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An Exploration on Optimal Value Added Tax

LI Wen—ian CUI Xiao-yong

Abstract: This paper explores optimal value added tax with elastic labor supply. The following questions are ana—
lyzed: (1) Whether optimal value added tax is uniform; (2) Whether tax neutrality can be realized with value
added tax; (3) Is inverse elasticity rule and production efficiency rule tenable under value added taxation. The
results are: (1) Inverse elasticity rule is true for the design of value added tax when the usage of commodity can
be observed by government which means optimal value added tax rate is not uniform; (2) At the same time
taxes on intermediate goods should be zero; (3) When government can not observe the usage of commodity —in—
verse elasticity rule is no longer true and the optimal tax on intermediate goods is not zero.

Key words: value added tax; tax neutrality; optimal taxation
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