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The Correction on Improper
Understanding of Optimal Commodity Tax

LI Sheng-xiang
(School of Public Economics and Management , Shanghai University of Finance
and Economics, Shanghai 200433, China)

Abstract: Some mainstream literatures of public economics both in and
outside China define the optimal commodity tax as follows: subjecting to
budget constraint, how the government can maximize social welfare through
choosing optimal commodity tax structure. Then by solving such a problem
under tight assumptions of production technology, conclusions could be
drawn:compared with pre-tax situation, optimal commodity tax should re-
duce compensated demand of each good at the same proportion. However,
we retreat the optimal commodity tax on individual consumer, and get some
new points: (1) under optimal tax system, the compensated demand of each
good or service should change at the same proportion as under post-tax con-
dition; (2) this kind of change is not exactly the real change of compensated
demand and (3) the conclusion (1) is based on the assumption of small term
of tax, so when it comes to provide some policy suggestions on tax reform
according to conclusion (1), we should be extremely cautious.

Key words: optimal commodity tax; individual consumer; production

technology; ramsey rule; correction (FE%8® HFik)
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