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W
h

en
 ~ tax is 

in1posed o
n

 s01ne p
erso

n
 

it · 
· 

. 
. 

, 
15 q

m
te possible th 

· 
tran

sferred
 b

y
 h

im
 to

 a seco
n

d
 p

erso
n

 
an

d
 this tax rn 

6 
1 . 

at it m
ay be 

' 
ay 

e u t1m
ately bo 

b 
. 

seco
n

d
 p

erso
n

 o
r tran

sferred
 to

 o
th

ers b
y

 w
h

o
m

 it is finall 
6 

T
h

 
rne 

Y
 this 

l 
. . 

. 
11 

l 
y 

orne. 
us, the perso 

w
 1

0
 o

n
g

111a 
y p

ay
s t 1e tax 1nay n

o
t b

e actually bearing its m
o 

b 
d 

n 

. , 
. , 

. 
ney 

ur en as such. 
T

h
is p

ro
b

lem
 1s, th

erefo
re, to

 d
eterm

m
e w

h
o

 bears th
e tax ultim

atel\ 
T

h. 
· kn 

. 
. 

. 
, 

l · 
1s 1s 

ow
n 

as m
cid

en
ce o

f tax
atio

n
. 

· 
T

l 
f ". 

. d 
" 

f 
. 

l 
r 

1e co
n

cep
t o 

m
ci 

en
ce 

o 
tax

atio
n

 1as been variously described by differ-
e
n

t eco
n

o
m

ists. b
a
lto

n
, fo

r in
stan

ce, co
n

sid
ers incidence as the direct m

oney burden 
o

f tax
 o

n
 th

e p
erso

n
 w

h
o

 u
ltim

atly
 pays it. Incidence, thus, rests o

n
 the person w

ho 
can

n
o

t sh
ift th

e 111.oney b
u

rd
en

 o
f th

e tax to
 an

y
 otl1er person. F

or exam
ple, w

hen 
a sales ta.,x is im

p
o

sed o
n

 B
ata shoes, b

u
t th

e co
m

p
an

y
's shop recovers it from

 the 
b

u
y

ers, so
 th

e in
cid

ence o
f tl1is tax lies o

n
 th

e b
u

yers since they. '+ltim
atley bear its 

m
o

n
ey b

u
rd

en
. 

· 
· 

D
alto

n d
istiguishes b

etw
een

 incidence an
d

 affects o
f tax:ation by putting that 

in
cid

en
ce is th

e d
irect m

o
n

ey b
u

rd
en

 o
f a tax w

h
ile its effects are th

e indi~·ect m
oney 

b
u

rd
en

. 
· 

M
rs. U

rsula H
icks, o

n
 th

e o
th

er h
an

d
, talks o

f fo
rm

al and effective inciden~e 
· 

· 
·d 

htle 

o
f a tax. T

h
e direct m

o
n

ey
 b

u
rd

en
 o

f a tax, sh
e calls it fo

rm
al m

o
 ence, w

 
cfiectiv

e in
cidence is considered to

 be th
e eco

n
o

m
ic effects o

f the tax
 in a broader 

sense
. T

o
 q

u
o

te M
rs. H

icks: "T
he form

al in
cid

ence m
ean

s th
e p

ro
p

o
rtio

n
 of people'~ 

in
co

m
e w

h
ich

 does n
o

t form
 th

e incom
es o

f th
o

se w
h

o
 fu

rn
ish th

em
 w

ith goo~s a~,1 
· 

b 
· 

· 
·d 

: 
11 

· . 
tisfacnon

. 

services, 
u

t 1t 1s pa1 
o

v
er to

 g
o

v
ern

in
g

 bodies to
 finance co ccn

ve sa 
. 

A
 -

d' 
· 

M
 

· 
· 

-
· 

· 
. · d 

is 
useful in 

ccor 
m

g
 to

 
rs. 

H
icks, 

th
e 

calculatio
n

 o
t to

rm
al m

o
 

ence 
b 

assessing th
e questio

n o
f redistrib

u
tio

n
 o

f in
co

m
e th

ro
u

ah
 tcL-xation. It m

ay also 
e 

l 
1 f 

l . 
. 

. . 
. 

. 
. o 

change 

:1e P u 
m

 eco
n

o
rn1c p

lan
m

n
g

. H
o

w
ever, the exact reactio

n
 o

f tax payers to
 a 

ere 
111 tax o

r th
e eco

n
o

m
ic repercu

ssio
n

s o
f a tax can

no
t b

e d
irectly ascertained by a in

 
f 

estim
ate o

f the form
al 

incid
ence. 

