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Price Effect and Income Distribution Effect of the Reform of Replacing
Business Tax for VAT

NI Hong-fu', GONG Liu-tang’, WANG Xi-meng’
(1. National Academy of Economic Strategy CASS, Beijing 100045, China;
2. Guanghua School of Management, Peking University, Beijing 100871, China)

Abstract: The reform of replacing business tax for VAT is an important change of China tax system, which
has great impacts on tax burden, welfare and income distribution in China. This paper embedded the VAT
deduction mechanism into the input—output price model, and used the CFPS data and China input-output table of
2012 to analyze the price effect and income distribution effect of the reform of replacing business tax for VAT. The
results show that in the context of maintaining the existing tax ability of collection and administration of China, the
reform of replacing business tax for VAT may generally make the price decline and reduce the tax burden on
enterprises. If the ability of tax collection and administration has increased to 100%, there are some labor-intensive
sectors whose price and cost could rise highly, such as transportation, postal service and education. After reform of
replacing business tax for VAT, the VAT tax burden of households in cities and towns and the tax burden rate
both decline. In the baseline scenario that the current ability of collection and administration remains, the reform of
replacing business tax for VAT slightly has improved the status of income distribution from the perspective of MT
index. However, once the ability of tax collection and administration has been greatly improved, due to the strong
regressive of VAT, it is possible to increase the tax burden of residents and the deterioration of income
distribution.
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