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Abstract

We conduct a laboratory experiment to study whether income and consumption taxes are
equivalent. Under a given set of income and consumption parameters, subjects were asked to
choose among an income tax of 20%, a consumption tax of 25% (which is an equivalent tax
burden), a consumption tax of 22%, and a consumption tax of 20%. The consumption tax rate of
22% turned out to be a smaller tax burden, despite higher nominal tax rate than the income tax.
Our results showed that subjects prefer income tax to consumption tax when the nominal
consumption tax rate is higher than the nominal income tax rate. However, subjects tend to
prefer consumption tax to income tax when the nominal tax rates are identical. Our result, that
subjects prefer income tax to consumption tax despite a higher tax burden, implies the
consumption tax miscalculation bias. The consumption tax miscalculation bias is a bias where
subjects miscalculate the amount of consumption tax as if it is declared by tax inclusive, as in
the case of income tax, despite consumption tax being tax exclusive. If the income tax burden is
equivalent to the consumption tax burden, subjects prefer income tax. This result implies that
income and consumption taxes are not equivalent due to the consumption tax miscalculation
bias.
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