
Vidar Christiansen 
 
Econ 4620 Public Economics S2010: Seminar assignment for week 15 
 
Please, prepare for the seminar.  
 
Problem 1 
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 2  
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 3 
Explain what is meant by Rawlsian taxation. 
Explain verbally the trade-offs that have to be made in designing the optimal Rawlsian tax.  
 
Problem 4 
Suppose that there are two taxes, an income tax with rate t and a general consumption tax 
(VAT) with rate s. Let w be the wage rate and set the price of consumption goods equal to 
unity. What is the tax wedge in the labour market in general, and when t=0.4 and s=0.2? 
 
Problem 5 
Consider an excludable public good.  
In which circumstances may exclusion be (first best) efficient?  
 
Problem 6 
Consider fireworks on New Year’s Eve as a public good.  
Characterise the (first best) optimum amount of fireworks. 
Assume that the amount of fireworks is determined by voluntary contributions as a Nash 
equilibrium in a non-co-operative game.   
Assuming there are n agents, set up a simple model and characterise an agent’s choice of 
contribution.  
Compare the equilibrium with the first best allocation.  
 
Problem 7 
Consider the following optimality condition from Atkinson and Stiglitz (compendium p. 101).  
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What is the underlying model (described in words)? 
Which is the optimum characterised by the condition? 
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Problem 8 
Consider a shareholder who is taxed according to the principles of the the Norwegian 
shareholder income tax model. The rate of return allowance is (for computational ease) set 
equal to 0.1.  
At time t the basis of the return allowance is 2000. The shareholder receives a dividend  equal 
to 100.  

a) What is the shareholder’s taxable income. 
b)  What is the basis of the retun allowance at time t? 

 
At time t+1 the shareholder receives a dividend equal to 250. 

c) What is the shareholder’s taxable income. 
d) What is the basis of the return allowance at time t+2? 
a) Suppose shares are sold at a price equal to 3000 and the current basis of the return 

allowance is 2500. What is the taxable income?   
 
 
 
 


