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In this study, | investigate the optimal labor income taxation with

extensive labor margin and propose incentive compatible redistribution policies. This study suggests
the following: (i) We consider the optimal age-dependent income taxation in a dynamic extensive
margin and show that a negative participation tax should be restricted to young households. (ii) We
investigate an optimal combination of labor income taxation and search-contingent unemployment
benefits in a model with involuntary unemployed households. We derive optimal rules of employment
tax and the search-contingent unemployment benefits and show that the optimal size of unemployment
benefits is likely positive. (iii) We consider the stationary nonlinear labor income taxation in a
dynamic extensive margin. The long-run consequences of household” s saving behavior and asset
distribution blunt the desirability of in-work benefits policies.
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