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Other Excise tax
(4.2%) (3.2%)

Social
insurance
and retirement
contributions
(15.

Social insurance
and retirement
contributions
(38.2%)

Corporate income
tax (13.7%)

The Sources of Federal Government Revenue (% of Total Receipts) * The federal government
depends much less on corporate and excise taxes and much more on payroll taxes than it did in
1960. Its biggest source of revenue, then as now, is the individual income tax.

Souree: Bureau of Econamic Analysis (2006),
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X MMl (Lump-sum Tax)

(2) AS THEHIE Soh 2BA ND JHs: HBA

© 2007 Worth Publishers Public Finance and Public Policy, 2/e, Jonathan Gruber



2 M0 =

- =HA ZHM(Horizontal equity): S8t AIHES

o=
SSolH MBS0 FA X, SYS YHN 529
ARKHE SYS M2 S SLOHOF BHTH /A

(Vertical equity): ECt =2 HIZ22

A
LHOFBH= UEOI A= AR O =2 MBS UE=
SOk BtCHs R =

© 2007 Worth Publishers Public Finance and Public Policy, 2/e, Jonathan Gruber



XKl A= (Tax Incidence)
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Z Ml #H & (Tax Incidence)
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LMl A& (Tax Incidence)

Qr Q- Qr O

[F = =bl %Al [ 9 =}l A]
P, = FuarzaAa, P

Do, So @ (del2) =274, 3354
Syt HAF a7 BHE e FSFA
Dy = AT FFA7F F4HS s =254



2 Ml A& (Tax Incidence)
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consumer tax burden

= (post-tax price — pre-tax price) + per-unit tax payments by consumers.

ALEXLO] Z= M| FEOfl ok

producer tax burden

= (pre-tax price — post-tax price) + per-unit tax payments by producers.
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m FIGURE 19-2

|a) {b)
Price per Price per
gallon [P} gallon (P)
5 5
Py=352.00
E:rr::“m:' [ P =51.80
$0.30
Pl=5150 resessess rP,:‘Sl.BD
Producer .
blll'den = I._ sl 30
50.20 ’
D | D
T—-. . L . . .
0 Q=100 Quantity in 0 Q=80 Q=90 {,=100 Quantity in
billions of billions of
gallons (Q) gallons (Q)

Statutory Burdens Are Not Real Burdens » Panel (a) shows the equilibrium in the gas market
before taxation (point A). A 50C tax levied on gas producers (the statutory burden) in panel (b) leads
to a decrease in supply from S, to S and to a 30¢ rise in the price of gas from Py to P; (point D,
The real burden of the tax is bome primarily by consumers, who pay 30¢ of the tax through higher
prices, leaving producers to bear only 20€ of the tax.
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m FIGURE 19-3

Price per
gallon [P

Consumer
burden = 51.80
$0.30 T

= 51.50
Producer
burden = — L _ <) 3
50.20

F:=51.00

(] Q:=80 (=90 =100 Quantity in billions
of gallons | Q)

The Side of the Market Is Irrelevant = A 50¢ tax levied on gas consumers (the statutory
burden) leads to a decrease n demand from Dy to Ds and to a 20¢ fall in the price of gas
from Py to Py {with the market moving from the pre-tax equilibriom at point A to the post-tax
equilibrivm at point O}, The real burden of the tax is borme primarily by consumers, who pay
the S50C tax to the government but recemne an offsetting price reduction of only 20€; pro-
ducers bear that 20¢ of the tax.
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" FIGURE 19-4
calon (7 inelastic Factors Bear Taxes »

A tax on producers of an inelasti-
cally demanded good is fully
reflected in increased prices, so
consumers bear the full tax.

