or partly by the col-
lection of fees or sectoral taxes.

According to the Ministry of Finance guide-
lines, fees shall constitute payment for services
provided by public bodies. Therefore, when a new
fee is introduced, it cannot be set higher than the
cost to the state of taking the action in question.

Sectoral taxes are earmarked for the funding
of particular objectives. They can nevertheless be
regarded as ordinary direct and indirect taxes,
because their payment is not linked to direct reci-
procal services from the state.

6 Distribution effects of the
tax system

6.2 Income and net wealth distribu-
tion and the progressivity of the
tax system

Taxation is one of several instruments for re-
ducing income differences and improving the wel-
fare of those with low incomes. Below, an over-
view is provided of the redistribution properties of
the current tax system.

Different types of income and different assets
are taxed differently. The composition of income
and net wealth in the population is therefore im-
portant as regards how changes to the tax system
influence distribution.

Figure 16 shows that persons with low inco-
mes primarily receive wage and pension income,
while income from self-employment and capital
income are concentrated among persons with
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Figure 16 Income types distributed by gross income. 2010. Per cent
Source: Statistics Norway’s tax statistics for personal taxpayers and the Ministry of Finance.
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high incomes. In 2010, capital income accounted
for around 53 per cent of the total income of per-
sons with incomes of more than NOK 3 million.

Figure 17 shows the composition of net wealth
at different income levels. Since taxable values are
employed in this context, and these are lower
than the real values in many cases, net wealth is
underestimated. In particular, the assessment
value of homes and other real estate is much lo-
wer than the market value. Low assessment va-
lues on commercial property also mean that many
unlisted companies are valued far below their real
value. It is nevertheless clear that securities com-
prise the largest net wealth component among the
very wealthiest persons, while bank deposits and
real estate dominate in the lower income groups.

Figure 18 illustrates how total tax is distribu-
ted among persons at different income levels. The
figure shows that the tax system is progressive,
i.e. the average tax increases in line with income.
The tax and transfer system is more important, in
relative terms, to the income distribution in Nor-
way than in the OECD countries as a whole; see
box 5.

6.2 The importance of the tax sys-
tem for the welfare of house-
holds

When calculating the effects of the tax system,
it is sometimes desirable to consider how the wel-
fare and consumption opportunities of house-
holds, and not just actual incomes, are affected.
Such calculations take account of total household

income and the number of household members;
see the detailed description in box 6. The calcula-
tions are performed using Statistics Norway’s tax
model, LOTTE-Skatt; see box 7 for a more detai-
led description of the model.

In figure 20, all members of the population
have been assigned an income based on their
household affiliation and then ranked according
to rising income, in 10 groups of equal size
(income deciles). The members of the household
in example 1 in box 6 would be assigned to in-
come group 8 in this figure, and the members of
the household in example 2 would be assigned to
income group 10. Correspondingly, all persons
have been allocated a share of the direct and in-
direct taxes paid by their household. The figure
shows that persons with low consumption oppor-
tunities have a lower tax burden than persons
with high consumption opportunities.

As figure 20 shows, indirect taxes contribute
to weaken the progressivity of the tax system.
This is partly because the calculations are based
on gross household income. Persons with high
gross incomes pay a larger proportion of their
gross income in taxes than persons with low
gross incomes, and thus have a smaller pro-
portion of income available for consumption. It is
post-tax income (and savings) that can be consu-
med and from which indirect taxes are paid. In-
direct taxes will thus constitute a smaller pro-
portion of gross income in the case of a person
with a high gross income than in the case of a
person with a low gross income. If the calcula-
tions were to be based on posttax income
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Figure 17 Gross wealth (taxable values) distributed by gross income. 2010. Per cent
Source: Statistics Norway’s tax statistics for personal taxpayers and the Ministry of Finance.
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Box 5 Distribution effects of the tax and transfer system in Norway and other countries

The importance of the tax and transfer system for income distribution
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Figure 19 The importance of the tax and transfer system for income distribution. Percentage diffe-
rence in inequality measured using the Gini coefficient before and after tax and transfers. End of the

2000s
Source: OECD. Social Expenditure Statistics.

