
 
Vidar Christiansen 
 
Econ 4620 Public Economics A2013: Seminar assignment for 7 October 
 
Please, prepare for the seminar.  
 
 
Problem 1 
A formula for optimal differentiation of commodity taxes is the following: 
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where , ,k k kt p q are repectively  the tax on commodity k, the producer price of 
commodity k, and the consumer price of commodity k, and ikε is the compensated 
price elasticity of good k wrt kq (for k=0,1,2).   
a. What is the underlying model? 
b. What is the main insight conveyed by the formula? 
c. What is the effect of a larger value of 11ε−  or 22ε− for fixed values of 10ε  and 20ε ?                
d. Explain your finding. (Recall that 11 12 10 22 21 200, 0ε ε ε ε ε ε+ + = + + = .) 
e. Discuss revenue and efficiency effects in case commodity 1 and commodity 2 
were perfect substitutes. 
 
Problem 2 
Some countries have lower commodity taxes on close substitutes for commodities 
that the households can produce themselves. What may be the rationale for such a 
tax policy? 
 
Problem 3 
Suppose empirical evidence indicated that the demand for clothes is rather inelastic. 
Would you consider this a valid argument for taxing clothes? 
 
Problem 4 
The following argument is put forward: “Commodity taxes should be levied on luxury 
goods”. (Indeed, a Law on Luxury Taxes was enacted in Norway in 1917.) 
 

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.  

 
Problem 5 
Assume that commodity taxes are introduced to supplement a non-linear income tax. 
Discuss in what sense you would consider the case for commodity taxes to rest on 
efficiency or distributional concerns?  
 
 



 
Problem 6 
Suppose that the consumer price of a commodity is P in Norway and p in Sweden, 
with P>p prompting Norwegians to do cross-border shopping in Sweden.  Assume 
that an excise t is levied on the commodity in Norway. What is the social efficiency 
effect for Norway of cross-border purchases of this commodity? Consider the case in 
which the before-tax price is the same in the two countries but the commodity tax is 
higher in Norway, and the case where taxes are the same but before-tax and after-
tax prices are higher is Norway.   
 
 
Problem 7 
Denote the income of a person by y and let T(y) be the income tax function, which is 
progressive.  
Let x be the demand for a commodity which is taxed at a constant rate t. For a fixed 
price we write the demand function as x(y-T(y)). The commodity tax paid can be 
expressed as ( ) (( ( ))y tx y T yθ = − . 
           Discuss conditions for the commodity tax being progressive or regressive wrt 
income y.  
 
 
 
 
 
 
 
 
 


