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Tax Salience , Taxation Incidence and Social Welfare

ZHONG Chunping ', LI Li’
(1. National Academy of Economic Strategy ,CASS , Beijing , 100028 , China ;
2.Capital One Financial Corp. ,McLean ,VA 22102)

Abstract: This paper establishes a theoretical model and shows how tax salience affects social welfare, including tax incidence and
deadweight loss.Through defining and calculating the degree of under—reaction,we derive a group of standard equations which show that
when ad valorem tax rate increases,the taxation incidence and deadweight loss are different with different tax rate system, the tax bur-
den on consumers will be relatively high and that on producers will be relatively low, and meanwhile,the deadweight loss of the whole
society is also relatively low. Vice versa! The taxation policy of China which combines tax into price has the most significant salience,
therefore, the deadweight loss is the largest.

Key Words: Tax system, Tax salience, Tax incidence, Deadweight loss
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