Figure 19 shows how the tax and transfer system helps to reduce income differences in diffe-
rent OECD countries. The contribution of the tax and transfer system to redistribution is measured
as the difference between income inequality (measured using the Gini coefficient) before taxes and
transfers and income inequality after taxes and transfers. Compared to countries like Korea, Japan
and the USA, Norway’s tax and transfer system plays a much more substantial role in redistribu-
ting income.
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Differences in the organisation of the tax system in different countries may result in differences in
the degree of redistribution achieved through the tax system. For example, the tax system in a coun-
try that has placed greater emphasis on personal income tax than on employer’s social security con-
tributions will appear more redistributive, since employer’s social security contributions are not in-
cluded in the calculation of personal tax. This may explain why Denmark, which does not use
employer’s social security contributions, appears to have a more redistributive tax system than, for
example, Norway, as Denmark’s tax revenues must come from personal taxation to a greater degree.
The OECD’s calculations show that while the tax and transfer systems reduce the income differen-
ces in the OECD area by just over 30 per cent, the income differences in Norway are reduced by al-
most 40 per cent.

different income groups.

7 Estimates of tax

The calculations are static, and do not cover

developments over time. Studies show that life-
time earnings are distributed much more evenly
than annual income, and that the number of per-
sons earning a very low income in one particular
year is much higher than the number of persons
earning a very low income for several years.

expenditures and tax

sanctions

The tax system is sometimes used as an in-
strument for achieving political aims beyond the
main objectives mentioned in section 1. This re-
sults in exceptions and special arrangements that

reduce the state’s income and consequently
constitute support for specific groups and activi-
ties. Such revenue losses are called tax subsidies
or tax expenditures. Examples include special

Box 6 Consumption opportunities and adjusted income

A person’s consumption opportunities are determined by the resources which the individual has at
his or her disposal. These resources include post-tax income, net wealth, the value of public goods
and services, and home manufacture. Ideally, analyses of resource distribution in the population
should consider total consumption opportunities. Due to measurement difficulties, however, it is most
common to base distribution analyses on income.

The use of taxable gross income as the definition of income and the basis for classification into
income groups does not express fully how tax changes result in altered consumption opportunities
and welfare. A person’s consumption opportunities are influenced by the household of which he or
she is a member. Persons who live together can share fixed costs, for example linked to the home,
motor vehicles and electricity (economies of scale), and persons without a personal income can ne-
vertheless have consumption opportunities if they belong to a household in which others have an in-
come (provider responsibility).

To take account of economies of scale and provider responsibility, each member of the household
is allocated an adjusted income (“equivalent income”), which is larger than the household’s actual
income per person. The adjusted income expresses the income a household member would have to
have as a single person in order to have the same consumption opportunities he or she has as part of
the larger household. For example, a person may have a low adjusted income because her own gross
income is low, or because she has provider responsibility for other members of the household who
do not have incomes.

There are different scales for adjusting income in this manner. The calculations in this chapter
employ the “square-root scale”, which has been used, for instance, in a number of official reports. In-
dividual household members are allocated an income equal to the total household income divided by
the square root of the number of persons in the household. This means, for example, that a house-
hold of four persons only needs double the gross income of a single-person household to have the
same consumption opportunities.

The examples in table 2 show the calculation of adjusted income for a household of four and for a
household of two.
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persons, respectively

Table 2 Examples of calculated adjusted income for households of four and two

Example 1: Couple with two children

Example 2: Couple without

Adult with income...........cccoeevennneenn.

Adult with income.........c..cevevnennn.n.

Adjusted income per person
(800,000/V4) ..o,

Income (NOK)

children
Income
(NOK)
450,000 Adult with income 450,000
350,000 Adult with income 350,000
0
0
800,000 Total 800,000
400,000 Adjusted income per 565,685

person (800,000/12)

Source: Ministry of Finance.

arrangements for sole providers and for agricul-
tural and industrial businesses. Correspondingly,
the tax system may feature tax sanctions, i.e. in
certain cases a direct or indirect tax is imposed
that is higher than it would be under a general,
uniform set of rules. Such extra taxation also ex-
presses political priorities. One example is in-
direct fiscal taxes on businesses’ factor inputs.

