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Optimal Taxation on the Commodity with
Various Market Channels

Ueng, K. L. Glen and Chiaen J. Wu

Abstract

The taxation on commodities has been made complicated by the
Internet. The traditional literature on optimal taxation neglects the
effects of tax on the distribution channel. This paper attempts to answer
the following questions: Should the tax rate be the same both on line
and in stores? Should the tax be lower over the Internet? What is the
optimal tax structure of the commodity for the different forms of
transaction? To our knowledge, taxing different forms of transaction
has not yet been theoretically investigated in the literature. The paper
establish differences in the purchasing behavior of customers between
on-line and in-store transactions based on Becker’s concept of time
allocation. With various time costs, the consumer will choose a
marketing channel to maximize her utility. In the model, the consumers
with the higher wages are likely to purchase the commodity on line.
Therefore, the time cost serves as a screening device to reveal the
information about their income and provides valuable reference for
government policy on income redistribution. To maximize the level of
social welfare, the tax rate on on-line purchases is inclined to be higher
than that on in-store purchases.
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