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Taxation and the Introduction of New Technologies in the Presence of
Strategic Investment

This paper examines optimal business taxation when new production technol ogies are adopted through the
entry of firmsin the market. New entrants have a cost advantage over established firms and post-entry
competition induces exit. Because the private benefits of entry generally differ from the socia benefits, the
timing of entry isnot socially optimal. Moreover, anticipating post-entry competition, firms have incentives
to choose their investment level strategically, either to delay entry or to induce earlier exit. We characterize
the system of taxes/subsidies on profits and investment required to induce the socially optimal investment,
entry and exit decisions.

Simultaneous Public and Private Provision of Services, Asymmetric
Information and Innovation

Co-authored with Robin Boadway and Maurice Marchand

Public and private provision of a service coexist. Thereis asymmetric information between the government
and the agency providing the public service with respect to the costs, the quality of the service and the
innovation effort of the agency. We examine how the government optimally designs the funding contracts
to induce the agency to reveal itstrue cost condition and exert high innovation effort. The optimizing
behavior of consumers and private firms are shown to generate observable information which can be used
by the government to reduce its information problem. The informational rents of the agency increase with
the level of innovation effort that the government chooses to induce from the agency. Innovation spillovers
across the public and the private sectors result in atrade-off in the government's policy between inducing
innovation and extracting the informational rent of the agency. Finally, to increase the level of
redistribution inherent in the public provision of the service, the government will manipulate the expected
profits of the private firmsto induce higher innovation effort in the private sector.
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