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Problem Set: Spatial Taxation and Place-Based Policy	

Overview
[bookmark: _GoBack]Please amend the model in Kline Moretti 2014 to add high and low skill workers. You can use a Katz-Murphy model of the labor market. Please then calibrate the model (see e.g. specification in notes of figure 1; please make other plausible calibration choices using e.g., Rothstein’s calibration of low and high skill labor demand) and quantify the effects of a place-based subsidy of 10% for one location on the following outcomes by comparing equilibria before and after the subsidy: 

· Share of high skilled workers in each location
· Share of low skilled workers in each location
· High and low skill wages in each location
· Tax revenue in each location
· Welfare for workers by type (high and low skill) and landlords 

Bonus: Comparative Statics 

How do these effects change if:
· one location is more productive than the other? And productivity is increasing in the share of high skill workers with a plausible agglomeration elasticity? Endogeous amenities?
· one location has inelastic housing supply?
· A subsidy of 25%?
· There is unemployment (see Bilal, 2020)?
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