In contrast to corresponding measures funded
via the expenditure side of the budget, the Stor-
ting (the Norwegian parliament) does not decide
the level of tax expenditures and tax sanctions in
the annual budgets. This section is therefore in-
tended to provide supplementary information
about the different measures and instruments
which are incorporated into the current direct
and indirect tax rules. The summary is not inten-
ded to be complete.

The size of the tax expenditures and tax
sanctions depends on how the benchmark sys-
tem is defined. Usually the general direct and
indirect tax rules are applied. However, in some
cases, the main principles for the design of the
tax system are applied, as established by, for in-
stance, the 1992 and 2006 tax reforms. Examples
include depreciation rates, the taxation of
housing and certain indirect taxes. As in most
other countries, the Ministry uses the revenue
foregone method, i.e. tax expenditures are set
equal to the tax revenues which the public sector
loses due to the use of more generous rules than
indicated by the benchmark system.

Estimated gross tax expenditures will amount

to about NOK 130 billion in 2012. Figure 21 shows
the distribution of net tax expenditures in 2012
across different areas. As shown in the figure, by
far the greatest tax expenditure relates to the
taxation of housing. This amounts to approxima-
tely 40 per cent of total tax expenditures. Tax ex-
penditures related to financial capital and pension
savings amount to about 7 per cent of total tax
expenditures. Exceptions in the value added tax
system account for 22 per cent, while regionally
differentiated employer’s social security contribu-
tions and tax expenditures on wages and pensions
amount to 7 and 10 per cent respectively.

8 Revenue estimation
methods

8.1 The benchmark and the tax re-
venue reference

The benchmark

The revenue effects of changes to the tax rules
are calculated by reference to a benchmark. The
benchmark is characterised by the fact that direct
and indirect taxes are kept unchanged in real
terms. This means that limits and rates under the
tax rules are adjusted annually in line with growth
in prices, wages, pensions and net wealth.

The benchmark is based on tax rules for the
current year. Deductions and income thresholds
in the general rate structure for personal income
taxation are generally adjusted in line with estima-
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Box 7 The LOTTE-Skatt and LOTTE-Konsum tax models

Statistics Norway’s LOTTE-Skatt tax model is used to calculate the effects on tax revenues and
distribution of amending the personal taxation rules. The model consists of a set of tax rules and a set
of data. The set of data is based on a representative sample of taxpayers taken from Statistics Nor-
way’s income statistics for households for 2010, extrapolated to 2013. These statistics include tax infor-
mation from the tax return and tax assessment registers and information about tax-free income like
scholarships, housing benefits and social security benefits.

To allow the effects of amending the tax rules in 2013 to be studied, the tax rules for 2012 are ex-
trapolated to 2013. The extrapolated rules are called the benchmark system for 2013, because they
define the real unamended tax rules. Deductions and limits relating to the general rate structure for
personal taxation are primarily extrapolated using estimated wage growth for an ordinary man-year.
This means that a wage earner whose wage growth equals estimated wage growth (and who is not
entitled to any special deductions), will pay approximately the same amount of tax as a percentage of
income in the benchmark system as the year before.

Deductions and limits that are not linked to the general rate structure for personal taxation are ex-
trapolated using the development of consumer prices. The tax-free allowance in the tax on net wealth
is extrapolated so that a person with a net wealth composition equal to the average will pay approxima-
tely the same amount of tax on net wealth as a percentage of net wealth as in the previous year. A cor-
responding method is used to extrapolate the inheritance tax thresholds.

Since 2011, pensions have no longer been adjusted according to wage growth, but rather according
to wage growth less 0.75 percentage points (for ordinary pension income), and according to wage
growth adjusted downwards in view of increasing life expectancy (minimum pension level). This will
be reflected in the benchmark system. Starting in 2013, the tax allowance in pension income will be
extrapolated using (primarily) growth in the minimum pension level, the upper limit of the basic al-
lowance will be extrapolated using growth in pension income and the personal allowance will be ex-
trapolated using a weighted average of wage growth and growth in pension income. The said limits
were previously wage-adjusted in line with the benchmark system, but this would imply a tax relief
from 2013.

