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Financing Constraints, Firm Heterogeneity and the Policy Effect of VAT Reduction
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(1. School of International Trade and Economics CUFE,  Beijing 100081, China;
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Abstract; Under the background of economic slowdown caused by COVID-19, how to maximize the effect of tax cuts
and fee reductions on economic stimulus is the focus of current macro policies. This paper establishes a multi-sector DSGE
model and analyzes the path as well as the effect of cutting taxes, which is then compared with other economic stimulus
policies such as consumer coupons and government purchases. This paper finds the impact of cutting taxes on enterprises and
the macro economy is highly related to the financing constraints faced by enterprises. As non-slate-owned enterprises face
strong financing constraints, value-added tax reduction can increase the net worth of non-state-owned enterprises, and reduce
their external financing costs and increases investment through the financial accelerator effect. For non-state-owned
enterprises, since the investment products used to form capital are mainly provided by state-owned enterprises, cutting taxes
will not only increase the investment of non-state-owned enterprises, but also stimulate the expansion of state-owned
enlerprises’ oulpul. As for stale-owned enterprises, because they are subject to weak borrowing constraints, their investment
behavior will not be affected even if their net worth is improved by tax reductions, and their effect on the overall economy is
relatively small. In general, under the same tax deduction amount, value-added tax reduction for non-state-owned enterprises
has the best effect on improving total output, the issuance of consumer coupons are the second-best, and the effect of
increasing government purchases on output is very limited. The results show that the tax reduction policy can help improve the
quality and efficiency of the economy only after a deep understanding of the transmission chain of the impact of fiscal policy
on the economy and the effects of different policies.
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