F
o

r th
is 

w
e h

ave 
to

 re;o
rt to

 the concept o 
"effective in

cidence,'. 
' 
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caused by S
U

 
Stltut1:n

g
 o

n
e tax 

C': 
C

hange in the dis-t~?b'-1..n~ y pucuum
ena uncnangeu 

d 
io

r anoth 
. 

n ut1on 
. 

. 

In m
o 

ern
 eco

n
o

m
ic r 

er, total· tax 
pattern m

 the econom
y 

concept o
f incidence has be 

Iter_a~u_re, 
it has 

b 
revenue being unchanged. 

. 
1 

b 
en cnt1c1s d . 

een observed th 
." 

the question 1ave 
een

 su
g

 
e 

in
 recent 

at 
the traditional 

d 
. 

. 
gested 

rt · 
. 

years and 

cause a re 
uct1on in

 real incom
e 

. . 
is pointed out that 

n~w
 w

ays o
f looking at 

absorbs real res_ources. T
axes m

a ava.il_able for privae use· itt~at10~ by itself_does not 

w
ithout ch

an
g

in
g

 th
e level 

f 
y be Increased o

r redu 
'd

 /s public expenditure that 

. 
. 

o 
real p 

bl. 
ce 

1oranynu 
b 

f 

distribution o
f in

co
m

e and th
 

. 
. 

u 
1c expenditure 

T
 

. 
m

 er 0 
reasons 

as the change in the distributi;~
:~

dence o
f taxation show

::~~;r~~lyl ctanges the 

concept o
f differen~ia! incidence is ::~~1com

e a_vailab!e for private JI[.,, ~~~~~ 

relates to a ch
an

g
e In th

e tax system
. 

appreciated by m
oder~ econom

ists, ~
 it 

2. IM
P

A
C

T
· SH

IF
T

 
. 

' 
IN

G
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N
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In analysing th
e p

ro
b

lem
 of 1 -

.
. d 

. 
n

n
 ence o

f tax 
t' 

but m
terrelated fo

rm
s 

nam
ely 

1 ·1 n 
h'fi. 

a 1~:m, w
e com

e across three distinct 

. 
. 

' 
, 

pact s 1 tm
g 

d · 
. · d 

. 

respectively, to
 th

e im
position 

transfe ' 
d 

1 ~
 an 

m
et 

ence, w
hJC

h corre~pond, 

the im
pact is th

e initial phen~
m

enon r a;;. fi ~ett m
g ~

f the tax._ A
s Seligm

an
3 puts it, 

dence is the result. 
' s 1 tm

g, the m
term

ediate process and inci-

T
he ten

n
 im

nact is used to 
h 

· 
· 

. 
· 

r 
. 

express t 
e im

m
ediate result o

f or original im
 

osi-

t10n o
f the tax. T

h
e im

pact o
f a tax is on the perso 

h 
· 

· 
· 

p 
· 

. 
. 

. 
_n on w

 om
 1t 1s im

posed first. 

!lm
s, the person w

h
o

 1s hab1le to p~y the tax to the governm
ent bears its im

pact. T
he · 

unpac~ o
f a tax

, as such, denotes the act o
f im

pinging. 

, 
!n. short, th~

 te_rm
 im

pact refers to the im
m

ediate m
oney burden o

f a tax. W
hen 

~ tax 1s im
po

sed
 its im

p
act w

ill be on som
e person w

ho m
ay, how

ever; try to pass 

~t on to som
e o

th
er person. T

h
e process o

f trapsferring the m
oney burden o

f the tax 

1s called shifting. T
h

e process o
f shifting a tax starts from

 its im
pact and ends at the 

point o
f incidence. 

T
he term

 "incidence)) refers to the location o
f the ultim

ate o
r the direct m

oney 

burden of the tax as such. 4 It signifies the settlem
ent o

f the tax burden on the ultim
ate 

tax payer. In
cidence em

erges w
hen the tax finally settles or com

es 
to

. rest o
n

 the 

person w
ho bears it. It, in fact, is the ultim

ate result o
f shifting" H

ence, the incidence 

o~ a tax is u
p

o
n that p

erso
n

 w
ho can

no
t shift the burden any further, so }:le has 

to
 

hunself bear the direct m
o

n
ey

 bu
rden o

f the tax. 

