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The purpose of this paper is to examine the optimal fiscal policy, consisting of income tax and

child care subsidy, in a small open economy from a viewpoint of social welfare maximization. In

the model, households are assumed to be classified into three groups in terms of income levels; the

high-income, the middle-income and the low-income.

It is clarified that (1) the more the number of household of upper income group is, the lower the

optimal rate of income tax becomes; (2) when the number of household of middle income group be-

comes more by the simultaneous movement both from the high- and the low-income groups, if the

amount of income of middle-income group is less (more) than the average of the amount of income

of the other two groups, the optimal rate of income tax becomes higher (lower).
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