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To ensure the social and economic stability of the economy, as well as its
efficiency and fairness, it is crucial to understand which taxes are more preferable
from the taxpayer's perspective. When formulating tax policy, governments need to
consider how consumers respond to different tax systems. A comprehensive
understanding of consumer tax preferences can help the government establish
more effective and equitable tax policies, which, in turn, can contribute to
economic growth and social justice.

The purpose of this article is to examine the impact of direct and indirect
taxes on economic agents in the context of fairness and reciprocity. It seeks to
analyze consumer preferences for different types of taxes across various social
groups, assess how the perceived significance of the tax burden influences
preferences for direct versus indirect taxes, and evaluate the effects of tax
preference on economic impact, equitable distribution of the tax burden among
different social groups, individual financial planning, and other related factors.

To this end, the article aims to identify which type of tax —direct or indirect
— consumers prefer to maximize their utility, assuming all other conditions are
equal.

To conduct the research, empirical methods were employed, including
economic-mathematical modeling and comparative analysis. During the theoretical
phase, a combinatorial method was applied.

Based on the research conducted, it can be concluded that consumers prefer
direct taxes, because direct taxes are often progressive, meaning the rate of tax
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increases as the taxpayer's income increases. This means that those who can
afford to pay more contribute more, which is generally seen as a fairer system.

Key words: Tax burden, consumer preference, direct tax, indirect tax, consumer
utility, budget line, optimal solution.

Introduction

From the consumer's perspective, the preference for types of tax payment is
influenced by various factors. For instance, consumers who prioritize personal financial
planning may favor tax types that make their expenses more predictable and
understandable. Conversely, those who prefer not to see which portion of their income is
taxed might opt for indirect taxes, as these are incorporated into the prices of goods and
services and are generally less noticeable to consumers. In developed countries, as
opposed to developing ones, direct taxes typically constitute a larger share of total
revenue, while indirect taxes account for a smaller proportion. It is important to note that
such differences are also determined by a variety of other economic factors unique to
each country. The debate over whether tax pressure (or the tax burden) should focus
more on consumption or business taxation is a longstanding and complex issue in
economics and tax policy. Several factors — economic growth, fairness, administrative
efficiency, and the impact on consumer behavior and business investment — play a role
in shaping this discussion.

Table 1. Tax Revenues of the Republic of Armenia's State Budget for 2023

No. Tax Type Taxes Collected in Share of Tax | Growth
2023 (in AMD) Revenues (%)t
(%)
1 Value Added Tax (VAT) 767.173.500.000 34.5% 12.9
2 Corporate Income Tax 321.520.700.000 145 % 44. 3
3 Income Tax 554.554.200.000 25.0 % 16.7
4 Excise Tax 149.446.000.000 6.7 % 17.2
5 Turnover Tax 52.189.300.000 23% 28.1
6 Environmental Tax and 60.643.300.000 2.7 % -36. 8
Resource Usage Fee

Source: State Revenue Committee of the Republic of Armenia. Regarding revenues controlled by the RA SRC

Overall, it is also important to consider which types of taxes dominate in tax
revenues — direct taxes or indirect taxes.

In the structure of tax revenues of the Republic of Armenia, the share of indirect
taxes (Value Added Tax and excise tax) was 41.2 percent in 2023. This figure has begun
to decline in recent years; however, compared to international taxation practices, it

1 This is a growth rate compared to the previous year.
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remains relatively high. Consequently, when the proportion of indirect taxes is significant,
the principle of tax equity is not adequately maintained, as the tax burden predominantly
falls on individuals (Panosyan 49).

Figure 1. The share of indirect taxes (Value Added Tax and Excise Tax) in total tax revenues in the Republic of
Armenia from 2014 to 2023
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Source: Statistical Committee of the Republic of Armenia. Publications by year

Since indirect taxes are fully borne by consumers, in cases of high-income
polarization, direct taxes should prevail in that country. Furthermore, it is believed that
indirect taxes contribute only to the fiscal function of taxation, while direct taxes fulfill the
remaining functions of taxation.

