
Vidar Christiansen 
 
Econ 4620 Public Economics S2010: Seminar assignment for week 11 
 
Please, prepare for the seminar.  
 
Remark: Not all the issues raised below have been addressed specifically in the teaching so 
the idea is that you shall make use of your general insights as (public finance) economist to 
discuss them.  
 
Problem 1 

a) Suppose that a country levies a tax on a good that the domestic taxpayers can 
purchase abroad (as cross-border shoppers) without paying the domestic tax. 
Discuss the distortions created by this tax.  

b) Suppose that a country levies a tax on a good that is purchased both by 
domestic and foreign consumers (cross-border shoppers) in the domestic 
market. Discuss the welfare concerns that are relevant for setting the tax.  

 
 Problem 2 
Some countries have lower commodity taxes on close substitutes for commodities 
that the households can produce themselves.  
Give examples of such goods.  
What may be the rationale for such a tax policy? 
 
Problem 3 
Suppose there are n commodities consumed in quantities 1x  2x ,……., nx  with specific 
tax rates . ,…….,  .  There is also an untaxed numeraire good 1t 2t nt 0x . Denote by 
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b) How can this expression be formulated in terms of compensated price elasticities? 
c) When and how can this expression be formulated purely in terms of the 
compensated own price elasticity? 
 
 
Problem 4 
Discussion of commodity tax arguments.  
 
a) Suppose that because of soaring oil prices the fuel price (on petrol, diesel, etc) is 
much higher than before. As consumers pay VAT on fuel some politicians have 
argued that government revenue has increased a lot due to larger amount of VAT 
from fuel consumption. They have further argued that the increase in VAT on fuel 
should enable the government to lower other taxes. 
Discuss these arguments.  
 



b) Where a commodity generates an external cost there is case for imposing an 
externality-correcting tax, often referred to as a Pigouvian tax. Consider such a good. 
Suppose also that there is a general VAT in the economy. Denote by v the VAT rate. 
Suppose that the cost of producing the good in question, not including the external 
cost, is normalised to unity, and assume that the good generates an external cost e 
per unit. It is debated how to tax the good. One option is to set the total tax per unit, 
denoted by t, equal to t=v+e. The alternative is to set t=v+(1+v)e. Disregarding labour 
supply incentives for the moment, what would you recommend? 
 
 
Problem 5 
Denote the income of a person by y and let T(y) be the income tax function, which is 
progressive.  
Give examples of measures of progressivity that can be used.  
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)).  
Discuss conditions for the commodity tax being progressive or regressive.  
 
 
Problem 6 
Suppose that a taxpayer faces an income tax T(y) and a commodity tax t per unit of 
the consumption x of a commodity. What is the effective marginal tax?  
 
 
Problem 7  
The tax level of a country is often measured by means of tax revenue as percentage 
of GDP.  
Do you see any problems with using this measure for international comparison?  
Consider specifically the case where a country has large interest/financial income, 
and the case where a country has a large trade balance deficit.  
 
Problem 8 

a) Explain what is meant by Rawlsian taxation. 
 
b) Explain verbally the trade-offs that have to be made in designing the optimal 

Rawlsian income tax.  
 
 
 
 
 
 