It is) thLts, easy to distinguish betw
een the im

pact and incidence o
f taxation. 

. 
1. Im

p
act refers to the initial burden o

f the tax:, w
hile incidence refers to the 

ultim
ate burden o

f the tax. 
, 

. 

2. Im
pact is at th

e 
p

o
in

t ' of im
positiori, 

incidence occurs at the 
point o

f 

settlem
ent, 

-
. 

. 3. The im
pact o

f a tax falls upon the_perso
n from

 w
hom

 the tax collected and 

the incidenr-. 
~ 

h 
crson w

ho
pavs 1

t even
tually. F

o
r exam

ple, suppose a tax 

-.. 
. 

_c re:'.)t) o
n

 t 
e p . 

-.; 
. 

. 
. 

· txc1(·A
 d 

• 
• 

d. o
n

 soap 
Its im

p
act 1s on the p

roducers, m
 the first 

, 
-)I.. 

ury -
1s rn1pose 

· 
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B,,, k. 
· 

~
• .:i 

fa'' 
-n

 ing, Intern 
. 

.. 

• , 
. 

R
ttona/, T'~ 

;"stance 
as they are liab1e to

 p
ay

 it to
 the g 

'fide 411-tl Pub•'· 

U
.&

 
' 

• 
• 

fj 
O

V
e

rn
m

 
itc F

i 

succeed in co
fle

ctm
g

 it 
ro

m
 th

e consum
ers b 

. _ent. B
ut, the 

"""ct 
I 

th
 

Y
 raism

g th 
Pr<>du 

a
m

o
u

n
t o

f tax. 
n 

at case, consum
ers eventu 11 

e price 
f 

cers "' 

. 
a y pay th 

o 
so 

·••ay 

fails upon them
. 

. e tax and so th ~p ?Y the 
--

. 
e Inctd 

4. Im
p

act m
ay

 be shifted b
u

t incidence cann 
F 

. 
. 

ence 

S 
. 

h 
ot. 

or, Inc d 
. 

shifting process. 
o

m
etu

n
es, 

ow
ever, w

hen n
o

 shift• 
. 

1 ence 1s thee d 

.incom
e tax o

r such o
th

er d
irect taxes, the im

pact 
1?g ~ds poss~ble, as in th: of the 

co10c1 
es W

ith . 
. 

case of 

sam
e person. 

.tnc1dence on th 

v
(,,·'-'a. T

A
X

 E
V

A
S

IO
N

 A
N

D
 T

A
X

 SH
IFT

IN
G

 
e 

B
o

th
 shifing an

d
 tax evasion are the m

ethods o
f escap· 

· 
h

ift d 
.L

_
 

m
g taxes In

t 
L

: 

. · the burden o
f t_axes is s 

e 
u

u
u

u
g

h
 th

e vehicle o
f price In· t 

· . 
ax 81 ufting 

-
. ----

ds 
. 

. . 
. 

ax evasion h 
, 

a perso~
 deliber.'.1tely preten , 

that ~
e IS n

o
t liab_le to tax by show

in 
him

'se 0w
ev~r, 

possession o
f g

o
o

d
s o

r services o
r incom

e sub1ect to
 tax. T

ax shif. 
. . 1f not ll1 

. 
th

 
a

;;;· 
a1s 

. 
ds 

. 
. 

tm
g

 is legal 

som
etim

es even 
e gove1 ru

n
en

t 
o m

ten
 

so
 w

htle unposing a tax Furth 
as 

tax shiftin!!,---though th
e incidence ultim

ately falls o
n

 som
ebody-

the g 
er, under 

-
~

 
T

 
. 

. , 
overnm

ent 

receives its d
u

e revenue. 
ax evasion, o

n
 th

e o
th

er hand, is illegal as the enad 
· h 

• 
v 

er c eats 

the g
o

v
ern

m
en

t b
y

 concealing facts an
d

 th
e latter loses its due revenue . 

A
p

art fro
m

 th
e tax d

o
d

g
in

g
, sm

u
g

g
lin

g
 is ~

so
 ~ so

rt o
f tax evasion as custom

s 

duties are -evaded o
n

 sm
u

g
g

le~
 ~

oods. T
ax evasion 1s, therefore, an offence and is 

punishable. 
T

h
ere is, 

how
ever, legitim

ate evasion o
f com

m
odity taxes or even 

incom
e tax, w

h
en

 a p
erso

n
 does n

o
t b

u
y

 th
e taxed com

m
odities o

r does not earn the 

incom
e bey

o
n

d
 th

e ex
em

p
ted

 lim
t an

d
 thus escapes taxes. 