The first objective of taxation is to raise revenue. Total tax revenues a share of
GDP in OECD countries range from 17% to 47%. On average, around %2 of these
revenues is from a combination of personal income taxes and social security
contributions, %2 from VAT, 10% from corporate income taxes and other consumption
taxes each, and 6% from property taxes. In non-OECD economies, the tax revenue-to-
GDP ratio is lower on average than in OECD countries and the share of indirect tax
revenues higher.

Differences in tax levels and structures reflect a range of political choices and
administrative capabilities and they have a major impact on economic and social
outcomes. High-quality data on tax revenues is essential for countries’ fiscal policy and
international co-operation on tax (IMF Working Paper 2010).

There is no definitive answer to the question of whether tax pressure should focus
more on consumption or business taxes, as the optimal approach depends on a variety of
factors, including the stage of economic development, social equity goals, and the need
to generate sufficient government revenue. For developed countries, a balanced
approach combining both types of taxation is often seen as the most effective strategy.
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However, developing countries may lean more heavily on consumption taxes due to
administrative simplicity and ease of collection (IMF Working Paper 2010).

Results and Findings

Since the definition of taxes significantly shapes consumer behavior and taxation
can influence their actions, it is important to understand which taxes consumers prefer
and how taxation will affect their behavior.

Through economic-mathematical modeling, let us determine which taxes are more
preferable for the taxpayer — direct taxes or indirect taxes. Suppose the taxpayer has a
choice between paying an excise tax or an income tax. Additionally, let's assume that
under equal conditions, both tax types provide the same level of revenue to the state
budget!. Which type of tax will the consumer prefer in order to receive greater utility?

Let's assume we have goods X and Y priced at P1 and P2, respectively, and we
have an income of M. The state decides to impose an excise tax of t on good X or an
income tax of T on the consumer's income.

Let's examine the equations of the consumer's budget constraint in three cases.

(1) PIX+P2Y=MP1X+P2Y=M, with the optimal solution being (x1x;y1x)(x1%;y1x
) and a slope of -P1P2-P2P1, where no tax is present.

(2) (P1+t)X+P2Y=M(P1+t)X+P2Y=M, with the optimal solution being (x2x;y2x)(x2x
;y2+) and a slope of -P1+tP2-P2P1+t, where an excise tax is applied.

(3) PIX+P2Y=M-TP1X+P2Y=M-T, with the optimal solution being (x3*;y3*)(x3*
;y3*), where an income tax is present.

Let us place (x2x;y2x)(x2*;y2*) into the constraint (2):

(P1+t)x2x+P2y2+=M =
P1x2x+P2y2+x=M-tx2%,T=tx2* since both tax types are assumed to generate the same re
venue.(P1+t)x2x+P2y2+=M=P1x2x+P2y2+=M—tx2*, T=tx2*
since both tax types are assumed to generate the same revenue. Thus, we
have P1x2x+P2y2+=M-TP1x2++P2y2x=M-T, indicating that (x2x;y2x) (x2%; y2x) also
satisfies (3), but it is not the optimal solution.

Let us illustrate the solution graphically. For the first budget constraint, the
intersection points are:

X=0, Y=M/P2

Y=0, X=M/P1

For the second budget constraint curve:
X=0, Y=M/P2
Y=0, X=M/(P1+t), the curve will shift to the left along the OX axis.

For the third constraint curve:

X=0, Y=(M-T)/P2

Y=0, X=(M-T)/P1, this curve will also shift to the left parallel to the first curve, as the
numerator decreases.

1 We note this condition so that there is no difference for the government in terms of determining the
type of tax.
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Figure 2. Consumer Preference for Excise and Income Taxes!
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To find the optimal points of consumer utility, the indifference curve must touch
each budget line at its optimal solution point. Since the optimal solution of the second
budget constraint also satisfies the third, this point should be located at the intersection of
the two lines, and the U2 indifference curve must pass through this point.
The U3 indifference curve cannot lie in the segment OK, as this would lead to
intersections of the indifference curves, which should remain parallel.

