Taxation for non-fiscal purposes
By Anne Gro Enger1
1. Introduction
Taxation is most of all connected to the idea of providing revenue, but is actually
composed by two main purposes: taxation for fiscal purposes and taxation for nonfiscal purposes.
Taxation for fiscal purposes means taxation for raising revenue to provide public
spending, while taxation for non-fiscal purposes is taxation not to provide revenue,
but to reach certain economic or social effects irrespective of whether revenue is
actually raised or not.
The non-fiscal purposes of taxation are normally divided in three categories: (re)distributional purposes, behavioural purposes (i.e. encouraging or discouraging
behaviour with tax incentives and thus exploiting the resources efficiently) and
finally purposes where the objective is to make an influence on the trade cycles.
To some extent, the above-mentioned purposes reflect certain basic elements in a tax
system, or in other words: aspects that should be taken into consideration when
deciding the basis for tax computation and the tax rates. When designing a tax system,
it is considered important to create a system that is able to create fairness. Another
important element is the system’s ability to ensure efficiency (neutrality). The latter
is based on the acknowledgement that any taxation will have an impact on the
taxpayers’ economical behaviour. This behaviour may not be optimal from a socioeconomic point of view and may thus imply an efficiency loss. It is therefore important
to create a system that minimizes this efficiency loss. In line with this, the tax system
should aim for neutral taxation of income, irrespective of source, industries, type of
investment or organizational structure.
The objective of this national report is to describe how the Norwegian tax system
seems to have weighted non-fiscal purposes. That is how non-fiscal purposes have been
weighted towards other purposes, but also how different non-fiscal purposes have
been weighted against each other. In section 2 address will be made to constitutional
elements regarding tax legislation with non-fiscal purposes. Section 3 deals with a
consideration of whether there is an explicit or implicit principal norm of distribution
of the tax burden. Section 4 contains a presentation of examples of tax legislation
with non-fiscal purposes. Emphasis will be given to rules regarding income tax and
value added tax. However, the Government in office has claimed that the tax system
should promote environmental friendly behaviour. Thus, to some extent, a sample of
green taxes will be mentioned.
2. Constitutional principles or rules with influence on the legislative procedure
regarding non-fiscal purposed tax rules
The Norwegian Constitution does not contain specific principles or rules regarding
the legislative procedure when adopting tax legislation with non-fiscal purposes.
However, the Norwegian Constitution does lay down principles and rules that must be
taken into account when adopting (tax) legislation. In general, the same principles and
practice apply, without regard to the purpose of the tax legislation.
The Constitution ensures the People’s fundamental right to impose it’s own taxes. It is
laid down in Section 75 a that taxes, regardless of purpose, only may be imposed by the
Parliament. Imposition of taxes comprises both material tax laws as well as taxation
procedures.
The principle of legacy holds a strong position in the field of tax legislation. The
legacy principle is a fundamental part of public law, and is considered a principle of
constitutional rank. It declares that the government may only interfere with the
citizens in individual cases when such interference is authorized in statutory law.
Interfering in peoples lives by taxing their income and assets definitely needs legal
basis.
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Basis in statutory law is normally not necessary if the interference is in advantage of
the citizens. However, tax legislation usually implies a tax burden. According to legal
practice, the legacy principle seems to hold an even stronger position when
considering if a rule that implies a tax burden has the necessary basis in statutory
law compared to rules implying tax allowances and relieves2.
The Norwegian tax legislation does not give grounds to say that the position of the
legacy principle depends upon whether the purpose of the tax legislation is fiscal or
not. It seems that the legacy principle has the same impact on the legislative procedure
when adopting tax legislation without regard to the purpose of the legislation.