LOTTE-Konsum is used to calculate how household consumption expenditure on different groups
of goods varies between income groups. By linking consumption taxes (VAT and excise duties) with
groups of goods, it is possible to calculate how consumption taxes, or changes to these taxes, are
distributed between income groups. Such calculations are only performed for taxes on goods and ser-
vices that are charged to households directly, not for taxes charged to other sectors, even though the-
se also affect households through consumer prices. The benchmark alternative for taxes in 2013 com-
prises estimated booked revenue for each individual tax in 2011 extrapolated using price and volume
growth in the period to 2013.

The calculations performed using LOTTE-Skatt and LOTTE-Konsum are uncertain, not least
because they are based on a sample, and in the case of LOTTE-Konsum due to uncertainity in the cal-
culations of price effects. In addition, the data is extrapolated to 2013 on a discretionary basis. The mo-
dels are static, i.e. they do not take into account any adjustments over time resulting from proposed
rule changes. Further, the tax returns on which the calculations are based do not cover all income and
other sources of consumption. Accordingly, there may be differences between a person’s actual con-
sumption opportunities and what the statistics express.

ted wage growth. A taxpayer who only receives
standard allowances and experiences growth in
both ordinary income and personal income equal
to estimated wage growth will thus pay
approximately the same average income tax un-
der the benchmark tax rules as in the current
year; see the detailed discussion in box 7. Cor-
respondingly, in the benchmark, the tax-free al-
lowance in the tax on net wealth is adjusted so
that a person with an average net wealth composi-
tion pays the same amount of tax on net wealth

under the benchmark system as in the current
year, measured as a proportion of net wealth.
Special deductions and certain other limits rela-
ted to personal income taxation are adjusted in
line with estimated price growth. In the bench-
mark for indirect taxes, all quantitative rates are
adjusted in line with estimated price growth.
Accordingly, the indirect tax burden under the
benchmark tax rules remains unchanged in real
terms.
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Figure 20 Direct and indirect taxes per person as percentages of adjusted income. Wage and price-

adjusted 2012 rules. Per cent

Source: Statistics Norway and the Ministry of Finance.

The tax revenue reference

The revenues resulting from the benchmark
for the tax rules are often described as the tax
revenue reference. The tax revenue reference is
thus determined by the benchmark and the esti-
mated development of the tax bases. The ex-
trapolation of the tax bases is based on estimates
of macroeconomic developments.

8.2 Static revenue estimation

When the short-term revenue effect of a rule
change, such as the effect in the budget year, is
to be estimated, it is often reasonable to assume
that there are no initial behavioural responses
from the taxpayers. This is particularly the case if
there is little reason to believe that the tax
change will influence their behaviour to any no-
table degree, or that behaviour changes takes
time.

The revenue effect of a change in the tax rate
will in such cases be the tax base multiplied by
the change in the tax rate. This can be illustrated
using the example of a change in the annual mo-
tor vehicle tax. Around three million motor vehic-
les are registered in Norway. An increase in the
annual motor vehicle tax of NOK 100 per motor
vehicle can be estimated to increase revenue by
around NOK 300 million. Such an increase in the
annual motor vehicle tax is unlikely to affect the
number of motor vehicles in the short term.

8.3 Behavioural effects

Changes to direct and indirect taxes, and
certain public expenditure changes, may influ-
ence public finances beyond the immediate, direct
budget effect. This is because the changes may
influence the behaviour of businesses and house-
holds.

When assessing the economic effects of tax
changes, it is important to distinguish between
the permanent behavioural effects and the de-
mand effects of a tax change that is not revenue
neutral.

Permanent behavioural effects

The long-term, permanent effect, often refer-
red to as the structural effect, of a tax change on
public budgets depends on the design of the tax
change. For example, reduced tax on wage in-
come will partly increase real post-tax income
(income effect), and partly leave a worker with
more money after tax for each additional hour
worked (substitution effect). In addition, the tax
change may motivate some individuals to enter
the labour market (participation effect). The in-
come effect tends to reduce labour supply
(increase consumption of leisure), while the
substitution effect and the participation effect
tends to increase labour supply. The effects vary
with different tax changes, and depend, among
other things, on the size of the income, substitu-
tion and participation effects for individuals at dif-
ferent income levels. However, there is great un-
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Figure 21 Net tax expenditures in 2012 distributed across different areas. Per cent

Source: Ministry of Finance.

certainty about both the size of the effects and
how quickly they arise.

