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12 Denier refers to the in grams of the yam used. 100 denier is to 40 grams per square metre. 
13 Mesh size refers to the number of holes per square inch. 156 mesh omespomis to 25 holes per square 
centimeter. 
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2 Note that the demand curve ret:.re1,ents the =::::;;:-.::-__ utilities for the consumers hence b measures the 
loss in consumer satisfaction due to a cut in cOI1Sump,tion. 

a and b loss and the redistribution effect is shown the shaded area: it 
can be seen that the shaded area is than the combined a and b. 
4 Overvaluation is the difference between the official rates. 
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Figure 4: Taxation and supply shifts 

Tax paid by 
consumers 

Tax paid by 
producers 

Prices ofITNs 

P2 

PI 

P1 

X2 Xl 

s 

Loss of consumer 
surplus 

Loss of producer 
surplus 

Quantity of ITNs. 

Figure 4 can also be used to show the welfare effect and the statutoryl5 and economic 

incidence l6 of a tax on ITNs. Both producers and consumers bear part of an excise tax 

imposed on the ITN product. The red arrow points to the rectangle that shows part of the 

excise tax on ITNs that is paid by the consumer, while the green arrow points to the rectangle 

that depicts part of the excise tax that is borne by the producer. Summing up the areas of the 

se two rectangles gives us the government tax revenue. However, because the analysis has 

pointed out that the ITN market is characterized by inelastic demand, consumers bear most of 

the excise tax as evidenced by the bigger rectangle shown in the diagram. Generally, given a 

specific supply such as in the case above, the more inelastic the demand for a product, the 

larger the portion of tax shifted I 7 to the consumer. 

The implication of this excise tax to the society is shown by the two triangles, shown by the 

blue and purple arrows. Combining the two triangles gives the total efficiency loss or welfare 

loss (deadweight loss) to the society due to the imposition of an excise tax. However, the 

welfare loss is not equally divided between the producer and the consumer. The bigger 

triangle shown by the blue arrow shows the loss of consumer surplus and the smaller triangle 

shows the loss of producer surplus. The bigger triangle also reflects the point that an inelastic 

demand causes a greater welfare loss to the consumer. The main point to make is that sales 

taxes tend to be more regressive than tariffs and health care financing mechanisms such as 

15 Statutory incidence of a tax refers to the economic agent who is legally responsible for the payment of the tax. 
16 Economic incidence of a tax refers to the distribution of income brought about by the imposition of a tax. 
17 Tax shifting is the difference between statutory incidence and economic incidence. 
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