Thus, we have U3>U2, indicating that the consumer prefers the income tax, as the
price of the good increases under the excise tax, forcing them to reduce its quantity and
substitute it with another good. However, there is a substitution problem, and this good
cannot be replaced infinitely. This also stems from the theory of rational choice, which
posits that individuals make rational decisions by weighing costs and benefits in order to
maximize their personal utility or satisfaction (Lehner, Mont, & Heiskanen 168). Therefore,
it is more preferable for the consumer to pay the income tax and manage their remaining
income at their discretion.

Compensation for Excise Tax

Assume the government imposes an excise tax and simultaneously decides to
compensate for it to prevent the tax burden from becoming too heavy for the consumer.
For instance, it may increase wages or pensions.

Let us again examine the budget constraints.

(1) P1X+P2Y=M has an optimal solution (x1%;y1x) with no tax present.
(2) (P1+t)X+P2Y=M+S has an optimal solution (x2x;y2+) with an excise tax and
compensation provided.

Substituting the solution from (2) into (2), we have:

P1X2*+P2Y2*=M-tx2*+S, S=tx2*

Thus,

(3) P1x2%+P2y2+=M

1 The figure has been created by the author based on Nicholson, Snyder, p. 131.
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The point (x2x;y2x) satisfies both (1) and (2), indicating that the utility function touches at
this point; however, it is not the optimal solution.

To obtain the specified budget constraint curves, let us determine the intersection points
with the axes.

In the first case:

X=0, Y=M/P2

Y=0, X=M/P1

In the second case:

X=0, Y=(M+S)/P2

Y=0, X=(M+S)/(P1+t)

To determine the precise position of the second line, we can refer to the
intersection point with the Y-axis. Since the numerator has increased in the case of the
second line, it will shift upward on the ordinate axis and to the left on the abscissa axis.

Figure 3. Imposition of Excise Tax and Compensation*
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Therefore, the consumer prefers that neither a tax be imposed nor compensation
provided, as their utility will still decline, and they will be compelled to reduce the quantity
of the good in response to an increase in its price.

This further confirms that taxation affects consumer behavior by altering price
sensitivity and elasticity. Along with the increase in taxes, the prices of goods and
services also rise, which compels consumers to be more sensitive to price changes and
potentially decreases the demand for such goods (Currie, Rowley 374).

If we consider the impact of various factors (accumulated wealth, free education,
healthcare, price changes, income expectations, etc.), it becomes evident that changes in
taxation, either increases or decreases, have a unidirectional effect on consumption and
savings. Specifically, if taxes are reduced, both consumption and savings will increase,
and conversely, if taxes are raised, both consumption and savings will decrease. In
contrast, changes in other factors (except for taxation) have an opposite effect on

1 The figure has been created by the author based on Varian, p. 151.
227



QhSUUUL UNr8Utu  SCIENTIFIC ARTSAKH  HAYYHbIA APLIAX  Ne 1 (24), 2025

consumption and savings (EdpumoBa 202). For instance, an expectation of rising prices
will increase current consumption and, consequently, reduce savings, while a decrease in
accumulated wealth will have the opposite effect, reducing consumption and increasing
savings. When taxes are reduced, savings may either increase or decrease, depending
on individuals' propensity to consume. Those with a high propensity to consume will
spend a large portion of the tax reduction, leading to an increase in consumption.
Conversely, individuals with a low propensity to consume will save a greater portion of the
tax reduction, resulting in an increase in savings.

This is particularly evident among socially vulnerable groups. In the structure of the
average monthly nominal consumer expenditures of households in the Republic of
Armenia for the years 2022-2024, the largest (Household Incomes 88) share (42—44 %)
is allocated to food and non-alcoholic beverages. This indicates that the high proportion
of food-related expenses disproportionately affects economically disadvantaged
segments of the population. In 2024, the minimum consumer basket in Armenia amounts
to 77,065 AMD per month.

