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Abstract

Capital formation is one of the most important strategic fac-
tors on one national economic development, especially the devel-
oping country economic growth. Prerequisitc of capital formation
is investment activity, and fund source of investment activity is
saving. Capital formation generally includes three stages @ Sav-
ing addition is determined by the willing saving and saving capa-
bility; @ Saving turned into investment fund, which depend on
credit and insurance institute; (3 Saving is invested to human
capital and material capital. As the one of basic methods, tax
plays important role on capital formation and influences economy
growth.

There are many research reports about capital formation
forced only on saving or investment. since capital formation is
often related to many problems. Therefore, based on the model
of new classical growth and the theory of endogenous growth
according to the clue, which is the three stage of capital forma-
tion: saving, investment and capital turned by saving, the paper
tries to rationalize capital formation and income tax and empirical
research influence of china’s income tax policy on capital formation.

Material capital is very important for our country which is at
low average capital, so we should attach great importance to
methods of new classical growth model. Many scholars applied
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Jorgensonw’s model which directly reflects tax effect on material
capital of their own country. The paper also tries to calculate
effective tax rate of enterprise income tax taken by capital in our
country, based on Jorgenson D’'s capital-used-cost model which
be improved. The theory of endogenous growth’s illustration
that knowledge setting into action to economy growth can help
we realize the major role of human capital. So that, combining
model of new classical growth with the theory of endogenous
growth, we can explain capital formation and economy growth,
and conduct tax system construction.

The basic view is; Through changing used cost of capital,
income tax influence investment expectation and decision, and
then capital formation. Being “paradox of thrift” in our country,
which the government relief income tax burden and conduct tax
regulation, is one of important methods that promote savings to
be turned into investment and increase investment return. There
are seven chapters on this view:

Chapter One is the basis of the whole reseach report.

Chapter Two is summarization of references, it introduces
different economist’'s viewpoint on effect of income tax on capital
formation and their limitations. In the respect of levying tax on
saving, some economist as Boskin, M. thought tax reduction
could stimulate saving to be increased; some economist like
Giles. Bergisin & Romer. snordeglas thought levying tax could
promote savings addition; some economist such as M. Friedmen.
& Modigliani. F. thought influence of tax policy on save wasn't
apparent. In the respect of levying tax on investment, many
economist acknowledged that income tax was sensitive to invest-
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ment very much, But some economist thought the influence of
tax on investment wasn’t apparent. Some people thought income
tax stimulation on investment was determined by the substitution
elasticity (possibility that capital substitute labor) . There had
two attitudes towards influence of income tax on the process
which saving is turned into investment: () Because saving addi-
tion can be transferred to investment, the government should
grow in pace with tax. @Being “paradox of thrift”, saving addi-
tion might not be turned into investment, hence tax should be
adjusted.

Chapter Three establishes the paper’s theory basis. Author
expounds the views on the relation of tax and capital formation of
Keynesianism. School of modern New Classis and endogenous
growth theory. The paper thinks we can explain our economy
growth better and conduct tax system construction through com-
bining new classical growth model with the theory of endogenous
growth.

Chapter Four studies influence of income tax on capital for-
mation in theory . First, Author analyzes stimulation of tax on
saving and effect of tax on gross saving, government saving and
private saving. The paper thinks tax and government consume
expenditure can influence government saving. On the some con-
dition, raising tax can promote government savings to be added,
but government’s saving addition doesn’t surely increase national
saving. On the imperfect capital market, saving is slow in inter-
est rate. Effect of tax on private saving is lessen. Hoping to
encourage household saving, the influence of government saving
should be considered. To increase national saving, the stimula-
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