Another principle laid down in the Constitution with impact on tax legislation, is the
prohibition of retroactive laws, cf. Section 97. The question of whether tax
legislation has been in conflict with this prohibition has been the subject of several
court cases. The Supreme Court has developed a doctrine implying that the taxpayers’
annual net income is subject to taxation irrespective of when (during the same year)
the event that resulted in the income has taken place. In line with this, the Parliament
may adopt tax legislation with effect for events that took place earlier the same year,
without this being in conflict with Section 97 in the Constitution. The Supreme
Court’s practice has been strongly criticised. The critics claim that this case law
makes the tax system less predictable for the taxpayers, and thus might undermine the
tax system. The practice described above does not comprise indirect taxation. Indirect
taxes cannot be imposed on events and transactions prior to the Parliament’s adoption
of the rule.
In some countries, the parity principle has been given constitutional rank. The parity
principle means that all citizens shall be treated equal, i.e. discrimination (de jure as
well as de facto) is prohibited. In accordance with this, a constitutional court makes a
constitutional review of whether tax legislation is in line with this principle or not.
The parity principle is not specifically laid down in the Norwegian Constitution, and
the tax legislation is therefore not reviewed in order to be in line with the principle.
Although there is not a constitutional parity principle in Norway, the prohibition
against discrimination is unquestionably a fundamental principle in Norwegian law.
The principle is also significant for taxation purposes. In a decision by The Supreme
Court referred in the Supreme Court Report 2007 page 302, the Court held it as an
“Important principle in taxation, that what is similar shall be treated similarly.“ In
the case at present, the subject was whether a long-lasting practice implying that
government employees stationed abroad were not taxed for free accommodation (nor
were pay-roll taxes levied), should apply correspondingly to private-sector employees
stationed abroad. Even though the practice was found to be contrary to the law, The
Supreme Court held that the same favourable practice should apply for both groups
of taxpayers since there were no reasons for treating the two groups differently.
3. The distribution of the tax burden
Depending on the purpose of taxation, the tax burden can be distributed on the
taxpayers in several ways. The fiscal purpose is probably the most important task for
the tax system. Nevertheless, certain non-fiscal purposes or elements of
distributional character must be taken into account when taxing for fiscal purposes
in order to achieve a minimum of fairness. A tax system will not be perceived as
legitimate if the principles underlying it do not have a general support in the public.
The distribution of the tax burden when taxing for non-fiscal purposes depends upon
the exact non-fiscal purpose. The Norwegian tax system does not have a statutory
principle laid down in the Tax Act (or in common law) implying that the tax burden
should be distributed based on the ability-to-pay principle of taxation or based on the
taxpayer’s individual interest.
The tax burden may be distributed in order to achieve fairness. In this respect, the
ability-to-pay principle is of great importance. This principle underpins that the tax
burden should increase in line with increased income, which also may lead to
progressive taxation. Another argument that substantiates progressive taxation is the
objective to re-distribute income and thus create fairness after tax.
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The aim to pursue income distribution may conflict with the aim of not (or at least as
little as possible), letting the taxes influence on the manner of operation of the
economy. The neutrality aim calls for keeping the tax rate relatively low and equal
for all taxpayers, whereas the distribution aim calls for a progressive tax rate system
with high marginal tax rates for high income.
The Norwegian tax system strongly emphasises the ability to be efficient. The 1992 Tax
reform in Norway involved a significant step towards a more neutral tax system, and
the neutrality motive is clearly stressed in the preparatory works of the 1992 Tax
Amendment Act. Furthermore, it was a basic guideline for the expert committee that
was appointed 2002 in order to evaluate and possibly reform the Norwegian tax system,
that the principles of tax neutrality underlying the 1992 Reform were strengthened.
The committee’s recommendations in the Green Paper NOU 2003:9, as well as the
following White Paper (St. meld. Nr. 29 (2003-2004)), show that the neutrality motive
was much emphasised.
Even though indirect taxes may have a re-distributional effect, such taxes are in
general not suitable for achieving non-fiscal purposes of re-distributional character.
