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Section 8.1: Taxes on Buyers and Sellers (pp 192-197)
1. Define the term “tax incidence.”
2. Goods that are taxed have two prices. Explain what these two prices are and who responds to each price.

3. Assume the government taxes the buyer. Which curve is affected, demand or supply? Does the taxed curve lie to the left or right of the non-taxed curve? Explain why.

4. Identify where market equilibrium occurs when the buyer is taxed.

5. Assume the government taxes the seller. Which curve is affected, demand or supply? Does the taxed curve lie to the left or right of the non-taxed curve? Explain why.

6. Identify where market equilibrium occurs when the seller is taxed.
7. Are taxes efficient? Why or why not?

8. What happens to consumer and producer surplus when a good is taxed?

9. Define the term “excess burden.”

10. Explain why tax revenue is not considered a part of deadweight loss.

11. What determines how the tax is split and the size of its excess burden? Be specific and list out the determinants of how the tax is split.

12. If demand is perfectly inelastic, how is the tax burden split? Is the tax efficient or inefficient?
13. If demand is perfectly elastic, how is the tax burden split? Is the tax efficient or inefficient?

14. If supply is perfectly inelastic, how is the tax burden split? Is the tax efficient or inefficient?

15. If supply is perfectly elastic, how is the tax burden split? Is the tax efficient or inefficient?

Section 8.2: Income Tax and Social Security Tax (pp 198-207)
16. Define the term “progressive tax.”
17. Define the term “proportional tax.”

18. Define the term “regressive tax.”

Section 8.3: Fairness and the Big Tradeoff (pp 208-210)
19. Define the term “benefits principle.”

20. Identify two examples of taxes that use the benefits principle and how this principle is used to justify the tax.
21. What type of tax can be justified by the benefits principle: progressive, proportional, or regressive?

22. Define the term “ability-to-pay principle.”

23. What type of taxes are justified as fair on the basis of the principle of vertical equity: progressive, proportional, or regressive?