Let us consider two different social groups in Armenia: low-income (poor)
households and high-income households. Both groups are subject to indirect taxes, such
as the Value Added Tax (VAT), and direct taxes, such as Income tax. Suppose the first
household earns 80,000 AMD per month (corresponding to the minimum consumer
basket) and spends the entirety of its income (100%). In contrast, the second household
earns 500,000 AMD per month and spends 60% of its income (300,000 AMD).

Table 2. Analysis of the Tax Burden of Different Social Groups

Social groups VAT (20%) Income tax Total tax The percentage of the
(20%) burden tax burden on income

1 16000 16000 32000 40 %

2 60000 100000 160000 32%

For the first family, which belongs to a poor social group, the tax burden is 40%,
indicating that relative to their income, the tax burden is excessively high for
them. Indirect taxes are heavier for them than for families with higher incomes. Indirect
taxes have a greater impact on low-income individuals because a larger portion of their
income is spent on consumption. The VAT applied to those expenses increases their tax
burden, negatively affecting their standard of living.

This analysis shows that, under the current conditions of Armenia’s economy, direct
taxes are more equitable and transparent for socially vulnerable groups, due to the
structure of their income distribution and spending (see Armenia: Household Incomes,
Expenditures, and Consumption of Basic Food Products, pages 84—89). Indirect taxes,
particularly VAT, lack a progressive nature, as a result of which poor groups are in fact
more adversely affected than higher-income segments.

Conclusion

The analysis reveals that both direct and indirect taxes can affect consumer
preferences, the availability of consumer resources, the prices of goods and services, as
well as consumers' purchasing decisions in various ways. The relationship between direct
and indirect taxes is a characteristic feature of each country's tax system, and depending
on the economic conditions of the state, this relationship may vary.

Summarizing the study of consumer tax preferences, we can conclude that direct
taxation is generally preferred by consumers, as it is primarily aligned with increases in
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income. In contrast, indirect taxes are regressive and vary for each good and service. The
regressive nature of indirect taxes exacerbates their negative impact on low-income
individuals, as everyone pays the same tax rate regardless of income level,
disproportionately affecting those with lower earnings. Furthermore, direct taxes fulfill the
criterion of tax certainty, as taxpayers know precisely how much they need to pay, and the
government is also assured of the revenue it will receive from direct taxes.

Given the uniform VAT rate in Armenia, the effective tax burden of indirect taxes is
disproportionately higher for low-income households. This is because the entire income of
a low-income household is subject to VAT through consumption, while high-income
households are able to save or invest a significant portion of their income, thus deferring
or avoiding VAT on the non-consumed portion. As a result, the relative regressivity of the
VAT system becomes evident, with low-income households bearing a heavier effective
tax burden relative to their income.

This disparity raises important policy considerations regarding the equity of
Armenia’s tax system. It suggests the need to either reduce the VAT burden on essential
goods—such as through targeted exemptions or reduced rates—or enhance the
progressivity of income taxation to offset the regressive effects of consumption-based
taxes. To promote tax justice and reduce the economic strain on vulnerable populations, a
reconsideration of the balance between direct and indirect taxation is necessary. A more
progressive tax system—where tax obligations increase with the ability to pay—could
enhance equity, reduce poverty-related burdens, and support a more inclusive economic
environment.
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WCNEQOBAHUE NPEANOYTEHMA NOTPEBUTENEN B OTHOLLEHUMX
HAJNOroB: NPAMbIE U KOCBEHHbIE

ANK MHALAKAHAH
3asedyouul kaghedpol chuHaHC08020 yYema
APMSIHCKO20 20Cy0apCcmeeHHO20 3KOHOMUYECKO20 yHU8epcumema,
G0KMOp 3KOHOMUYECKUX HayK, rpogheccop
EpesaHckoeo eocydapcmeeHHO20 yHU8epcumema,
2. EpesaH, Pecniybnuka ApmeHusi

MEPU NAHOCSAH
npenodasamerb hakybmema 3KOHOMUKU U yrpaeneHus
EpesaHckoz20o 2ocydapcmeeHHO20 yHU8epcumema,
npenodasamernb hakynbmema byxaanmepckoeao y4ema u ayouma
ApPMSIHCKO20 20CcydapCcmeeHHO20 3KOHOMUYECKO20 yHuUsepcumema,
2. EpesaH, Pecrniybnuka ApmeHusi