The main purpose of indirect taxation is to provide revenue. The Skauge committee
expressed this clearly, and concluded that the indirect tax system in the least
possible manner should have such tasks.3
Despite the limitations of the indirect tax system when it comes to non-fiscal purposes,
indirect taxation, or more likely an exemption from indirect taxation as well as a
reduced VAT rate, has been used for achieving such purposes. An example is the
reduction of the value added tax rate on foodstuffs. With effect from 1 July 2001 the
rate was reduced from 24 percent to 12 percent. The purpose was to ease the burden
for low-income families4
4. Examples of taxation for non-fiscal purposes
In the following, address will be given to a selection of tax rules where the
objectives are non-fiscal. I have considered it suitable to divide the examples into tree
different categories: Direct taxes with non-fiscal purposes, indirect taxes with nonfiscal purposes and finally green taxes.
Direct taxes with non-fiscal purposes
The SkatteFUNN deduction scheme
With effect from the income year 2002, an amendment to the Norwegian Tax Act (§ 1640) implies that all enterprises subject to taxation in Norway are eligible for a tax
deduction for R&D expenses in approved projects.
The objective of the SkatteFUNN tax deduction scheme is to increase innovation and
enhance value creation in trade and industry, as well as to boost R&D activity in
Norwegian industry. Thus, the non-fiscal purpose is seemingly explained by efficiency
motives.
In order to qualify under the scheme, a project must be limited and focused, and must
be aimed at generating new knowledge, information or experience which is presumed to
be of use for the enterprise in developing new or improved products, services or
manufacturing/processing methods. The maximum allowable sum for R&D projects
conducted by the enterprise itself, is NOK 4 millions. In cases where enterprises
collaborate with an approved R&D institution, the maximum sum is NOK 8 millions.
Also enterprises that are not currently liable for taxation are eligible under the
scheme. These enterprises will be paid an amount corresponding to the tax deduction
directly from the tax authorities.
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According to the Research Council of Norway, on average, NOK 1 from the Government
triggers NOK 2 of investment from industry. In the state budget for 2008, the total
tax expenditure related to the scheme is estimated to NOK 900 millions.
When the amnendment was adopted, the government announced in the White Paper (Ot.
prp. nr. 1 (2001-2002), that the scheme in reality implied a subsidy scheme
administrated by the tax system. From the Government’s point of view, a subsidy scheme
would be a better solution in order to ensure the intentions of the scheme. A subsidy
scheme was considered easier to administrate as well as more capable of safeguarding
the enterprises’ need of liquidity. Despite the objections, the Government presented a
proposition in line with the vote of the majority in the Parliament. However, an
alternative to the proposal, in shape of a subsidy scheme, was presented
simultaneously, but not adpoted.
Special tax allowances
The Norwegian Tax Act has certain welfare aspects. According to §§ 6-81, 6-82 and 6-83
special tax allowances are given to taxpayers that presumably have a lower income
due to high age, disability, slightly reduced earning capacity or unusual high medical
costs.
§ 6-81 gives a special tax allowance to all retirement pensioners. For people who
retire at the age of 67, a reduced allowance is given if the taxpayer receives a reduced
pension. Taxpayers older than 70 years get a full allowance. At present the
allowance for high age is NOK 19 368 per annum, and is given in the taxpayer’s
ordinary income.
An equivalent tax allowance is given to taxpayers that are recipients of disability
benefits.
According to the provisions of § 6-82 in the Tax Act, taxpayers that due to an illness or
another permanent weakness have a reduced earning capacity, but are not entitled to
disability benefits or other pensions, may claim a tax allowance in their income. The
allowance is a means-tested benefit and is limited to NOK 9 180 per annum.
Finally, taxpayers with unusual high medical costs, may request for a special tax
allowance under the provisions of § 6-83 in the Norwegian Tax Act. The terms imply
that the costs must exceed a certain amount, at present NOK 9 180 as well as a
documentation requirement.
The above-mentioned tax allowances are motivated in the redistribution of income by
taxation. In legal tax literature5, it is argued that it is more advisable to give welfare
rights through the welfare system, i.e. as a subsidy scheme, instead of using the tax
system. Using the tax system seems to be inconvenient due to several reasons. Firstly,
a tax allowance will only benefit those with a taxable income. Secondly, it is difficult
for the tax authorities to enforce tax legislation that involves making decisions
regarding welfare rights.

