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Econ 4620 Public Economics S2012: Seminar assignment for week 13 
 
 
Problems postponed from week 10 
 
Problem 6 
Assume that a public good is publicly provided and funded by a tax system where 
individualised lump-sum taxes are excluded. To increase the provision of a public 
good, taxes are raised. The tax increase has substitution and income effects.  
To what extent would you be concerned with income and substitution effects, 
respectively,   in order to allow for the efficiency effects of the tax increase?  
 
Problem 7 
Assume there is a population of heterogeneous agents supplying labour (h) at fixed 
but different wage rates (w) and paying a linear income tax. The tax liability of a 
person is given by ty+T where y=wh  is income and t and T are strictly positive 
parameters of the tax function.  Further provision of a public good can be financed by 
increasing  t and/or T. Compare the welfare effects of increasing T and t, 
respectively.  
 
 
New problems 
 
Problem 1 
 
The following argument  is put forward: “Commodity taxes should be levied on luxury 
goods”.  
 

a) Discuss which model(s)  that can be used to assess this argument.  
 

b) Clarify how your choice of model affects your discussion. 
 

c) Pick a model and discuss its suitability and limitations as a framework for 
discussing how to set a particular commodity tax.  

 
Assume that the followings formulas have been made available as an appendix to 
the problem sheet: formula (14.9)  p. 455 in the textbook, formula (14.20)  p. 458  in 
the textbook, formula (14.26)  p. 461 in the textbook, formula (27) in the article by 
Edwards, Keen and Tuomala.   
 
 
 
 
 
Problem 2 
 
Assume  that the tax system makes use of taxes that are externality-correcting and 
revenue-raising in a distortionary way.  



 
a) Explain what is meant by the “additivity property” in this context. 
b) Explain what is meant by a “double dividend” in this context.  

 
 
 
Problem 3 
Consider an initial situation with only lump- sum taxes. Assume that a small tax is 
introduced on an externality-generating good . What is the effciency effect ? 
 
Assume that the initial situation is one where distortionary taxes are in place, and the 
externality is neglected. Then one beomes aware of the external effect. Discuss 
efficiency effects of marginally  increasing the tax on the externality-generating good  
(from zero or some positive level). 
 
Problem 4 
Suppose that we extend the Mirrlees income tax model to include commodity taxes 
and a negative externality. You may assume that the externality is a damage to the  
environment, which may be considered as a public good. Reasoning within this 
framework, sketch the effects that you would be concerned with when setting the tax 
on the externality-generating good.   
 
 
 
 
 
 
 


