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Evasion on commodity taxes i1s important. In this
project, ad valorem and specific taxes will be
compared under imperfect competition with tax
evasion. Once there is evasion, evading specific
taxes must be via underreporting quantities sold,
whereas evading ad valorem taxes can be via
underreporting selling prices as well as quantities
sold. As a result of more instruments available to
evade taxes, a firm can implement evasion with a
lower resource cost under ad valorem than specific
taxation. Moreover, we show that this difference
could make specific taxation superior to ad valorem
taxation if it causes firms to channel fewer
resources into tax evasion, ceteris paribus. This
finding is very different from the traditional wisdom
of taxation literature.

ad valorem taxation, specific taxation, tax evasion,
welfare effect.
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[Abstract]:

Evasion on commodity taxes is important. In this project, ad valorem and specific taxes
will be compared under imperfect competition with tax evasion. Once there is evasion,
evading specific taxes must be via underreporting quantities sold, whereas evading ad
valorem taxes can be via underreporting selling prices as well as quantities sold. As a result
of more instruments available to evade taxes, a firm can implement evasion with a lower
resource cost under ad valorem than specific taxation. Moreover, we show that this difference
could make specific taxation superior to ad valorem taxation if it causes firms to channel
fewer resources into tax evasion, ceteris paribus. This finding is very different from the

traditional wisdom of taxation literature.

Key words: ad valorem specific taxation, specific taxation, tax evasion, welfare effect.
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