The tax home saving scheme for young people (BSU)
According to Section 16-10 in the Tax Act, people under the age of 34 years, are
offered savers tax relief and the right to a mortgage subject to certain conditions.
The annual maximum saving amount is limited to NOK 15 000 (the total saving amount is
NOK 100 000). A tax relief with 20 per cent of the annual saved amount is given in the
assessed tax.
The BSU home saving scheme was introduced as a part of the 1992 Tax Reform. The
object of the tax relief scheme was to motivate young people, especially first time
buyers, to save up for their own home. In the preparatory works (for details see the
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White Paper, Ot. prp. Nr. 35 (1990-91) it is pronounced that the BSU saving scheme
should replace a former saving scheme for young people, the so-called SMS-scheme.
The BSU scheme differed from the SMS-scheme by implying a stronger focus on saving,
and not only on the tax relief. Nevertheless, the BSU represented an exception to the
neutrality principle that formed the basis of the 1992 tax reform. In the abovementioned White Paper the majority of the Standing Committee on Finance is quoted as
declaring that “the ministry should emphasise the principle of equal taxation of
different saving forms. However, the majority (of the Standing Committee on Finance)
is of the opinion that the general profile of the Tax Reform calls for special saving
stimulating measures for young people in the establishing phase. “
In the state budget for 2008, the total tax expenditure related to the BSU tax saving
scheme is estimated to NOK 410 millions
Indirect taxes with non-fiscal purposes
Indirect taxes cover value added tax, excises and import duties. In this article, I will
focus on the two first categories. The excises that will be mentioned are motivated by
environmental objectives, and are often denoted as green taxes. Such taxes will be
treated in section 4.3. In this section, I will address the use of the VAT system for
achieving non-fiscal purposes.
As a starting point, value added tax is meant to be a general consumption tax and
should basically comprise all consumption in society. In the 2001 VAT reform, it is
clearly expressed in the White Paper Ot. prp. nr. 2 (2000-2001) that subsidy schemes
normally is a better way to support specific non-fiscal objectives rather than using
the VAT system by offering VAT exemptions or special VAT arrangements. In line with
this, any VAT exemption must be justified and based on clear and fundamental
principles.
This view is shared by the Skauge committee, which in the Green Paper NOU 2003:9
emphasises that even if the indirect tax system may have re-distributional and trade
political impacts, indirect taxes are in general unsuitable for achieving such
purposes.
The VAT mainly has a fiscal purpose and is one of the most important sources of
revenue. Despite this, and the acknowledgement of the indirect taxes’ lack of ability to
reach non-fiscal objectives, the system has been used for achieving non-fiscal
purposes. In the following address will be given to two specific examples, namely the
exception of VAT on the written word and the reduced VAT on foodstuff.
Exemption of VAT on the written word
Ever since 1970, when the VAT was introduced in Norway, there has been an exemption
from VAT for certain publications in order to protect the written word. In line with
this, newspapers that are published at least weekly, books and some periodicals are
levied value added tax with a rate of 0 percent. This implies that the publisher may
deduct input VAT, but is exempt output VAT.
The exemption was based on the desirability to maintain a varied daily press and
thereby ensure a free and wide-ranged creation of the public opinion, for details see
the White Paper Ot. prp. nr. 17 (1968-69)). Furthermore, the exemption was justified by
a presumption that cultural aspects might suffer if the written word was fully liable
to VAT.
