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Abstrak: Research objectives: This study aims to provide a comprehensive analysis of how price
elasticity of demand influences the distribution of tax burden between consumers and producers within
the framework of tax incidence theory. It also seeks to clarify the behavioral and economic mechanisms
underlying tax shifting. Design/Methodology/Approach:The research is based on a theoretical and
analytical framework utilizing standard microeconomic supply and demand models. A comparative
static approach is applied to examine how different elasticity conditions affect tax burden allocation.
Graphical and conceptual analysis are also used to illustrate equilibrium adjustments. Research findings:
The findings indicate that the actual burden of taxation is primarily determined by demand elasticity
rather than statutory tax assignment. In markets characterized by inelastic demand, consumers bear a
larger share of the tax burden through increased prices. Conversely, in markets with elastic demand,
producers absorb a greater portion of the tax due to reduced ability to shift costs onto consumers.
Additionally, the study shows that taxation leads to varying levels of quantity reduction and welfare
loss depending on elasticity conditions. Theoretical contributions/Originality: This study extends
classical tax incidence theory by integrating elasticity-based behavioral responses and emphasizing the
asymmetric adjustment of prices and quantities across different market structures. Implications for
practitioners/policy: The results highlight the importance of considering elasticity when designing tax
policies. Policymakers should target tax bases strategically to balance revenue generation, efficiency,
and equity. Limitations/Research implications: The research is theoretical in nature and does not
incorporate empirical data. Future studies may focus on econometric modeling and country-specific
analysis.
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Introduction

Taxation is a fundamental instrument of fiscal policy, playing a crucial role in resource
allocation, income redistribution, and revenue generation. One of the most important aspects of
taxation in microeconomic theory is the concept of tax incidence, which examines how the burden of
a tax is distributed between consumers and producers. While taxes are legally imposed on either
buyers or sellers, economic theory suggests that the actual burden depends on market conditions,
particularly the price elasticity of demand and supply [1]. Among these, the elasticity of demand plays
a decisive role in determining how the tax burden is shared. Price elasticity of demand measures the
responsiveness of consumers to changes in price. When demand is inelastic, consumers are less
sensitive to price increases, and producers can shift a larger portion of the tax burden onto them. In
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contrast, when demand is elastic, consumers respond strongly to price changes, forcing producers to

absorb a greater share of the tax [2]. Understanding this relationship is essential for designing effective
tax policies. Governments often target goods with low price elasticity, such as fuel, tobacco, and
essential commodities, to ensure stable revenue collection. However, such policies may have
significant social implications, including regressive effects on lower-income groups. The importance
of tax incidence analysis has increased in recent years due to growing concerns about economic
efficiency, fairness, and fiscal sustainability. In particular, the ability to predict how taxes affect
prices, quantities, and welfare is critical for policymakers [3], [4]. This study aims to analyze the
impact of demand elasticity on tax burden distribution using a theoretical framework. By examining
different elasticity scenarios, the research provides insights into how market behavior influences the
effectiveness of tax policy.

Methodology

This study adopts a theoretical and analytical research methodology based on standard
microeconomic models of supply and demand. First, a partial equilibrium framework is used to
analyze the interaction between supply and demand in a single market. The initial equilibrium is
determined by the intersection of the supply and demand curves, representing the pre-tax condition.
Second, a comparative static analysis is applied to evaluate the effects of introducing a per-unit tax.
The imposition of the tax shifts the supply curve upward, resulting in a new equilibrium characterized
by changes in price and quantity.

Third, the study compares two distinct scenarios:
price-inelastic demand
price-elastic demand

This comparison allows for an assessment of how different elasticity levels influence the
distribution of tax burden between consumers and producers. In addition, a graphical analysis
approach is employed to illustrate the changes in market equilibrium and to identify the portions of
the tax burden borne by each group. The shaded areas in the diagrams represent the relative tax burden
distribution. The methodology also incorporates elements of welfare analysis, including changes in
consumer surplus, producer surplus, and deadweight loss, to evaluate the efficiency implications of
taxation. Overall, the chosen methodology provides a clear and systematic framework for
understanding the economic effects of taxation under different market conditions.

Results
Analysis of Tax Incidence under Different Demand Elasticities

The figure illustrates the distribution of tax burden under two different demand conditions: price-
inelastic demand (left panel) and price-elastic demand (right panel). The supply curve (s) and demand
curve (d) intersect at the initial equilibrium point (p*,q*), representing the pre-tax market condition.

After the imposition of a per-unit tax, the supply curve effectively shifts upward, leading to a
new equilibrium characterized by a higher consumer price p’ and a lower quantity q'.

Case 1: Price-Inelastic Demand

In the left panel, demand is relatively inelastic, meaning that consumers are less responsive to
price changes. The figure shows that the increase in price from p* to p’ is significant, while the
reduction in quantity from q* to q' is relatively small.

