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Abstract

1. Background

General commodity tax in China consists of Value — added tax ( VAT) and
Business tax (BT) , which can be called “double track system” in general com-
modity tax. It is this “double track system” that contributes to some inharmoni-
ous economic phenomena, such as double taxation upon commodity and service,
uneven tax burden among industries, inappropriate tax competition at longitudi-
nal level and horizontal levels.

So, it is just achievement that Chinese government has decided to put VAT
forward to areas levied by Business tax at past. Consequently, problems con-
cerned are needed researching, such as impact towards industries or sectors,
impact towards regions (at least provinces), impact towards relationship among
central government and provinces, impact towards macro tax burden, impact to-
wards quantity of employment, impact towards quantity of capital flow, impact
towards tax bureaus, etc. , as far as the author of this book is concerned.

2. Method

There are some techniques that may settle down this project, such as econ-
ometrics, sampling survey method, input — output technique, etc. As for I am
keen on input — output technique recently, input — output model and technique
have been mainly used in this book to solve problems mentioned above.

3. Results

Some results can be drawn by researching thoroughly .

(1) Double taxation within commodity and service tax has universally been
existed in China, for value - added tax ( VAT) normal taxpayers can’t usually
deduct their business tax embedded in price of outside services, and business

tax (BT) payers can’t offset their VAT or BT involved in its commodities and
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services. How much repeated tax occurred in kinds of industries? This can
roughly calculated its quantitative confines by using the input and output table
data of 1997, 2000, 2002, 2005 and 2007 fiscal year. The result shows differ-
ent industry has been suffering from different repetitive tax, in terms of taxable
category and intermediate input structure, especially in construction industry
and transportation industry burdening heavily. Thus, the current expansion of
VAT will greatly abate double taxation involved in tax base, which can put a
prerequisite for fair competition among industries.

(2) It needs researching that how much business tax burden of all indus-
tries is equivalent to that of VAT if certain industries are levied on VAT, espe-
cially during which VAT will being expanded into all the third industries. By u-
sing input - output table of 2002, 2007 ( China), business tax equivalent for
VAT is deduced roughly. The result shows that different industries have different
VAT equivalence due to its capital organic structure; under which construction
industries and hotels and catering services ones have more turnover burden of e-
quivalence to VAT than other ones levied by VAT; meanwhile financial indus-
tries and real estate ones have contrary characteristic. This means during expan-
sion of VAT Levying Scope, some industries, at lest including construction and
hotels and catering services ones, will be levied less burden of turnover tax;
while other industries, at lest including financial and real estate ones, will have
more turnover burden.

(3) After expansion of VAT levying scope, much changes about industrial
economy will have been taken that: the first one, turnover tax burden of initially
VAT - levied industries will be deducted slightly, because these industries will
be offset their turnover tax involved in its commodities and services, especially
embedded in services levied by business tax in the past; the second one, turn-
over tax burden of initially BT - levied industries may ebb and flow among in-
dustries. How much change of tax burden will have taken place in all kinds of
industries? Using input - output table data of 2002 and 2007 in China and prov-
inces, the variation range of turnover tax about all kinds of industries can be cal-
culated roughly. The result shows that; some turnover tax burden of industries,

especially construction industry, accommodation and catering industry, leasing
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and business services, will be largely decreased; while other turnover tax bur-
den of industries, especially, finance industry, estate industry, will be in-
creased accordingly.

(4) Revenue of central government will be changed, during which VAT
will being expanded into all the third industries. By using input — output table of
China, the paper constructs a mathematical model for this problem and puts for-
ward the related algorithm. The result shows that, the first one, revenue levied
from initially VAT - levied industries will be decreased slightly, because double
taxation upon commodities and services will be diminished within turnover taxes;
the second one, revenue levied from initially BT ~ levied industries will be in-
creased greatly, because BT at the past are mainly belonged to local govern-
ments. Using input — output table data of 2007 in China, the share of turnover
tax belonged to central government will be calculated roughly.

(5) Revenue of provincial governments will be changed, during which
VAT will being expanded into all the third industries. By using input ~ output
table of China, the paper constructs a mathematical model for this problem and
puts forward the related algorithm. The result shows that, the first one, revenue
levied from initially BT — levied industries will be decreased greatly, because BT
at the past are mainly belonged to local governments; the second one, revenue
levied from initially VAT - levied industries will be decreased slightly, because
double taxation upon commodities and services will be diminished within turn-
over taxes. Using input ~ output table data of 2007 in Provinces, the share of
turnover tax belonged to provincial government will be calculated roughly.

(6) Macro - Tax burden will be changed in China, during which VAT will
being expanded into all the third industries. By using input — output table of
China, the paper constructs a mathematical model for this problem and puts for-
ward the related algorithm. Then, using input — output table data of 2007 in
China, the macro — Tax burden and its change upon commodities and services
will be calculated roughly. The result shows that, the macro - Tax burden
change in China will be decreased from 16.9% to 15.3% , while the macro -
Tax burden changes in provinces are more or less differently.

(7) Gross economic output will be changed in China, during which VAT
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will being expanded into all the third industries. By using input — output table of
China, the paper constructs a mathematical model and perfect supply coefficient
matrix for this problem and puts forward the related algorithm. Then, using in-
put — output table data of 2007 in China, the change upon gross economic output
will be calculated roughly. The result shows that, apparent shrink effect upon
gross economic output will have been taken place in Chinese nation — wide,
while expansion effect upon gross economic output will have been arisen in some
provinces during expansion of VAT levying scope.

4. Significance

It might be significant that knowledge about macro tax burden, fiscal insti-
tution, macro economic growth during expansion of VAT levying scope in China
has been discovered. And, it might be useful for some potential readers, such
as Ministry of finance in China and its staff, the local public finance depart-
ments ( especially provincial ones) and their staff, industrial association, finan-

cial and economic theory circle and their staff.

Key Words: Expansion of VAT Levying Scope; Input - output (I0)

Technique; Macro Tax Burden; Fiscal System; Macro — economic Influence
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