
COMMODITY TAXATION

Definition of commodity tax: A tax on profits made through trading commodities. Profits on commodity trading are taxed
on a 60/40 basis. Sixty percent of profits.

When there's no tax, what the buyers pay is what the sellers receive, but when there's a tax, the buyers pay
more than what the sellers receive. The net price, or the total price paid by the buyers is the same. You may
improve this section , discuss the issue on the talk page , or create a new article , as appropriate. Though the
planner can observe income, they cannot directly observe the individual's ability or effort to earn income, so
that if the planner attempts to increase taxes on those with high ability to earn an income, the individual's
incentives to earn a high-income decrease. In , States started adopting a tax system known as the VAT, which
significantly simplified the sales tax system and has some characteristics of a true VAT. Let's take a look. The
problem then becomes one of choosing taxes that have, along with other desirable properties, the least adverse
effects on economic efficiency. Any gain in economic efficiency from shifting taxes to consumption may be
quite small, while the adverse effects on income distribution may be large. Think about it this way. Think
about your answers carefully before looking at the ones provided. If it is decided that they should be required
to pay more, the question of how much more arises. Consumers received no surplus as a result of buying from
these producers in the pre-tax situation and they lose none as a result of the imposition of the tax. First, it deals
with quasi-optimal pricing, looking at four options for Pareto optimality with adjusted commodity prices.
We're going to be emphasizing three important ideas about commodity taxation. Across all plausible
scenarios, the GST reform flattens the tax code. This differential taxation of commodities may cause
inefficiency by discouraging work in the market in favor of work in the household. When the tax is on the
buyers, the buyers pay more than before. Consumers would be buying a tiny share of the world supply and
would be able to purchase all they want at the fixed world price. Commodity taxes[ edit ] Frank P. What this
tells us is that the price the buyer pays will be here, point B. With any tax, there will be an excess burden, or
additional cost, to the consumer and the producer. In other words, what a tax on demanders does is it reduces
their willingness to pay, and that means the demand curve shifts. It is time again for a test. The incidence of a
taxthat is, the proportions of the tax revenue ultimately paid by consumers and producersis independent of
whether it is consumers or producers that have to pay the tax to the government. So let's get going. They
confront the government tradeoff between equality and efficiency that when higher taxes are imposed on those
with the potential to earn higher wages, they are not incentivized to expend the extra effort to earn a greater
income. Let's shift the demand curve down by the amount of the tax. With this wedge, we could read off the
diagram the price the buyer pays, the price the seller receives, and the quantity exchanged. Let's now look at
what happens when it's the buyers who must send the check to the government. Now, how much are you
willing to pay to suppliers for that apple? If the distortionary costs of capital taxation are then lowered by
equity deductions or investment tax credits, then it is clear that in the region of the previous optimal rate the
net marginal benefit of increases in the rate will become positive, implying the tax rate should be raised
upward from this level. It's not relevant for this problem. Consumers may earn rents from consuming the
product, but none of those rents arise because of purchases from domestic producersthey can buy all they want
elsewhere at a fixed price so they will never pay more than that price to domestic producers. Feldstein argues
that one of the great shortcomings of Harberger's theories is that up until the point he was writing the article,
policy makers, when determining tax changes for corporate income tax, focused solely on the effects in
personal income tax. A more nuanced empirical analysis is required to evaluate this issue. Corporation income
tax is a tax imposed by the federal and state governments on the income a corporation receives. So the legal
incidence again, does not have a bearing on the economic incidence of the tax. Labor income tax[ edit ] Main
article: Optimal labor income taxation The theory of optimal income tax on individual labor aims to find the
optimal trade-off between the following three effects of increasing taxation: The mechanical effect - an
increase in tax-rate increases the government revenue, if no individuals changed their behaviour in response.