However, several objections have been raised against the VAT exemption for the
written word. The most important objection comes from critics claiming that the
exemption involves discrimination since the weekly press (magazines etc) does not
benefit from the same exemption. They argue that the differences between single-copysale newspapers and the weekly press are insignificant, with regard to topics as well
as contents. The Norwegian Competition Authority has evaluated the exemption scheme
twice, and concluded in favour of the weekly press both times. The Competition
Authority held that magazines and single-copy-sale newspapers compete for the same
advertisers and readers, and therefore should be treated equally with respect to VAT

liability. In the Green Paper NOU 2003:9 the Skauge committee argues that the
exemption for VAT on the written word should be abolished. According to the
committee, there are no good reasons for maintaining the scheme, thus any support
should be given as a subsidy scheme instead. Nevertheless, the exemption scheme is
still applicable.
In the state budget for 2008, the total tax expenditure related to the exemption from
VAT on the written word is estimated to a total MNOK 2 560.
Reduced VAT on foodstuff
With effect from 1 July 2001, the VAT rate on foodstuff was reduced from 24 percent
to 12 percent. With effect from 1 January 2007, the rate is 14 percent.
In the finance bill, the majority of the Standing Committee on finance argued that the
reduction of the VAT rate on foodstuff was a measure in order to even out
differences. The Committee held the reduction as a suitable measure for
strengthening low-income households and the economy to families with small
children.
In the Green Paper NOU 2003:9, the Skauge committee argued that a reduced VAT rate
on foodstuff should be abolished. This was based on the acknowledgement that a
reduced rate is an expensive and less accurate measure for re-distributing income or
supporting families with young children. This aim could be achieved more efficiently
by increasing the personal allowances in the income tax system or by increasing the
children’s allowance. However, the agricultural industry and food industry strongly
support a reduced VAT rate on foodstuff and so far, no changes have been made.
In the state budget for 2008, the total tax expenditure related to the reduced VAT
rate on foodstuff is estimated to a total MNOK 7 500.
4.3 “Green” taxes
Excises may be divided in two different categories: special taxes with a fiscal purpose
and “green” taxes. Thus, the non-fiscal purpose of the “green” taxes is obvious. The
purpose of the green taxes is to estimate the exact costs of the environmental
consequences of production and consumption (where the object of taxation is
involved). Well-designed green taxes will benefit the environment and reduce
environmental pollution. In addition, the green taxes provide revenue.
Green taxes are frequently used in Norway. In the Green Paper NOU 1996:9 “Green
taxation – a policy for a better environment and increased employment”, it is argued
that green taxes should have a stronger emphasis in taxation, and several of the
committee’s proposals have been implemented. The Skauge committee shared the same
views, and declared that green taxes should be used to the largest extent as an
instrument in order to reduce pollution. When the revenue is taken into
consideration, the green taxes imply a double profit.
Green taxes constitute a versatile group of taxes, and the taxation rates vary largely,
depending on products, users etc.
4.3.1

Tax on CO2 emissions

In order to reduce the emissions of green house gases, tax on CO2 emissions was
introduced in Norway in 1991. This tax is considered Norway’s major measure in the
climate policy. This green tax implies taxation of 68 percent of the total carbon
dioxide emissions or 58 percent of the total emissions of green house gases.
CO2 emissions derive from combustion of fossil fuels, and the tax is levied on petrol
and different types of mineral oils as well as on combustion of oil and gas on the
continental shelf. The rates vary, and the differences are explained in various
reasons, for instance environmental aspects and competitive conditions. The
environmental aspect is clearly expressed in the excises on fossil fuels; even though

Norway is a major oil exporter, the excise imposition is one of the world’s highest. In
the State Budget for 2007 the revenue from taxation on CO2 emissions was estimated to
a total MNOK 8 056.
4.3.2

Tax on NOx emissions

The latest introduced green tax in Norway is the tax on NOx-emissions. This green tax
was introduced 1 January 2007 and aims (together with other measures) to fulfil
Norway’s obligations under the Gothenburg protocol. The green tax seeks to motivate
the users to adjust their behaviour in order to reduce the emissions to the lowest
necessary level. An example is to encourage investments in cleaning equipment. The
total revenue from the green tax on NOx emissions was estimated to MNOK 1 475 in the
State Budget for 2007.

