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1. Explain the difference between the Statutory Tax Incidence and the Economic Tax Incidence.











2. According to class lecture, what determines how much of a tax is paid by buyers or sellers?  State a rule that describes the relationship.










3. Suppose the government attempts to “tax the rich” by placing a tax on the buyers of luxury yachts.  Who will pay the majority of the tax?  Why
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4. In the graph above, if S and D are the initial supply and demand curves, after the tax represented by S', is imposed, the equilibrium price is the distance

A) 0E
B) 0A
C) 0G
D) 0F
E) 0B



5. What is the buyer’s share of the tax?

A) AE
B) GA
C) LG
D) LK




6. What is the seller’s share of the tax?
A) AE
B) GA
C) LG
D) L
Answers

1 The Statutory Tax Incidence is who the law says must pay a tax.  The Economic Tax Incidence is who actually pays the tax.

2 The amount of tax shifting is determined by the elasticity of supply and demand.  The more elastic side of the market will pay a lower share of the tax.  The more inelastic side of the market will pay a higher share of the tax.

3 Since yachts are a luxury good, they will likely have a high price elasticity of demand.  This means the majority of the tax will be paid by the seller side of the market.
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