~
~

- T
H

E
 P

R
O

C
E

S
S

 O
F
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H
IF
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T
h

e cen
tral p

art o
f th

e discussion o
f incidence lies in the investgation of the 

sh
ifting o

f taxation. T
o

 discover th
e actual incid~

nce p
f a tax, w

e have to know
 

w
hether, w

h
y, an

d
 ho

w
 a tax w

ill be shifted. T
ax shifting is the interm

ediate process 

betw
een the im

pact and th
e incidence o

f taxation. Incidence signifies the result of tax 

shifting. A
ccording to

 Selig
m

an
, 

therefore, the real econom
ic problem

 lies in the 

nature o
f shifting. 

A
s w

e have seen
, the shifting o

f tax refers to
 the process o

f transfer o
f the tax 

burden from
 one person to

 the o
ther. B

y m
ean

s o
f shifting, it is p

ossible for the tax 

payer to escape the burden o
f tax. 

S
hifting can o

ccur orily in co
n

n
ection w

ith
 the p

rice transcation. Price is the 

only m
edium

 through w
hich a tax can be sh

ifted
. ( G

ift is ano
th

er m
edium

 but not 

5? com
m

on.) T
hus, shifting is co

m
m

o
n

 in co
m

m
o

d
ity taxation

. If a tax is shift~d, 

eirher the price o
f the taxed co

m
m

o
d

ity w
ill rise, o

r its p
rice rem

ains the sam
e, ~

1th 

the q
u.ali~

 low
ered. I~

 ~
e
 case o

f m
o

st direct taxes, h
o

w
ev

er, shifting is no_t possib~~ 

as ~
eir im

pact and 1nc1dence w
ill be at the sam

e p
o

in
t· so also there 15 jack 

m
edium

 for shifting. 
' 

F
orw

ard and B
ackw

ard S
h

iftin
g 

T
he shifting p

r 
b 

. 
. 

·d ro have 

sh
· ft d c: 

. 
• ocess can 

e either forw
ard o

r backw
ard

. A
 tax 1s sat 

. . 

I 
e 

i.ow
ard if pnce o

f th 
. 

. 
fc 

hifr111g 

t-h,,. 
n

-
tr

-
.n

a
.; , 

I- •• _.., ___ 
r

. 
• e

_com
m

o~
1ty w

hich consitutes th
e m

ed
iu

m
 ?

r
s_ ·11 be 

• · ,.. • 
.... t...o 

n
r1

ce W
l 

. 



• •dence of T
axation 

fn,CI 

111oneY burden of a tax is transfe 
. 

. 
(or buyer) w

h
en

 th
e tax is initi~

;e~
 from

 the produc 
947 

B
ackw

ard shifting o
n

 th 
y im

posed on the perd( or seller) to the consum
er 

· 
. 

' 
e other h 

. 
ro 

ucer. 
burden o

f a co
m

m
o

d
ity

 tax is 
h. 

and, refers to th 
(or seller), if the tax is initiaI1 i~ted frorn the consum

:r~ocess by w
hich the m

oney 

be tw
een fow

ard an
d

 backew
 

dy iu:iposed on the co 
or buyer) to the producer 

ar 
shifit· 

nsum
er 

T
l 

h 
ct· 

• 
. 

ubject o
f tax. If originally th

 
. 

_m
g rests on w

ho 
.· . · 

1us, 
t 

e 
1stm

ct1on 

}orW
ard an~ i~ it is im

posel ~
: ;~

1
?o

:ed
 on the se~~

1f~:~;0 ~:~;~t: s~f~~~ 
Forw

ard shifting, how
ever 

is 
m

 
y r or consum

er 
it is sh1· c.ted b 

k 
d 

,/ 
• 

h. c 
. 

, 
ore com

 
, 

1
1 

ac w
ar 

. 
·som

etim
es can s 

11 t a tax o
n

 the co 
. m

on than backw
ard shifting ' A

 b 
· 

th
 

c. 
m

m
odity h 

• 
, 

uyer 
the seller m

 
e i.or.m

 o_f low
er prices b 

res 
. e. purc_ahses, at least parti1ally, back to 

the backw
ard shifting is the em

pl 
· 

,Y 
tn~tm

g his dem
and. A

nother exam
ple o

f· 
· · d 

A
 1 

oyer s contr b 
· 

ance F
un . 

arge p
art o

f this cont •b 
. 

