
Seminar 1 (wedensday 29.02.2016)
1. Is it the compensated or uncompensated demand elasticity that determines how an

excise tax changes the after tax-price of a good?

2. Use a general equilibirum kind of logic to lay out a possible tax-incidence scenario
if the government introduce a 50 NOK per meal tax on all meals consumed in
resturants that are located along Karl Johan (the main street in Oslo).

3. Suppose that a person freely chooses how much labour to supply in a perfectly
competitive market. Assume that the person earns a wage-rate equal to 200 and
faces a tax rate equal to 0.4 and that he must for some exogenous reason withdraw
one unit of labour supply from the market. What is the

(a) loss of output value,

(b) private income foregone,

(c) net private loss (of utility)

(d) social loss

4. Set up a simple one-period model in order to demonstrate that an excise tax on
a specific consumption good is distortionary. You may assume there are no other
distortionary taxes. Try to make the model as simple as possible. Also explain the
distortion(s) verbally.

5. Illustrate EB

CV (see lecture notes) in the same diagram as Stiglitz use in figure 19.4,
panel b (he illustrates (EB

EV )

6. Find the expression for the expenditure function when the utility function is u(x, y) =
x

0,5
y

0,5, the required utility level is U and prices are p

x

and p

y

. Suppose the pre-tax
prices are given and equal to p

x

= p

y

= 1 and U = 25. An excise tax of 0,5 is added
on the price of good x, find the (i) tax income generated by the tax and (ii) the
excess burden generated by the tax.

7. Preferences are defined over consumption (c) and leisure (l): u(c, l) – which is
increasing in both elements. The consumer has T hours available to work or consume
leisure and faces a (fixed) pre-tax wage rate of w and in addition to labour income
has an (exogenous) income of y.

(a) derive the demand for leisure

(b) suppose the government imposes a tax on labour income. The marginal tax
rate is t(post-tax labour income is (1 ≠ t)w(T ≠ l)). Find an expression for the
equivalent variation (EV ). Draw a figure to illustrate.
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(c) find and expression for the EB associated with this tax.

(d) Suppose the compansated labour supply elasticity is 0.6 and the tax rate t =
0.4, what is EB measured as a percentage of the total tax revenue.
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