Ona obecneyeHns coumanbHOM U IKOHOMWYECKOW CTabUNBbHOCTU 3KOHOMWKW, a
Takke eé adhPEeKTUBHOCTU U CrpPaBeasIMBOCTU BaXHO MOHATb, Kakne Hamoru siBnsTcs
bonee npegnoyTUTENbHBIMM € TOYKM  3peHMs  Hanoronmnatenblimkos.  [lpu
hOpMynNMpPOBaHMM HaNoOroBON MONWTUKM rOCyAapcTBaM HeobXoAuMO YuWTbIBaThb, Kak
noTpebuTenn pearvpyroT Ha pas3fnuyHble HanoroBble cucTeMbl. [Mybokoe noHWmaHue
npeanoyTeHni notpebutenen B OTHOLIEHMM HANOroOB MOXET MOMOYb NPaBUTENbCTBY
yCTaHOBUTb Bonee aphEKTUBHBIE N CNPABEANMBbLIE HAMNOrM, 4YTO, B CBOKO OYepeab, MOXET
cnocobcTBOBaTh 9KOHOMUYECKOMY POCTY M COLManbHOW CnpaBeaIMBoCTU.

Llenb gaHHOW ctaTbM — U3Y4UTb BIIMSHWE MPAMBIX U KOCBEHHbIX Hanoros Ha
pasnuyHble  COLIMOSKOHOMMYECKME  TPYMnbl B KOHTEKCTe  CnpaBeffivMBoCcTu MU
B3avMo3aMeHsiemocTu. B craTbe paccmartpuBaloTcs npegnoyteHus notpebuTenen B
OTHOLLIEHUW Pa3fNYHbLIX TUMOB HANoOroB CPeau PasHbiX CouManbHbIX Py, OLEeHNBaEeTCH,
Kak BOCMpUATME 3HAYUMMOCTM HamnoroBoro GpemMeHu BRUSET Ha NpeanoyvTeHus Mexay
NPAMBIMA N KOCBEHHBIMW Haroramu, a Takke aHanuMsupyroTcs NocneacTBus HanoroBbixX
NpeanoyTeHnn Ans 9KOHOMUYECKOro BO3LAEWCTBUS, CrpaBedsIMBOro pacrpenerneHuns
HanoroBoro 6peMeHn Mexay pasnMyHbIMW COLManbHbIMW rpynnamu, UHAMBUAYaNbHOro
PUHaAHCOBOro NMaHNPOBaHWUS U APYrMX CBA3aHHbIX (PakTopoB.

B aTOWM cBA3M cTaTba CTABUT LIENbIO ONPEeAenuTb, Kakon TUM Hanora — NPsiMon Unm
KOCBEHHbIN — noTpebutenu npegnoynTaloT Ans MakcMMu3aumym CBOeW MONe3HOCTN npu
NPOYMNX PaBHbIX YCIOBUSIX.

[na wvccnegoBaHMa MCMNOMbL30BanNUCh 3MMMpPUYECKMe METOAbl, OCYLLEeCTBMEHO
3KOHOMUKO-MaTemMaTMyecKkoe  MOAenuMpoBaHMe U CpaBHUTENbHbIM  aHanus. B
TeopeTuyeckon dase nccnegoBaHus NPUMEHSNCA KOMOMHATOPHBIN MeTof,.

Ha ocHOoBe npoBefeHHOro UCCneaoBaHUs MOXHO cAenatb BbiBO4 O TOM, YTO
notpebuTenn npegnoyuTaldT nNpsiMble  Hanoru, 4To O0OYCrNOBMEHO  pasnuyHbIMU
dakTopamu.

KnroueBble cnoBa: Hasozoeoe bpemsi, npedrnoymeHue rnompebumerns, npsmoul
Hamoe, KOCBEHHbIU Hasoz, ronesHocme rnompebumens, O6r0xemHass JIUHUS,
onmumarbHoe pelieHue.
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