1 ution to the E
m

ployees State Insur-
---

. 
n 

ution m
 

b 
1 · c. 

-the form
 o

f low
er w

ages 
if the b 

. . 
ay 

es 111ted back to the em
ployee in 

r--
, 

argam
m

g p 
f 

h 
. • 

· 
W

hether a tax is sh'ft d c. 
ow

er O
 

t e labour 1s w
eak. 

. 
i 

e 
iorw

ard or backw
 

·d d 
d 

. 
of resistance to

 transfer-the burd 
C

 
. ~r 

, 
epen s on the relative strength 

· 
en. 

om
m

od1t1es l 
· 

· 
1 

· 
d 

· 
less resistance to

 forw
ard 

h'c. · 
. 

lavm
g m

e a~tlC 
em

and w
ill have 

s 
htm

g 
w

hile co 
d" · 

h 
· 

• 
d 

u
ld

 h 
. 

' 
m

m
o 

1t1es 
avm

g relatively elastic de-
m

an 
w

o 
ave greater resistance to forw

ard than backw
ard shifting. 

5. T
A

X
 C

A
P
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A

L
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A
 special type o

f tax shifting is called "tax capitalisation." T
he tax capitalisation 

generally _occurs at the tim
e o

f s~lling process or exchange or transfer o
f land or· other 

assets w
h1C

h generate a flow
 o

f m
com

e and are subject to a series o
f successive annual 

taxes during their lifetim
e. T

he net flow
 o

f regular incom
e from

 such assets is 
reduce.d w

hen the taxes are im
posed upon the~

. H
ence the selling value o

f such 
assets is reduced w

h
en

 the buyer tries to shift (backw
ard) the burden o

f the tax to 
the seller by offering a low

er price than its m
arket value, discounting all th

e future _ · 
taxes he is liable to

 pay, at the tim
e o

f purchase. T
he buyer, thus, discounts the value 

of the ~sset by capitalisation o
f tax in order to escape it. S

uch reduction in the price 
of an asset, as a result o

f discounting all future taxes estim
ated u

p
o

n
 it, is called ,ctax 

capitalisatio
n

." G
enerally, the tax is am

ortized or discounted through a depreciation 
of the capital. value o

f a given asset by a sum
 equal to the capitalised value o

f the fax. 
T

he future tax is capitalised and deducted in _a lum
p_sum

 from
 th~ ~rice offered, as

_ 
there m

ay be n
o

 later opportunity -
no pnce vehicle -

for sh1ftm
g the b

u
rd

en
 

backw
ard once th

e asset is purchased.
4 

U
n

d
er tax capitalisation, thus, thoug?, th~ buyer o

f the asset w
ill pay the_tax to

 
governm

en
t 

the seller bears the burden of m
c1dence, as the buyer has at the tn

n
e o

f 
purchasi~g ~hat asset transferred the w

hole bu~·de_n o~ tax by paying a low
er price to

 
the am

ount o
f future taxes estim

ated. T
ax cap1tahsat1011 therefo

re causes the ch
an

ge 
in the price o

f assets. S
uppose fo

r exam
ple a? ~sset is valt1ed at R

s.1
0

,0
0

0
 w

hich 
yields an annual incom

e o
f R

s. 500
. S

uppose it is taxed at R
s. 1

0
0

 per an
n

u
m

 o
r at 

the rate o
f 1 per cen

t ad valor~rr:· T
he ~1et inco_m

e is_ thus _reduced t~
 R

s. ~
0

0
 per 

annum
. N

o
w

 
if th

e b
uyer is w

1llm
g to

 m
vest his savm

gs (m
 purchasm

g this asset) 
at the rate o

f 'an annual return o
f 5 per cent, he w

ould be w
illing to

 pay R
s. 8

,0
0

0
 

for the asset. S
ince th

e capital value o
f a "P

erpetual A
nnuity" is: 

A
nnual net inco

m
e 

R
 :::lt'P

 
rv

t 
,-.p

r, u
·n

 
rf"(1

11i red 
, i.e.) 4

0
0

/0
.05 =

 8,poo 
.,. 


