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Price-elasticity Optimal Commodity Tax Rule:
An Extention to an Economy with More than Three Goods

YAMADA, Masatoshi

The tax rule provided by Diamond and Mirrlees (1971) is well-known, which says that in an economy
with only one household and three goods, the optimal commodity taxes in terms of ad valorem rates
are higher (lower) for the good with higher (lower) cross price-elasticity between the untaxed good.
On the other hand, the uniform ptimal tax rule, provided by Sadka (1977) and saying that the optimal
ad valorem commodity tax rate are uniform if cross price-elasticity between the untaxed good is
the same for all taxed goods, is also known widely. Though both propositions strongly suggest that
Diamond-Mirrlees price-elasticity tax rule may hold in an economy with more than three goods, its
formal proof has not been proved till now. The present note shows that the conjecture is realy true by

providing a proof for it.

JEL Classification: H21
Keyword: Diamond-Mirrlees price-elasticity rule, three-goods economy, generalization of the

elasticity tax rule
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