burden =

P.=52.00
Consumer
$0.50

0 Q=100 Quantity in billions
of gallons Q)
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m FIGURE 19-5
Price per
gallon (P) S2 Elastic Factors Avoid Taxes
A tax on producers of a perfect-
ly elastically demanded good
cannot be passed along to con-
51 sumers through an increase in
prices, so producers bear the
full burden of the tax.
P, = $1.50 D
Producer
burden =
$0.50
51.00 —
T : :
0 =80 =100 Quantity in billions
of gallons (Q)
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m FIGURE 19-6

{a) Tax on steel producers (inelastic supply] (b} Tax on sidewalk vendors (elastic supply)

2.0, Quantity Q: @ Quantity

Elasticity of Supply Also Matters = A tax on producers of an inelastically supplied good, as in panel
(&), leads to a wary small rise in prices, so producers bear most of the burden of the tax. An equalksized
tax on producers of an elastically supplied good, as in panel (b), leads to a large rise in prices, so pro-
ducers bear Iittle of the burden of the tax (and consumers bear most of the burden).
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m FIGURE 19-7

(a) Tax on workers

Wage
(W)
Sy
Firm
burden =
$0.50
L W, = 55.65
W, =5%0.15
|7 We= 5465 |-
Worker
burden =
50.50
- » ﬂl
W] H: H Hours of
labor (H)

Wage
(W)

Firm
burden =
$0.50

L Wi = 55.65
W, = 5$5.15

[ We= 5465

Worker
burden =

50.50

(b} Tax on firms

H: H Hours of
labor (H)

Incidence Analysis |s the Same in Factor Markets = These figures show the market for labor where
firms are the consumers and workers are the producers of hours worked at a wage rate W A 51,00 tax
per hour worked that is levied on workers, shown in panel (a), leads the supply curve to rise from Sy to
5o and the wage to rise from its initial equilibrium value of $5.15 (point A) to a higher value of $5.65
(point B). A tax of 51.00 per hour worked that is levied on firms, shown in panel (b), leads the demand
curve to fall from 0y to Do and the wage to fall from $5.15 to 54.65 at point C. Thus, regardless who
pays the tax, workers and firms each have a burden of 50C per hour.
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m FIGURE 19-8

[a) Tax on workers (b} Tax on firms
Wage Wage
(W) Wi
Firm
5 burden =
Firm 51.00
burden = i~ H"2= 5515
50.50
L W= 5565 4
Wa= 5515 “ Wy=55.15
|_ - e = 5465 |- .65
Worker
burden =
£0.50
: : (1)
0 H: H Hours of n

labsor [H]

Incidence Analysis in Factor Markets Differs with a Minimum Wage = The analysis here is the same
as in Figure 19-7, with the addition of the constrant that the wage cannaot fall below 55.15 per hour. If the
payrall tax is levied on waorkers, as shown in panel {a), this constraint has no effect: the wags rises to $5.65,
as in Figure 19-7, and workers and firms agually share the burdan of the tax, If the payrall tas is levied on
firms, as shown in (panel {b], however, the firms cannat lower the wage to the desired S4.65 per hour, so the
firms bear the full amount of the tax.
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= FIGURE 19-9

{a) Monopoly market (b} Tax on consumers
Price Price
P, A
P
P
Dy
v ‘MR, D,
; ; L ‘MR,
2 2z Quantity &0 Quantity

Tax Incidence in Monopoly Markets = Fanel (a) shows the equilibrium in a monopaly market. The
monapolist sets quantity produced where the marginal revenue curve intersects the supply curve (at ()
and then sets the price wsing the demand curve for that gquantity (at Py). When a tax is imposed on con-
surmers in this market, as in panel (b), the demand curve shifts downward from Dy to Dz, leading the
marginal revenue curve to also shift downward from MRy to MRS, The new equilibrivm guantity is Qs
with a new price of Ps.
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m FIGURE 19-10

Price r

meal F:] The Incidence of a Tax on Lexington
Restaurants * The demand for restau-
rants in Lexington is perfectly elastic, so
prices cannot increase when they are
taxed; as a result of a $1.00 tax on
restaurant meals, the supply of meals
falls from §; to S», and the quantity of

D meals demanded and supplied falls to (-
(950). The price of a restaurant meal
remains at $20, so the restaurant, which

is paying the tax, bears its full burden.