As a rule, a tax change will form part of a ba-
lanced budget proposal. A tax reduction in one
part of the tax system will often be funded by tax
increases in other parts of the tax system. It is
therefore reasonable to assume that the income
effects will largely counteract one another, leaving
the substitution and participation effect.

The substitution effect and the participation
effect express the degree to which resource utili-
sation in the economy improves or worsens as a
result of different tax changes. The behavioural
effect of an unfunded tax change thus only provi-
des partial knowledge about the total effect on
resource utilisation. A complete picture requires
analysis of the change within a balanced budget,
including analysis of the measures that fund the
tax change. This will often be difficult. In connec-
tion with large tax reforms, it is nevertheless desi-
rable, subject to the limitations of the estimation
methods, to prepare overall analyses of the total
effect of a revenue-neutral change on resource
utilisation.

In general, there is reason to believe that tax
reductions that reduce the tax base have a negati-
ve effect on the overall efficiency of the tax sys-
tem. On the other hand, reductions that reduce
marginal tax on work, saving, etc. help to improve
resource utilisation.

Some behavioural responses to a tax change
may occur quickly, while others take more time.
Generally speaking, financial behavioural respon-
ses may occur relatively quickly, while responses
in real terms take longer. For example, dividends
fell by more than half from 2000 to 2001 as a re-
sult of the temporary personal dividend tax intro-
duced for 2001, while the introduction of the per-
sonal dividend tax with a rate of return allowance
from 2006 onwards reduced dividends by over 90
per cent from 2005 to 2006. On the other hand, it
will take time, for instance, for changes to depre-
ciation rates to influence investment. It is also
reasonable to assume that it will take time for
changes to labour income taxation to result in
permanent changes in labour supply. As a rule,
therefore, the Ministry’s best estimate of the ef-
fect of a change in income tax on the supply of
labour is zero in the first year.

A change in indirect taxes will influence the
prices of goods and services relatively quickly, in
turn affecting demand for the taxed goods and
services fairly rapidly. This adjustment is inclu-
ded in the Ministry’s revenue estimates.

Not all tax reductions will trigger positive be-
havioural responses. A tax change that exempts
income or increases the difference between the
taxable income and the actual economic income
may lead to undesirable behavioural responses,
for example to distort investment from socially
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profitable projects to socially unprofitable pro-
jects. A tax change of this kind will weaken the
growth of the economy and thus weaken the tax
base in the longer term.

Demand effects

A tax reduction which is not funded through
increases in other taxes or cuts to expenditure
will increase the disposable income of the private
sector and will weaken the public sector budget
balance. In the shortterm, increased income in
the private sector will increase total demand and
economic activity. This will also increase tax re-
venues, and the initial weakening of the fiscal
budget will be moderated. The effect on activity
levels will depend, among other things, on the
amount of free resources in the economy. During
an upturn, the effect on activity levels will be
small, while it may be large during a downturn.

However, over time, all tax relief must be fun-
ded through increased taxes or reduced public
expenditure. In isolation, such measures will re-
duce demand for goods and services, and thus
counteract the positive effect of the initial tax re-
duction had on activity levels and the budget ba-
lance. Over time, a tax reduction which is
“unfunded”, and thus permitted to affect the pub-
lic sector budget balance, will cause the public
sector to incur higher interest costs or reduce its
capital income.

Incorporation of behavioural effects

The Ministry of Finance takes into account
that tax changes may influence the behaviour of
businesses and households in cases where the
behavioural changes are substantial and are ex-
pected to occur quickly. This is particularly rele-
vant in the case of major changes to the tax rules.

In the annual budget proposals, the demand
effect of the proposal is incorporated into the
macroeconomic estimates. The short-term effects
of tax reductions on activity levels in the
economy will thus generally be included in the
estimate of the oil-adjusted deficit in the budget.



