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Commodity taxation and profits of imperfect competitive firms
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When commodity taxation is introduced in the imperfect competitive economy, two
interesting phenomena could occur. Firstly, consumer prices advance by more than increase in
the tax rates. Secondly, profits may increase when tax rates increase.

In this article, we consider the effect of commodity taxation on the profits of firms in the
imperfectly competitive market. Based on the analysis of Seade, we analyze the possibility
that the profits of firms increase when tax rate increase. We also add economic meanings to
this possibility from the view point of elasticity of demand curve and relationship between

individual firm’s supply level and market supply level.
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