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 Theory of Optimal Taxation: Lesson Plan 

 Topic 

 The theory of optimal taxation is the study of creating and implementing taxes 
 that ensure the highest social welfare function (i.e. that the taxed item is still sold 
 and purchased at the same rate) while raising maximum revenue. This can be 
 done by having a broad based, low rate tax placed on inelastic goods and 
 services. Optimal taxes should also be equitable. Lump sum taxes and Pigouvian 
 taxes have been recently championed for following these guidelines. 

 Possible subjects/classes  Time needed 

 Economics, Government, Philosophy, 
 Politics  30-35 minutes 

 Video link: 

 Objective:  What will students know/be able to do at  the end of class? 

 By the end of class, students will be able to... 
 ●  Explain  the  difference  between  elastic  and  inelastic  when  applied  to  supply 

 and demand 
 ●  Name three key factors that can optimize taxation 
 ●  Give examples of current implementation of optimal taxation theory 

 Key Concepts & Vocabulary 

 Theory of optimal taxation, Social welfare function, Elasticity, Broad based, 
 Equitable 

 Materials Needed 

 Worksheet 

 Before you watch 

 Turn  &  Talk  :  What  is  supply  and  demand  theory?  What  factors  can  cause  supply 
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 or demand to change? 

 While you watch 

 1.  Define the theory of optimal taxation. 
 2.  Does an optimal tax charge elastic or inelastic activities? 
 3.  List an example of an optimal tax. 

 After you watch/discussion questions 

 1.  Can you think of any other types of taxes that follow optimal tax theory? 
 2.  Which of the listed factors do you think is most important when it comes to 

 implementation of optimal tax theory? Why? 
 3.  Think of a tax that you, a friend, or guardian regularly pays. Do you think it 

 follows optimal tax theory? Why or why not? 

 Activity Ideas 

 ●  Research  It:  Pick  a  tax  applicable  to  your  students  or  teaching  area,  or 
 have  students  find  a  specific  tax  or  two  on  their  own.  Determine  whether 
 the  tax  follows  the  theory  of  optimal  taxation  or  not.  Have  students  explain 
 their reasoning. 

 ●  Think  It  Through:  Have  students  come  up  with  a  new  tax  to  be 
 implemented  either  in  their  school  or  general  district.  How  can  they  make 
 sure to optimize the tax? What are some issues they might encounter? 

 ●  Worksheet  :  Have  students  individually  complete  the  Worksheet.  Then 
 review answers as a class. 
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