This implies that consumers bear the majority of the tax burden [5]. The shaded area indicates
that most of the tax is passed on to consumers in the form of higher prices. Producers, on the other
hand, experience only a small reduction in net price received.

The economic interpretation of this result is that when demand is inelastic, consumers have
limited alternatives and are therefore more willing to absorb price increases. As a result, tax incidence
falls primarily on consumers.

Figure 1. The Impact of Demand Elasticity on Tax Burden Distribution: Evidence from
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Theoretical Analysis

P Price-inelastic demand P Price-elastic demand
d s %
p, .............................................
d
" P
p p°

1
1

q'q q q’

Comparative Insights
The figure clearly demonstrates that:
»  Tax burden distribution depends primarily on elasticity, not statutory responsibility
* Inelastic demand — consumers bear more tax
* Elastic demand — producers bear more tax
e Quantity reduction is larger when demand is elastic
*  Price increase is larger when demand is inelastic
Economic Implications

These results confirm that the effectiveness and impact of tax policy depend heavily on market
structure and behavioral responses [6], [7], [8]. Policymakers must consider elasticity when designing
taxes, especially for goods such as fuel, tobacco, or luxury items.
Discussion

The results of this study provide strong theoretical evidence that the distribution of tax burden is
fundamentally determined by the elasticity of demand rather than by legal tax assignment. This
finding is consistent with classical microeconomic theory, which argues that market forces ultimately
determine who bears the economic burden of taxation [9]. In the case of price-inelastic demand, the
analysis shows that consumers bear the majority of the tax burden. This occurs because consumers
have limited responsiveness to price changes, often due to the necessity of the goods or the absence
of close substitutes. Goods such as fuel, tobacco, and basic utilities fall into this category. As a result,
producers can pass a significant portion of the tax onto consumers without experiencing a substantial
decline in demand. Conversely, when demand is price-elastic, the burden of taxation shifts more
heavily onto producers. In such markets, consumers are highly sensitive to price changes and can
easily reduce consumption or switch to alternative goods [10], [11]. Therefore, producers are forced
to absorb a larger portion of the tax in order to remain competitive. This leads to a reduction in
producer surplus and potentially affects production incentives. Another important aspect highlighted
by the results is the relationship between elasticity and market efficiency. In markets with elastic
demand, taxation leads to a larger reduction in quantity traded, which implies a higher deadweight
loss. This suggests that taxation in such markets can lead to significant efficiency losses and
distortions in resource allocation. From a policy perspective, these findings have important
implications. Governments often impose taxes on goods with relatively inelastic demand in order to
minimize efficiency losses and ensure stable revenue generation. This explains the widespread use of
excise taxes on products such as alcohol, tobacco, and fuel [12]. However, this approach also raises
concerns regarding equity. Since inelastic goods are often essential, taxation of such goods may
disproportionately affect lower-income households, leading to regressive outcomes [13]. Therefore,
policymakers must balance efficiency and equity considerations when designing tax systems.
Furthermore, the analysis suggests that understanding market elasticity is crucial for predicting the
real economic impact of tax reforms. Ignoring elasticity may lead to unintended consequences, such
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as reduced production, lower investment, or increased informal market activity [14]. In conclusion,

the discussion confirms that elasticity is a key determinant of tax incidence and plays a central role
in shaping the economic outcomes of taxation policies. A well-designed tax system must take into
account both behavioral responses and market structure to achieve optimal results [15].

Conclusion

This study analyzed the impact of demand elasticity on the distribution of tax burden within the
framework of tax incidence theory. The results clearly demonstrate that the elasticity of demand is a
key determinant of who ultimately bears the burden of taxation. The analysis shows that in markets
with price-inelastic demand, consumers bear the majority of the tax burden. This is because their
limited responsiveness to price changes allows producers to pass on a larger share of the tax through
higher prices. Conversely, in markets with price-elastic demand, producers absorb a greater portion
of the tax due to consumers’ high sensitivity to price increases.

Furthermore, the study highlights that tax incidence is independent of the statutory assignment
of the tax. Whether the tax is imposed on buyers or sellers, the actual burden is determined by market
forces. From an efficiency perspective, taxation in markets with elastic demand leads to a greater
reduction in quantity traded and higher deadweight loss. This implies that such taxes can distort
market outcomes and reduce overall welfare. From a policy standpoint, the findings suggest that
governments should carefully consider demand elasticity when designing tax policies. Taxing goods
with inelastic demand can provide stable revenue with lower efficiency losses. However, this
approach may raise concerns about equity, as it can disproportionately affect low-income consumers.
Therefore, policymakers must strike a balance between revenue generation, economic efficiency, and
social fairness. Incorporating elasticity analysis into tax policy design can improve decision-making
and lead to more effective and equitable outcomes. In conclusion, elasticity is a central concept in
understanding tax incidence, and its proper consideration is essential for developing sound fiscal
policies.
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