P, = $20

0 Q=950 ;=1,000 Meals sold
per day (Q)
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m FIGURE 19-11

(a} Labor market (b] Capital market

Wage Rate of
W) return (r)

n= 10%
W, = 38 5
M= B%
: : Dy
L. : . De
0 Hy=900 M =1,000 Hours of o 1 = 550 midlion Investment (f]
labar (H}

The Incidence of a Lexington Restaurant Tax on Labor versus Capital = If the burden of a tax on
restaurants is borne by the restaurants, it must be borne by the factors of production usad by the restau-
rants. In panel (a), the supply of labor to restaurants in Lexington is perfectly elastic, so when demand for
labor falls to D, it cannot be reflected in lower wages; the wage is unchanged and workers do not bear
any of this tax. In panal (bl, the supply of capital to restavrants in Lexington is perfectly inelastic, so when
demand for capital falls to D, the rate of return to capital falls by the full amount of this tax to re.
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m TABLE 1%-1

Effective Tax Rates

1979 1985 1 9S00y 199% 2000 2003

Total effective tax rate

All households 22.2% 20.9% 21.5% 22.a% 2305 19.8%

Bottorm quintile B5.0% O B B.9% &. 3% 6. 4% 4 8%

Tap quintila 27 5% Z4,0%, 25 1% 27.8% 2O 25.0%
Effective income tax rate

&l househalds 11.0% 10, 2% 10.1% 10.2% 11.8% B.5%

Bottam guintile 0% D.59% —1 . 0% — A% —d 5% —5.9%

Top quintile 15._ 7% 14.0% 14 _ 49 15.5% 17.5% 13.9%
Effective payroll tax rate

all households 5.9% FoE B.4% 8.5% s B.4%

Bottom quintile 5.3% B.E% F.39E 7.68% B 2% B.1%

Tap quintila 5.4% 6. 5% 5. 9% ¥F.2% o, 3% 7.2

Effective corporate tax rate

&l households 3.494% 1.8% 2.2 2.8% &A% 2.0%

Bottam gquintile 1.1% D% 5% O, T 0. 5% . 3%

Top quintile 5.7% Z.8% 3.3% F I 3. 7% 3.4%
Effective excise tax rate

&l households 1.0%% D55 RS 1.0% 0. 9% .8%

Bottom quintile 1.68% Z.7% 209 2.4% 2.3% 2.3%

Tap quintila 0. 7% 0. 7% .6% O, T 0. 5% .5%

Coagressonel Buodpet dffce (0051, Tabie L

The top pansl of this table showss the total effective federal tax rate on all households and on the
top and bottom quintiles of the income distributicn. The other panels show the effectve tax rates
af various other ypes of federal taxes.
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m TABLE 19-2

Top and Bottom Quintile’s Share of Income and Tax Liabilities

1979 1985 1990 1995 2000 2003

Top quintile

Share of income 45.5% 48.6% 49.5% 50.2% 54.8% 52.2%
Share of tax liabilities 56.4% 55.8% 57.9% 61.9% 66.6% 65.7%
Bottom quintile
Share of income 5.8% 4.8% 4.6% 4.6% 4.0% 4.2%
Share of tax liabilities 2.1% 2.3% 1.9% 1.3% 1.1% 1.0%
Top 1%
Share of income 9.3% 11.5% 12.1% 12.5% 17.8% 14.3%
Share of tax liabilities 15.4% 14.8% 16.2% 20.1% 25.5% 22.6%

Congressional Budget Office (2005), Tables 1B and 1C,

This table shows the share of income and tax liabilities accruing to the top and bottom income quintiles over time.
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